DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


HEARINGS 


BEFORE THE 


COMMITTEE ON BANKING AND CURRENCY 
UNITED STATES SENATE 


EIGHTY-SECOND CONGRESS 
FIRST SESSION 


ON 


S. 1928, S. 2092, and S. 2104 


BILLS TO AMEND THE DEFENSE PRODUCTION 
ACT OF 1950, AS AMENDED 


PART 4 
AUGUST 30 AND 31, SEPTEMBER 13, 14, 17, 18, 19, AND 21, 1951 


Printed for the use of the Committee on Banking and Currency 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1951 








COMMITTEE ON BANKING AND CURRENCY 
BURNET R. MAYBANK, South Carolina, Chairman 


J. W. FULBRIGHT, Arkansas HOMER E. CAPEHART, Indiana 
A. WILLIS ROBERTSON, Virginia JOHN W. BRICKER, Ohio 

JOHN SPARKMAN, Alabama IRVING M. IVES, New York 

J. ALLEN FREAR, Jr., Delaware ANDREW F. SCHOEPPEL, Kansas 
PAUL H. DOUGLAS, Illinois EVERETT M. DIRKSEN, Illinois 


WILLIAM BENTON, Connecticut 
BLAIR MOODY, Michigan 
A. LEE Parsons, Clerk 
Jos. P. McMurray, Staff Director 


II 





CONTENTS 





Page 
S. pes ELSE ORL Ch SaaAge heh a Epecs eens sin Wee temaal 2799, 3321 
RE ah Be ore eS oe sas = one ae ecb oes os 5 said ori Sn is aoe RR 2800 
RS Ae oS eo a sheen ae Oo Se asices & Sw ae ee .. 2800 
. — : : ues ss : -.-. 2971, 3105 


SS ry pes ei és slots ae Se 
Statement of— 


Baker, John A., legislative secretary, National Farmers Union- -- 3084, 
3186, 3456 
Blake, William Rhea, National Cotton Council =<  oano 
Butler, Hugh, a U nited States Senator from the State of Nebraska 3325 
Danzansky, Joseph B., general counsel, National Association of Meat 
Processors and W holesalers : é a oe 
DiSalle, Michael V., Director, Office of Price Stabilization 2834 
Dolder, Adolph C., manager and secretary, Switzerland Cheese 
Association - - 3045 
Duffev, Ike W. . president, Indiana Livestock Producers Association - 3485 
Farreil, James K., C apital Packing Co., Denver, Colo- aa ae? 
Farrington, C. E.. National Livestock Exchange eS ae 3530 
Feldman, Erwin, director, National Association of House Dress 
Manufacturers. 3271 
Fromer, Martin A., general council Cheese Importers Association of 
America ae oe ae 
Garstang, M. R., counsel, National Milk Producers Association... 3031 
yaumnitz, E. W., executive secretary, National Cheese Institute___._ 3060 
Goldfinger, Nathaniel, executive secretary, CIO committee on 
economic policy a eee eee 3224 
Gunther, John J., Americ ans for Democ ratic Action ae 
Harrington, John, associate counsel, [linois Manufacturers’ Asso- 
Na Sear rane Pee Pag ee go wd a a eom a 3297 
Henle, Peter, assistant economist, American Feder ation of Labor.... 3107 
Johnston, Eric, Administrator, Economic Stabilization Ageney__.. 2912 
King, Glen A., U-Tote-M Grocery Co_____-__- E 3249 


LaRoe, Wilbur, Jr., general counsel, Natione] Independent Meat 
Packers Association __-- - Bee ea : _ 3155, 3408 


Lauer, Stewart E., president, York Corp ae 3192 
Lee, Jack Harold, general manager, Prime Packing Co ‘ 3503 
Leventhal, Harold, chief counsel, and Gardner Ackley, economic 
advisor, Office of Price Stabilization t ae ; 3299 
Liljenquist, L. Blaine, Western States Meat Packers Association, 
Ine 3166, 3331 
McCormick, Clarence J., Under Secretary of Agriculture 2959 


Miller, Max, vice president, Chas. Miller & Co., North Bergen, N. J-. 3490 

Mollin, F. E., executive secretary, American National Cattlemen’s 
Association ~ 3371 

Montague, Joe G., attorney, Texas and Southwestern Cattle Raisers’ 


Associgtion _ _ - ‘ _ 3391 
Owen, Arthur L., National Livestock Producers Association__.___..._. 3554 
Palmer , Joseph, Standard Beef C o., Detroit, Mich- d a= o444 
Petersen, J. C., preside nt, National Lamb Feeders Association _ - 3337 
Petersen, Peter H., National Association of Hotel and Rest taurant 

Meat Purveyors_-_.--.--.----- eee St. is 5 . $525 
Pickell, Mark W., executive secretary, Corn Belt Livestock Feeders 

NR eA 8s he kB Pte eae AN Re ge 
Pickett, A. G., secretary, Kansas Livestock Association ltr ea No 3545 
Riddell, R. J., president, National Livestock Exchange _-_----------- 3530 
Romney, George, vice presi lent, Nash-Kelvinator Corp- ----------- 3277 





Statement of 
Ruttenberg, Stanley H., director, department of education and re- 
search, CIO___- 
Sargent, John A., Manufacturing Chemists’ Association, Ine 
Schreiber, L. D., ‘president, L. D. Schreiber Co., Chicago, Ill_ 
Schwartz, Benjamin, president, B. Schwartz & Co 
Seal, Everett C., Brown’s Meat Market, East Falls Church, Va 
Shaw, Seth, Safe way Stores_._--- 
Sozzi, Laurance E., American C hamber of Commerce for Trade W ith 
Italy... 
Terborgh, George, research director, Machinery and ‘Allied Products 
Institute sp eercastia cae eel ‘ ; 
Thorp, Willard L., Assistant Secretary of State for Economic Affairs -_ 
Todd, John H., National Cotton eee and Cotton Warehouse 
Association _ _ - 
Wells, Oris V. , Bureau of Agricultural Economies , Departme! nt of. Agri- 
culture : 
Widett, Harold, New E nvland Meat Dealers Association. _______.. 
Wilson, ¢ ‘harles E. , Director, Office of Defense Mobilization 
® Wise, F. B., secretary-t reasurer, National Renderers Association 
Letters, statements, memorandums, etc., submitted for the record by— 
American Butter Institute, Russell Fifer, executive secretary: 


Statement 





CONTENTS 





Continued 


Telegram to Senator Fulbright 


American Cotton Shippers Association, John C. White, counsel: 


Letter to Senator Fulbright_____ 


American Farm Bureau Federation, Allan B. Kline, president: 


Letter to Senator Fulbright 
Statement 


American Federation of Labor, Walter J. Mason, national legislative 
committee: Statement 
American Labor Party, Clifford T. McAvoy: Statement 
American Meat Institute: Statement_ 
American Retail Federation, Rowland Jones, Jr., preside nt: Statement- 
American Serikat, Corp., Max H. Reymers, vice president: Letter to 
Senator Maybank - - - 
Americans for Democratic Action, John J. Gunther, legislative 
representative: 
Statement 
Letter to Senator Maybank i 
Association of Food Distributors, Inc., D. J. Ward: Letter to Senator 
Maybank 
Atkins, E. C., & Co., D. H. Potter, secretary-treasurer: Letter to 
Senator Capehart, with enclosures 
Baker, Gibbs L., attorney, Chas. Niedner’s Sons Co.: Letter to Sen- 
ator Maybank. --_---- 
Baker, John A., legislative secretary, National Farmers Union: 
Cela ae a es is de oe oe ai 3087, 3187, 
Blake, William Rhea, executive vice president, National Cotton 
Council: Statement 
Brannan, Charles F., Secretary of Agriculture: 


Letter to Mr. Thorp, State Department- anid 
Letter to Senator Fulbright regarding restriction of imports of 
dairy products, especially cheese ame 
Tables summarizing trade with countries protesting import 

IN i os Se iia Ne cio ba heen intee wales ask x Genin awiged 
Cattle receipts at 12 markets, etc., table___- hid < eceetid 
Prices of slaughter cattle at Chicago, etc., table________* 
Cold storage holdings of beef, etc., table 


Bricker, John W., a United States Senator from the State of Ohio: 


Article from W ‘all Street Journal, Controls Outlook, ete 


Butler, Hugh, a United States Senator from the State of Nebraska: 


OPS amendment 7 to DR 1, re livestock quotas___-___- 

Disposition of salable livestock receipts at Omaha Ba wage es 
Article, Cuba Moves To Seize Cattle Held Off Market_- 
Statement 


Capehart, Homer C., a LU nited States Se ‘nator from the State of In- 
diana: 


Telegram to various accounting firms____._____- 


Page 
3463 
3175 
3072 
3358 
3415 
3347 


3020 


3201 
2943 


3219 
2985 
3515 
2804 
3016 
3101 
3100 


3030 


3473 - 


3570 
3319 
3572 
3310 
3088 
3088 
3571 
3089 


3308 
3462 


3269 


3102 


3057 
3508 
3508 
3509 
3239 
3326 
3328 
3329 
3330 


3149 





; 
f 


CONTENTS v 


Letters, statements, memorandums, etc.—Continued 
Capehart, Homer C.—Continued 


Letters in reply from: Page 
INN soo oe 8 i ed kb lowe oben > ve 3149 
Rene NN SURROE A OUTS oo on eke Si oll See en aewee 3150 
DONNIE seats, oe hoe ain So em ciiawibi nen <eleieind & 3150 
a ee ene wdoewestewaubiwele® 3151 
EIS SES ELSE Te Sy Se TE? ee ae ee 3152 
eee ee Wr es ee iseweceus 3153 
‘owucne, Naven,-peney- @ omar’... 2. . 5. 6g once ee ceca 3153 
i ae res ay iii - tie ie oko oe 3154 
Case, Francis, a United States Senator from the State of South 
Dakota: Letter to Senator Maybank cl ee ee 3311 
Clayton, Will, Washington, D. C.: Telegram to Senator Fulbright_. 3029 
Colman, Daniel, New York, N. Y: Letter to Senator Maybank___. 3089 
Congress of Industrial Organizations: Statement._.. _._____~_- 3090 
Cooperative Food Distributors of America, Edward G. De Staute, 
general president: Statement________-_.___--_.---- J chdeseage ae 
Crawford Co., New York, N. Y.: Letter to Senator F ulbright, with 
enclosures a eae Cae aN ara age tt br . Cutesinks - ane 
Danzansky, Joseph B. , general counsel, National Association of Meat 
Processors ane WwW holesale ‘rs: Statement_____-- 3371 
Dolder, Adolph C., secretary and manager, Switze rland Cheese Asso- 
ciation: Statement _-__-- 3051 
Farrell, James K., C eee Packing Co., Denver, Colo.: Statement... 3484 
Farrington, C. a National Livestoc k Exchange: Statement_______. 3542 
Feldman, Erwin, counsel, National Association of House Dress 
Manufacturers: Se 2) ae er oi ee rls oh 3274 
Fromer, Martin A., general counsel, Cheese Importers Association of 
America: 
Statement from Ann’s Kitchen, Washington, D. C________- sw | ee 
Statistical analysis of imports of cheese into United States _. 2991 
I i aera aren : _. 2997 
Articles from various newspapers_ - - - - -- - - - ee 
Garstang, M. R., counsel, National Milk Producers Association: 
I A tle a ta a a a, : 3042, 3248 
Gaumnitz, E. W., executive secretary, National Cheese Institute: 
RRNRERINENE Dh tt ee Spo ey Site el 
General Federation of Women’s Clubs, Mrs. Gilbert F. Loebs, 
chairman, consumer division: Statement. -- - - - - Jann Bene 
Green, William, president, American Federation of Labor: ‘Te ‘legram 
cor emer menennes. (os Priefer es bebo. eel ee Lee 3223. 
Gunther, John J., Americans for Democratic Action: Letter from 
Senator Capehart--_-_-__- moe 3141 
Hanson, Elisha, attorney, Safeway Stores: Letter to Senator May- 
rt ee ee Co ale cae cbe mae 3314 
Heinz, John A., Baltimore, Md.: Statement_ -_ - : ; io eee 
Independent Livestock Marketing Association, Frank Teegarden, 
president; Q. Q. Smith, secretary: Statement___- ose 3575 
International Association of Machinists, A. J. Hayes, president: tele- 
gram to Senator Fulbright -__-—- _- 3i01 
International House, Michael M. Mora, world-trade development 
director: Letter to Senator Maybank with enclosures 3092 
King, Glen A., U-Tote-M Grocery Co.: Statement __ 3251 
La Roe, Wilbur, Jr., general counsel, National Independent Meat 
Packers Association: Statement uae 3413 
Lauer, Stewart E., president, York Corp.: Charts s 3202 
Lee, Harold Jack, general manager, Prime Packing Co.: Statement 3513 
Maybank, Burnet R., a United States Senator from the State of 
South Carolina: 
List of witnesses desiring to be heard on amendments ‘ . 2804 
Table, the Market Basket FI 2966 
Selected prices for cattle, sheep, and lambs, table . 3323 
Production of meat in millions of pounds, table _ 3324 
Federally inspected and noninspected. cattle slaughter, table 3324 
Article, Kiplingers magazine, Changing Times, Why Beef Costs 
What It Does____- Reale amc eis _ 3381 


Meat Packers, Inc., ete., Los Angeles, Calif.: Telegram to Mr. Rice_- 
Letter to Senator Mobertect.............................-..-.. 3315 








VI CONTENTS 


Letters, statements, memorandums, etc.—Continued 
Mollin, F. E., executive secretary, American National Cattlemen’s 
Ampoomaon: Beabement.. os a cee ae 
Montague, Joe G., attorney, Texas and Southwestern Cattle Raisers’ 
Aaptalation: Gtetebbent..., .....0.. 600... b2ore cc bese 
National Advisory Board on Mobilization Policy: Memorandum on 
ENIIRE oe ee da cea ek ca nl ook eee eee ee 
National Association of Hotel and Restaurant Meat Purveyors: 
REN neo nie torent es ake SGML Uae wes Uk ce amone 
National Association of Manufacturers: Statement___.__._______- 
National Council of American Importers Inc., Harry 8. Radcliffe, 
executive vice president: Letters to Senator Maybank and Senator 
POM 62a. ane wed sean aaa oe) ce ests ee ees 
National Council of Farmer Cooperatives, John J. Riggle, assistant 
secretary: Letter to Senator Fulbright -__-..._.-..---.-.-------- 
National Creameries Association, W. A. Gordon, executive secretary: 
Telenram to: ommtor Puranas os OSS So a ok os Led 
National Independent Meat Packers Association: Statement________ 
National Wool Growers Association, J. M. Jones, executive secretary- 
treasurer: Letter to Senator Maybank----_._._...--_-_--.--_-_- 
Netherlands Chamber of Commerce, David Koestser, executive secre- 
tary: Telegram to Senator Fulbright 
Office of Price Stabilization: 
Roll- bac ks effected by Office of Price Stabilization - 7 


Cattle: Salable receipts at 12 principal sank. ete teen peeety 
Statements of trade associations favoring en q uotas__- 
tecommended changes in act _ 
Policy instructions fer Information Division ; ' 
Selected price indexes, 6 months pre-Korea to date__ 
Statement _ - - - - 
Letters on accounting practices 1 under act: 
Price Waterhouse & Co- 
United States Steel C orp. ssa s. 
Norton Co___. \ ; 
General Motors C orp. 
Ly brand, Ross Bros. & Montgomery - i 


Scov ell, W dinaiin & Co 
Touche, Niven, Bailey & Smart 
Du Pont Co- cet 

Letter regarding industry consultati ions on meat ‘regulations.__ 
oe 10, Adjustments of ceiling prices for manufacturers___-__- 
CPR 23, ‘amendment 3, live cattle_ 

CPR 24, amendment 6, ceiling prices of beef at wholesale___ 
Press re lease on above___- is 
Letter regarding determination of ceiling prices for utility cattle__- 

Comment on testimony of Mr. Seal, Brown’s Meat Market 
Owen, Arthur L., National Livestock Producers Association: Table, 
Cattle Slaughter by Market Centers and Areas__-_.--_-------_-- 


Palmer, Joseph, Standard Be>f Co., Detroit, Mich.: Statement____-__ 
Petersen, J. ., president, National Lamb Feeders Association: State- 
ment_- 


Petersen, Peter =. National Association of Hotel and Restaurant 
Meat Purvey oun: Ginn. Aco5004. reas. .0~- 2600 
ickell, Mark W., executive secretary, Corn Belt Livestock Feeders 
Association: Btetniaehe Sse o ase J. eee} Lass a 
Pickett, A. G., secretary, Kansas Livestock Association: Statement_- 
Riddell, R. J., president, National Livestock Exchange: Statement_- 
Romney, George, vice president, Nash-Kelvinator Corp.: 


DR hi it rsd hs ct ee eh A eh eha facing p. 


Analysis of pre sent statute and effect thereon of Government 
UO os: sis ¥ cacsh csictc dase Ato de, Wha iollceek ue kAndal daha wo 
Ruttenberg, Stanley H., director, department of education and 
research, CIO: Manta 65% iicvb ees bie tis sd ao 
Sargent, John A., Manufacturing Chemists’ Association, Inc.: State- 
ment 


Page 
3384 


3406 
2828 


3576 
3316 


3097 
3031 


3101 
3100 


3578 
3009 


2848 
2868 
2871 
2876 
2882 
2886 
2891 
2892 


2904 
2904 
2905 
2906 
2907 
2908 
2908 
2909 
2910 
3165 
3265 
3428 
3429 
3441 
3443 
3568 


3557 
3451 


3344 
3529 
3494 
3551 
3539 
3283 
3296 


3471 





4 mid aaa Me 


CONTENTS 


Letters, statements, memorandums, ete.—Continued 


Schoeppel, Andrew M., a United States Senator from the State of 
Kansas: 
Article, Christian Science Monitor, The Stock Feeders’ Case- 
Article, Christian Science Monitor, End of Beef omen Seen, 
ee 
Schreiber, L. D., president, L. D. Schreiber Co., Chicago, IIL: 
Letter ne ein ceece 
Letter to Senator Douglas enclosing various letters on cheese 
Oe ne ee 
Schwartz, Benjamin, president, B. Schwartz & Co.: 
Letter to Senator Maybank enclosing telegram regarding avail- 
ability of meat for Army 
INE ies oy oa ot ee i 52 pA ad 
Seal, Everett C., Brown’s Meat Market, East Falls Church, Va.: 
Statement. a 
Shaw, Seth, Safeway Stores: Statement____ 
South Dakota Stock Growers Association: Resolutions Se hottie a act 
Sozzi, Lawrence E., American Chamber of Commerce for Trade With 
Italy: Statement 
Staff memorandums: 
Digest of Federal laws relating to import controls 
Pree eees Ge rons eontrel os 8 ce eek 
Stella Cheese Co., J. G. Mosey, general manager: Letter to committee. 
Terborgh, George, research director, Machinery and Allied Products 
Institute: Statement ela 
Thorp, Willard L., Assistant Secretary of State for Economic Affairs: 
zetters from various embassies regarding control of imports on 
fats and oils: 
a a an a 
Noga a cae 
OO SEER A ae eee Oe eee 
Netherlands _ 
New Zealand 
Switzerland __ - 
enact 
Letter to Senator Maybank ‘regarding testimony - 
Textile Maintenance Industries, National Planning C ommittee, 
Stanley I. Posner_- canon EA EELN RS DE ier ac 
Tobacco Associated, J. B. Hutson and J. C. Frink: Te legram to 
Senator F a Pee a tn aia Beet 
Truman, Harry S., President of the United States: Letter to Senator 
Capehart _- a a Ea 0a a sew mi epiacniatnenon 
Widett, Harold, New England Meat Dealers Association: Statement_ 
Wiley, Alexande or, a United States Senator from the State of Wisconsin: 
Letter to Senator Maybank__-_--_.- 
Williams, Roy, Boston, Mass.: “Telegram to Senator Lodge________ 
Wilson, Charles E., Director, Office of Defense Mobilization: 
Article, New York Times, I Hate Controls, But We Need Them 
i ct 
Proposed amendment to section 402 (d) Deen ers an cet, G ahrtens 
Letter to Senator Robertson on Terborgh proposal____- 
Winther, S. A., and various exporters and importers of San Francisco 
Bay area: Letter to Senator Maybank _ 


vil 


Page 


3389 
3397 
3073 
3073 


3420 
3353 
3312 


3026 


2976 
3138 
3081 


3210 


2951 
2952 
2953 
2954 
2955 
2956 
2957 
2976 


3318 
3029 


2968 
3523 


3101 
3223 


2821 
2942 
3209 


3100 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


THURSDAY, AUGUST 30, 1951 


Unirep Sratres SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to notice, at 10:30 a. m., in room 
301, Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Robertson, Frear, Douglas, Benton, 
Moody, Capehart, Bricker, Ives, Schoeppel, and Dirksen. 

The CHarrman. The meeting will come to order, and with the 
indulgence of the Senators present I would like to make a very short 
statement. 

First it has been requested of Senator George, Senator Connally, 
Senator Russell and myself that in holding hearings today we would 
recess promptly at 12 o’clock so there could be a real quorum present 
on the Senate floor, and it would not take a half an hour for quorum 
calls. They are very anxious to get through with the foreign-aid bill, 
as everyone knows, and they want to start debate if possible by a 
quarter past 12, so I told them we would recess by noon. 

Senator Carpenart. Will we hold any meetings this afternoon? 

The CHarrmMan. No. 

Senator CapeHart. We will meet again in the morning? 

The CuarrMan. Yes. 

Senator CapreHart. Will the same situation exist tomorrow, that 
we are limited to two hours? 

The CuairMan. We could start at 10 o’clock, but I should imagine 
we will do the same thing tomorrow. There is a desire on both 
sides to finish the legislation before the Senate by Friday night. 
Many Senators are going to San Francisco in connection with the 
Japanese peace treaty. 

Senator Caprnart. Is it the intention to hold meetings every day 
this week on this matter? 

The CuHarrMaNn. It is not. It was decided at a previous meeting 
that because of other meetings already scheduled, and for other 
reasons, we would go further into the matter later, starting on the 
10th of September. 

We have before us several bills that will repeal certain sections of the 
act. The Ferguson, Nixon, and Welker amendments, the Capehart- 
Maybank amendment, and the Dirksen amendment. They will be 
inserted in the record at this point. 

(The bills referred to follow:) 


[S. 1928, 82d Cong., Ist s@ss.] 
A BILL To provide for equitable allocation of livestock available for slaughter 
Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the following sentence be added at the end 


2799 
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of section 402 (d) (3) of the Defense Production Act of 1950, as amended: ‘“‘When- 
ever the President finds that such action is necessary to assure realization of fair 
and equitable margins by processors of livestock, and to effectuate administration 
and enforcement of this title, he may, notwithstanding any other provision of this 
Act, provide for distribution of each species of livestock among the processors of 
such species by reasonable measures designed to assure each such processor his 
normal share (based generally on slaughter during the year 1950) of 100 per 
centum of the volume of that species of iivestock available for slaughter for 
civilian consumption. Such measures may include (i) a requirement of registration 
as a condition of engaging in the processing of livestock: Provided, That no person 
shall be denied registration who shows that he was lawfully engaged in the 
proeessing of livestock on the effective date of this sentence or that his proposed 
processing will effectuate the purposes of this title; (ii) a requirement that the 
volume of slaughter by each processor shall not be so great as to prevent other 
processors from obtaining such normal share; or (iii) suspension in whole or in 
part of processing of livestock by any processor who makes false representations 
or otherwise violates this Act.” 


[S. 2048, 82d Cong., 1st sess.] 
A BILL To repeal certain provisions of the Defense Production Act of 1950, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) the last sentence of section 101 of the 
Defense Production Act of 1950, as amended, is hereby repealed. 

(b) Paragraph (4) of subsection (d) of section 402 of such Act, as amended, 
is hereby repealed. 

(c) Subsection (k) of section 402 of such Act, as amended, is hereby repealed. 


{S. 2073, 82d Cong., Ist sess.] 


A BILL To amend the Defense Production Act of 1950, as amended, in order to limit the use of the powers 
relating to credit controls and stabilization of prices and wages. 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 2 of the Defense Production Act of 
1950, as amended, is amended by adding at the end thereof the following new 
sentence: “It is the further intention of the Congress that none of the powers 
contained in this Act with respect to the control of consumer and real-estate 
credit, or with respect to the stabilization of prices and wages, shall be used unless 
and until other indirect means of effectuating such controls and stabilization 
presently provided in other Acts for use by the Secretary of the Treasury and the 
Federal Reserve Buard have been utilized, and then only to the extent necessary 
to implement and supplement such indirect means of control and stabilization.’ ’ 


The CuarrmMan. It is my judgment if we are going to make changes 
in the law, we are going to have to have extensive hearings. I have a 
list of people who are ready to appear, national concerns of magnitude 
desiring to be heard. I will not read them all, but they include the 
American Labor Party, the National Automobile Dealers Association, 
and so forth. 

I want to make it clear, for the benefit of this committee, that 
when we went to conference on the so-called slaughter quota amend- 
ment, the House raised the point of order that we could not touch 
that provision in conference because the Hope amendment and the 
Butler amendment were in essence the same, and if any change was 
going to be made on that, matter by the conference committee, a 
point of order would be made, and therefore there was nothing done 
on that. That being the fact, Senator Capehart and I introduced an 
amendment for hearings. 

There are other amendments by Senators Ferguson, Nixon, and 
Welker, which repeal the Capehart amendment, the Herlong amend- 
ment, and the Butler-Hope amendment. I think that the Butler- 
Hope amendment could be continued in hearings beyond September 
10, if it were the desire of the committee. 
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Senator CareHart. Will the hearings continue after September 10? 

The CHarrMan. Yes; we will recess until September 10. That was 
agreed at the meeting the other day. 

Senator Capenart. The meeting I did not attend. The only hear- 
ings we will have for the present are today and tomorrow, and then 
we will recess until the 10th. 

The CuarrMan. That was the motion made at the previous meet- 
ing. It was unanimous, as I remember it. 

Senator Caprenart. Then we will have no more witnesses until 
after September 10. 

The CHarrMAN. That is right; and tomorrow afternoon we will 
decide how many witnesses we will have—what we are going to do. 

I want to make this statement in behalf of myself, as chairman of 
the conference, and chairman of this committee. 

It is my judgment that if some clarification could be had regarding 
these amendments, rather than the repeal of sections of the law, we 
might be able to get somewhere. With the House in recess until 
the 16th of September, and with the list of witnesses of national 
importance that we are going to have to hear if we are going to repeal 
any section of the law—I will abide by the wishes of the committee, 
but I think some thought ought to be given to whether we can clarify 
these amendments. It was the intention of the conference and of this 
committee not to do anything that would cause inflation. All we 
were trying to do was maintain a reasonable profit margin on a 
pre-Korea basis with the addition of reasonable increased costs. The 
Administrators would like to have that clarified, but I do not know 
what the committee would do. Certainly, 1 would be one who would 
believe we should clarify what should be determined as reasonable or 
unreasonable. 

Before you came in, Senator Moody, I announced that the hearing 
would end promptly at 12 o’clock, because the chairmen of the Senate 
committees have been asked not to hold any meetings after 12 o’clock 
because of the desire of both sides to clear up the foreign aid bill. 

Senator Moopy. I am delighted to bear the chairman say that we 
might take prompt action on clarifying amendments. 

The CuatrMan. I only speak for myself. I do not see how we can 
repeal anything. 

Senator Moopy. If we are only to make two or three changes in 
this law, it is not necessary to call a long list of witnesses. 

The CHarrman. If you are going to start to repeal something, I 
will be frank with you, people have called wishing other sections of 
the act repealed also. 

Senator Moopy. If we clarify some of the amendments, we might 
put them in shape so they will work, whereas if we call a lot of wit- 
nesses it will take up the time between now and the adjournment of 
Congress so we cannot act. 

The Cuarrman. These are all top national organizations, auto- 
mobile, meat, agriculture, and so forth, who will want to be heard. 

Senator Moopy. Did I understand you to say it would not be neces- 
sary to call all these people just to clarify the amendments? 

The CuarrmMan. We will have to determine that tomorrow, when 
we recess until the 10th. If we are going to repeal any amendment, 
I think as chairman, and I believe other members will agree, we 
should hear the people who will be affected. 
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Senator Dirksen. This committee does not operate on a one-way- 
street basis. If the President is going to ask for modifications, every- 
one who has an interest should have the opportunity to be heard. 

The CHarirMAN. The President asked for modifications, and bills 
were introduced by Mr. Ferguson, Mr. Nixon, and Mr. Welker, and 
Senator Dirksen introduced one yesterday. 

I am not going to pass upon the Ferguson, Nixon, and Welker 
amendment without hearing from people over the country. 

Senator Dirksen. I understand these are open hearings, and 
anybody who wants to be heard, whether it takes until snow flies, 
has a right to be heard on the matter. 

Senator CaprHart. Mr. Chairman, as the ranking Republican 
member I feel I can speak for those on our side that we will be very 
happy to sit here night and day for the next 10 days listening to any 
and every witness who wants to be heard. 

Senator Bricker. What do you mean “happy’’? 

Senator Capenart. Well, we will not be happy, but we will be 
willing to sit here. We will do anything that you want to do, that 
you as the chairman want to do, with respect to hearings. 

The CHarrmMan. Well, Senator, you and I have always thought 
alike on hearings, that the public should be heard. That is what we 
are here for. 

I do not know how the committee feels as to Mr. Wilson. Shall we 
let Mr. Wilson finish his statement before we question him. 

Senator Ropertson. Mr. Chairman, may I make an observation? 

The Cuarrman. Certainly. 

Senator Rosertson. I am sure the distinguished representatives of 
the Government realize the log jam that faces us if we are to finish 
before the Ist of October, and they also realize how highly contro- 
versial some of these issues are. Those who participated in the job 
of reconciling the differences between the House and Senate faced a 
very difficult task when we were forced to stay in session all day long 
and all night long to meet a given deadline. I can well appreciate the 
criticism that has been leveled at us that at 3 o’clock in the morning 
our brains were not working as well as they were at 3 o’clock the pre- 
vious afternoon. 

If there are those who sincerely believe, as I know Mr. Wilson and 
Mr. DiSalle do, that the so-called Capehart amendment includes an 
opportunity for the producer, under the heavy penalty of excess 
profits, to engage in prestige advertising that I may say is far in 
excess of the average advertising he did during his ‘base period, I 
want to point out that there is one weakness in this amendment that 
could be inflationary. There might be some reasonable chance for 
congressional action on details of that kind, and I would be less than 
frank if I did not tell you that there is no chance, in my opinion, of the 
Congress between now and October 1, October 10, or whenever we 
wind up, making all the changes in this act that were covered by 
the Presidential message. 

Facing this matter from a very practical and realistic standpoint, I 
would like to see the witnesses center their attention to the Capehart 
amendment to point out to us whether they object to increased labor 
costs being considered, increased material costs being considered, and 
if they think it is fair to let a producer show those costs if the ceiling 
has been fixed that ignores those increases, then indicate to us what in 
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this amendment would permit the inclusion of costs that are not neces- 
sary to returning a reasonable profit to the producer 

The CuarrMan. Gentlemen, are there any other observations? 

Senator Briexer. Mr. Chairman, I had not intended to make any, 
but since it has been suggested we would all be happy to sit here today 
and tonight and listen to testimony, I do want to make an observation. 

There was not a member of the conference committee who did not 
know exactly what was in this bill when it passed, both the House 
Members and Senate Members. We worked hard, we worked long; 
I deny the allegation of the Senator from Virginia that we did not 
know as much at 5 o’clock in the morning as we did at 3, because we 
had worked on it day in and day out. 

Senator Rospertson. I said our minds were not as vigorous at 3 in 
the morning as they were at 3 in the afternoon. 

Senator Bricker. The conversation was just as loud. 

I want to say, honestly, without any word of criticism of Mr. 
Wilson, Mr. DiSalle, Mr. Johnston, or anybody else that I think the 
country would be better off if you would go back downtown and 
administer this law instead of being up here constantly, before you 
have a try at it, besieging Congress to amend and change it. The 
President sent a political message down here that Congress did not 
know what it was talking about, that it was a bad bill; I think it was 
a good bill, that you can work under it, and if you would go back 
downtown and start working on it, the country would be a lot better 
off. The chances of getting out of difficulties after they show up 
would be easier handled later than at the present time. 

Senator Ropertson. May I make this comment? 

At 2 o’clock in the morning I was not satisfied with the language of 
the Herlong amendment. I undertook to redraft it, and I thought I 
had improved it. 1 found I had made it worse, and then Mr. DiSalle 
very kindly sent me up a substitute which we adopted in the exact 
language that he sent me, and that was better than the House amend- 
ment. I think it is a very satisfactory amendment, in that the House 
amendment would have permitted each retailer virtually to fix his 
own mark-up. 

We took in that bill the exact language Mr. DiSalle sent me that 
night, and it was certainly better than what I tried to do at 2 o’clock 
in the morning. 

Senator Dovetas. Mr. Chairman. 

The CHatrRMAN. Senator Douglas? 

Senator Dovctas. I thought we came here to listen to the wit- 
nesses, not to make observations ourselves. I had not intended to 
make any observations, but since my brethren have expressed them- 
selves, perhaps Mr. Wilson will excuse me if I delay his appearance 
for a minute or two. 

I was not privileged to be a member of the conference committee, 
and so I do not know the details of the discussion that took place 
within that body, but I do believe that it is quite within the province 
of the President, and of the Director of the Office of Defense Mobili- 
zation, if he is given a law which he thinks cannot be administered 
to appear before this body and ask for changes. As to whether we 
should make the changes which he suggests, that is another question, 
but certainly he is within his rights, and I think he is merely conform- 
ing to his duty when he appears before us, so I am sure that we would 
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greet both Mr. Wilson and Mr. DiSalle not as hostile enemies trying 
to force something on us which we will resist, but as friends trying 
to work out a common problem. 

Senator Moopy. Mr. Chairman, I would like to ask Mr. Wilson 
and Mr. DiSalle to note whether the law is workable or-not; if it is 
not, why not, and exactly where. I think it is ridiculous for us to 
say because Congress passed a law that we are all infallible. There 
may be things in the law that cannot be enforced, and if that is so, 
I think we owe it to the country, as a matter of preventing inflation, 
to hear from the men who have to enforce the law as to whether it 





can be enforced. 


The Cuartrman. Without objection, I will place in the record the 
list of witnesses who have indicated a desire to be heard. 


(The list referred to follows:) 


American Labor Party, New York, N. Y. 

American Meat Institute 

National Automobile Dealers Associa- 
tion 

National Retail Dry Goods Association 

National Wool Growers Association 

National Independent Meat Packers 
Association 

American Cattlemen’s Association 

Texas and Southwestern Cattle Raisers’ 
Association 

Richmond Meat & Provision Co. 

National Live Stock Exchange, Chicago 

Prime Packing Co., Milwaukee, Wis. 

Western States Meat Packers Associa- 
tion 

Capitol Packing Co., Denver, Colo. 

Colorado-Nebraska Lamb Feeders Asso- 


Corn Belt Livestock Feeders Associa- 
tion, Chicago 

National Fisheries Institute 

National Renderers Association 

Association of Food Distributors 

Cheese Importers Association of America 

National Grain Trade Council 

American Retail Federation 

National Farmers Union 

a Harris Packing Co., Crawfordsville, 
nd. 

Mr. Ike W. Duffey, Indiana Livestock 
Association 

National Association of Manufacturers 

National Livestock Auction Association, 
Grand Island, Nebr. 

Nebraska Stock Growers Association, 
Hyannis, Nebr. 





ciation 


The Cuairman. I am going to ask the committee if they will be 
kind enough to let Mr. Wilson finish his statement before they question 
hin. 

Without objection, Mr. Wilson, you may go ahead, sir. 


STATEMENT OF CHARLES E. WILSON, DIRECTOR, OFFICE OF 
DEFENSE MOBILIZATION 


Mr. Witson. Mr. Chairman and members of the committee, I 
appreciate this opportunity to appear before your committee in 
support of the President’s recommendations for immediate revision 
of title IV of the Defense Production Act, as it has been amended. 
These proposals were recommended to the President by Mr. Johnston, 
Mr. DiSalle, and myself. In addition, the National Advisory Board 
on Mobilization Policy, composed of leaders from industry, labor, 
agriculture and the public, unanimously recommended to the Presi- 
dent that these changes should be made. This unanimity of opinion 
is based upon the inflationary pressures which presently exist and 
which will continue to mount as more and more of our national 
production is devoted to defense. 

The unanimous report of August 15, 1951, of the Joint Committee 
on the Economic Report is further indication that there is substantial 
agreement that the danger of inflation is not over and that a real 














‘ 
i 
4 
3 
; 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2805 


possibility of run-away inflation lies ahead. The joint committee 
reported that: 

The important facts are that there can be no let-up in the necessary strengthen- 
ing of our defenses against aggression, that the Government has been operating 
at a budget deficit since April, and that prices are today threatening to resume 
their upward trend. The committee believes that the avoidance of inflation is 
essential to the long-run strength of this Nation; to the preservation of the free- 
enterprise system and the liberties which it permits. 

The committee believes that fundamental inflationary pressures will continue 
to mount in the months to come as the presently scheduled defense effort diverts 
larger portions of national production from civilian use. 

The main thrust of our mobilization program is production. We 
must have in hand the hard goods necessary to make us strong. And, 
we must have the productive facilities to maintain and, if necessary, 
increase that strength. 

The success of our production program is largely dependent upon 
effective stabilization. Failure to maintain a stable economy would 
deaden the initiative and ingenuity upon which production depends. 
Inflation would stimulate the production of nonessential goods. It 
would increase the cost of the defense program. The value of the 
dollar would be impaired and the incentive for hard work removed. 

Both production and stabilization are vital to the national security 
and to the preservation of the free-enterprise system. Without both 
of them, we would have no defense and our way of life would be 
destroyed. 

Our stabilization effort has held down inflationary pressures and 
has enabled our production program to move forward. There have 
been some slippages in production but these should not keep us from 
recognizing the substantial progress which has been made. We are 
so used to dealing i in millions and billions that it is sometimes necessary 
to visualize what is really meant when we say that deliveries of 
supplies, equipment, and facilities to the Armed Forces are running 
at the rate of about 1.5 billion a month or about. three times more 
than a year ago. These figures represent millions of individual items, 
produced by thousands of plants and millions of workers all over the 
country. 

In addition to these increases in military deliveries, our productive 
capacity is expanding. Additional steel and aluminum facilities, and 
other plants which will contribute to our industrial might, are being 
built. The construction of plants in the steel expansion program is 
already about one-third completed. Although the effects of this 
expansion have not yet been entirely felt, some of these new facilities 
are now contributing to the 7 million ton increase op an annual basis 
in steel production. 

In order for us to meet our present production goals and, if possible, 
raise our sights, we must have a strong stabilization program. In- 
dustry could not achieve maximum production if their material costs 
and labor costs were not stable. Under such conditions contracts 
would be broken, manufacturers would become speculators, and work 
stoppages would increase. 

The sharp price increases which came after Korea were checked 
by the imposition of general controls in January and since then the 
stabilization program has been reasonably succ essful. We have had 
to give some price increases, as in the case of machine tools, to assure 
full production of essential items. And, of course, we have made 
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adjustments which were necessary to permit fair and equitable pricing. 
However, many prices have dropped or been reduced. 

In 1950 our security programs accounted for 8 percent of our 
national production. By the end of this year 15 percent will be 
taken for defense and by the end of 1952 approximately 20 percent. 
In some items, 50 percent or more of our production is for defense. 
It is clear that, as more and more materials and labor are channeled 
into defense production and into the construction of new plants for 
increased power, raw materials and military end items, new and 
serious problems of shortages, allocations, conservation and stabiliza- 
tion will arise. 

The steadily increasing military programs and the _ industrial 
expansion program are exerting pressure on prices which will continue 
and will increase. Economy at all levels of Government—as well as 
increased Federal taxes—are necessary. Direct controls on prices 
and wages are also necessary. And, they must be strong and effective. 
We are foresighted in building our military strength now, instead of 


waiting and taking a chance that no attack will be made on this. 


country. We should exercise the same foresight and have the 
strongest and most effective stabilization program now—instead of 
waiting until further injury to our economic system has taken place. 

Arbitrary rules and formulas are difficult to apply in our complex 
and intricate economic system, and any formula which results in 
prices higher than the “fair and equitable” prices required by the 
original act is necessarily inflationary. In my opinion, we must do 
our best to hold the existing price and wage line. To do this we need 
the strongest and most effective law you can give us. 

I shall not attempt to discuss the details of the provisions which 
are under consideration today. Mr. Johnston and Mr. DiSalle, who 
are administering these provisions, will discuss them in detail. 

In concluding, | would like to emphasize again, and as strongly as 
I can, my agreement with the Joint Committee on the Economic 
Report, when it said: 

* %* * the avoidance of inflation is essential to the long-run strength of this 
Nation; to the preservation of the free-enterprise system and the liberties which 
it permits. 

The CHatrmMan. Now, Mr. Wilson, I only want to say that this 
committee is in thorough agreement with that statement, because if 
we had not been, we would not have passed the control law. 

One thing I would like to ask is this: Mr. Johnston and Mr. DiSalle 
called me up and said the President was going to-send down a mes- 
sage, as I recall, and ask that they appear before the committee. I 
said we certainly would be delighted to have them, so we had a 
meeting that afternoon. Mr. Johnston told us at that time about 
this report. We know all about the joint economic report, and we 
are in accord with the statement that nobody wants inflation, but you 
have in addition a National Advisory Board on Mobilization Policy 
composed of the leaders of industry, agriculture, labor and the public. 
Mr. Johnston told us the names of those gentlemen. 

I want to ask you this: Could you make that report available to 
this committee, or is it classified ? 

Mr. Wiison. No, it is not classified. 

The CuarrMan. If the committee would read that report before 
our meeting tomorrow, it would be helpful. ‘Have you several copies 
of it? 
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Mr. Witson. That is a report of an advisory committee to the 
President. 

The Cuarrman. Mr. Johnston told us about that. 

Mr. Wrison. I will undertake to ask the President, as soon as I 
get back—I imagine he would be happy to make it available to you. 

The CHairman. If it is not agreeable to the President —— 

Mr. Witson. I shall try to get it up to you this afternoon. 

The Cuarrman. If the members of the committee could read it. 
Mr. Johnston told us who represented each group. It will not be 
necessary that you put that in the record if we can get the report 
itself. 

Senator Doueuias. May I ask if the representatives of the public 
voted in favor of this recommendation? 

Mr. Witson. Yes, sir. 

Senator Dovetas. All of the representatives of the public? 

Mr. Witson. I think the recommendation was that it was a unani- 
mous report. That is my recollection. 

Senator Doucias. Who are the industry members? 

Mr. Witson. I will give you the full list. I do not want to rely on 
my Memory. 

The CHarrMan. It would be good to have it in the record. 

Mr. Wixtson. Do you want me to put it in? 

The CHarrMAN. Without objection, Mr. Wilson will put the names 
of the members of the board in the record, and the groups that they 
represent. 

Senator Dirksen. I would like to hear them read right now. 

Senator Dovueuas. I would like to hear it. 

Mr. Wiison. Shail I read them? 

The CHatRMAN. Yes. 

Mr. Witson. The make-up of the National Advisory Board on 
Mobilization Policy is as follows: 

For Agriculture, David W. Brooks, president, National Council of 
Farmers Cooperatives. 

Senator Dovueias. Was Mr. Brooks present at the meeting? 

Mr. Wiison. You are straining my memory too much, now. My 
recollection is that he was there, but I can tell you just who was 
present. I think we had almost a full board there that day, but I 
will give you the names of those who were at that particular meeting. 
I think it was almost a full group present, that is my recollection. 

Mr. James G. Patton, president, National Farmers Educational and 
Cooperative Union, headquarters Denver, Colo. 

From industry, Marion B. Folsom, chairman, board of trustees, 
Committee for Economic Development. 

Senator Douglas. Was Mr. Folsom there? 

Mr. Wiuson. Yes; he was there that day. 

Senator Dovetas. That is a fine representation as an industrialist. 

Mr. Witson. I think you are right. 

Mr. D. A. Hulsey, president, United States Chamber of Commerce, 
Washington, D. C. 

Senator Dovetas. Was Mr. Hulsey there? 

Mr. Witson. I cannot remember. Frankly I do not remember. 

Mr. DiSauue. He was not there. 

The Cuarrman. We have a list of the people who were there that 
Mr. Johnston gave us, which might save time. Members of the 
advisory boards who were not present are Marion Folsom of the 
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Eastman-Kodak Co., and Richard Hulsey, president of the United 
States Chamber of Commerce, representing business, and Paul Porter 
representing the public. 

Senator Doveias. Who were the other industry representatives? 

Mr. Witson. Well, apparently there are only those—wait a minute, 
Claude A. Putnam was there, of the National Association of Man- 
ufacturers. 

Senator Dovuatas. He was there, and did he vote in favor of this? 

Mr. Witson. I believe it is stated as a unanimous report. 

Senator Dovaetas. I had never known that the National Associa- 
tion of Manufacturers was in favor of excessive regulation over prices, 
and yet here you have a representative of the National Association 
of Manufacturers approving this report. 

Senator Moopy. That is a very encouraging sign. 

Senator Dirksen. I do not know that that follows. I would not 
want to see the record stand that way without hearing from Mr. 
Putnam about it. 

Mr. Witson. I think we should get the record. 

Senator ScHorpPeL. Why do we not put in the record all the mem- 
bers of the committee, and then show the members actually present? 

The CHarrMAN. Without objection the list of members may be 
placed in the record. 

(The information referred to will be found on p. 2828.) 

The Cuarrman. I do not think the committee can comment on a 
report before they have read it. We have not seen it; the President 
has the report. The report may say something contrary to what we 
think. 

Senator Dovatas. Is it your understanding that the committee 
recommended that quotas on meat slaughtering be imposed, and 
that the so-called Capehart amendment be repealed, and the Herlong 
amendment be repealed? Was that the nature of their recom- 
mendation? 

Mr. Wuson. I think in substance that was the unanimous report, 
Senator. 

Senator Dovatas. Including the representative of the National 
Association of Manufacturers? 

Mr. Witson. That is my recollection, and that will be determined 
when you get the minutes of that meeting before you, but I think that 
is correct, sir. 

The CuarrMan. I think in justice to everybody who was at the 
meeting, if it is agreeable, of course, to the President of the United 
States, that the committee ought to really see the report. There 
might be a whole lot more in the report. 

Senator Moopy. I believe Congress should act on this legislation 
before it adjourns. 


Mr. Witson. It was not a resolution that was rushed through.. 


There was very considerable consideration of it. 

The CuarrMan. I would like to see the report. 

Are there any questions? 

Senator Bricker. You are quite sure it was unanimous? 

Mr. Witson. I am quite sure, as finally compiled, it is unanimous. 
That will be determined by the minutes of the meeting, but I am 
quite sure that is so. 
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Senator Capenart. Mr. Wilson, did this committee recommend 
to the President in his message to the Congress that he misrepresent 
the legislation that this Congress passed? 

Senator Dovetas. I would regard that as a question begging 
answer which the witness should not be required to answer. Of 
course, they did not recommend 

The CHAIRMAN. Senator Capehart has asked a question. Mr. 
Wilson, do you want to answer the question? 

Mr. Witson. | am sure that the committee did not ask the Presi- 
dent to misrepresent anything, Senator, knowingly. 

Senator Caprnart. The President says that this amendment, 
meaning the Capehart amendment, permits individual sellers to pass 
on to consumers all cost increases in the 13 months since Korea, 
whether or not there is any justification for the higher prices. 

Now, did the committee—had the committee read the legislation 
that this Congress passed? 

Mr. Wiuson. Yes, I think they had, Senator. They had all read it. 

Senator CapEHart. And did they realize that the so-called Cape- 
hart amendment permitted roll-backs as well as roll-forwards? 

Mr. Witson. I think they did, Senator, yes. I think they under- 
stood that. 

Senator Capenart. Then your answer is that they did not direct 
the President, in his message to the Congress, to misrepresent the 
legislation 

Mr. Witson. They did not recommend to him I am sure, to mis- 
represent it 

Senator Capenart. Did the committee advise the President that 
the Capehart amendment was an economic boobytrap? 

Mr. Witson. I do not think they used that term, Senator. 

Senator Dovetas. Was the purport the same, though, even though 
the precise language was not employed? 

Mr. Witson. Well, now, I do not want to put words—— 

Senator Moopy. Did the committee think it was obvious? 

The Cuarrman. Senator Capehart. 

Senator Caprnart. Did the committee advise the President to 
say this, that since the new law, through the Capehart amendment, 
assures price increases at the producer level, the consumer has been 
caught between the hammer of the Capehart increases and the anvil 
of the Herlong increases? Did the committee advise the President 
to say that? 

Mr. Witson. To use those terms, I think they suggested no terms. 

Senator Carpenart. My point is that there might well be a differ- 
ence of opinion as to whether this is good or bad legislation. My 
point is did this committee that you are talking about here advise the 
President of the United States in his message to the Congress to 
deliberately and intentionally misrepresent the legislation passed by 
this Congress? 

Mr. Witson. I am sure the committee had no intention of ask- 
ing—— 

Senator CaprHart. Do you know who wrote the President’s 
message? 

Mr. Witson. No, I do not, Senator. 
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Senator Capenart. Did you understand the so-called Capehart 
amendment to be both a price roll-back as well as a roll-forward? 

Mr. Wiison. Yes, sir. 

Senator CapeHart. You understood that? 

Mr. Witson. Oh, yes, I understood it. 

Senator CaprnHart. Had you read the report that Mr. Spence, the 
chairman of the House Banking and Currency Committee, issued, in 
which he stated the purpose of the Capehart amendment was to 
permit you and the President to roll back the prices of the gougers, 
but to permit the fair and equitable seller to increase his cost? Did 
you understand that? 

Mr. Witson. I knew that was the intention, yes. 

Senator Capenart. Of the legislation? 

Mr. Wison. But | questioned, and still question, the ability to do 
it, Senator. 

Senator CAPEHART. I am not arguing about that at all. 

The CHarrmMan. Let me make the record clear about Congressman 
Spence: There was a conference report which had to be filed in the 
House, and naturally as chairman of the House committee he signed 
the report; whether or not Congressman Spence agreed to all the 
things, I do not know. I know most of us on this side did not agree 
to all the things, because it was compromise legislation. 

Senator CaPpEHART. Let me read what the conference report stated, 
and this language was written, if I am correct, by the able Senator 
from Virginia, Mr. Robertson: 

This roll-back amendment would permit the administration to roll back the 
price of all gougers to a fair and reasonable level but will protect the fair and 
reasonable profit of those who have merely added to their prewar prices the 
necessary and unavoidable costs of doing business which they have since incurred. 

Now, vou understood that, did you not? 

Mr. Wiison. That is right, sir. I understood that that was your 
intent; ves, sir. 

Senator CApEnART. Do you think the members of this committee 
understood that that was the intention of the amendment? 

Mr. Wixson. I do not know. I will not answer that question for 
the members of the committee. 

Senator Doveias. Mr. Chairman, I think that we ail have good 
intentions, but—-— 

The CuarrMan. When Senator Capehart gets through, Senator-——— 

Senator Caprnartr. The next question is that it is your opinion 
that the amendment, while it intended to do that, and while the 
intentions of the conferees were right, your position is that it is an 
unworkable amendment; is that correct? 

Mr. Witson. That is my belief, Senator; yes. 

Senator CaprHart. Now, my next question is do you believe it is 
possible to technically change the wording of the amendment to make 
it workable and do what the conferees desired to do, namely, to 
give you the right to roll back the price of the gougers, and yet protect 
the honest seller? Do you think it is possible to change the language, 
technically, to do that? 

Mr. Witson. I think you would have to change it back, Senator, 
to the broader coverage that the old act had. May I tell you why 
I think that is so? 

Senator Carrnart. I might ask you another question. 
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Mr. Wiuson. I would not know how to change the language, 
myself. 

Senator CarEnart. Let me ask you another question: The thing 
you want to do, is it not, is to have legislation that will permit you to 
roll the price of the gouger back, and at the same time protect the 
honest seller. That is what you want: is it not? 

Mr. Wison. Of course. 

Senator Capenart. That is your principle, what you would like 
to do. 

Mr. Witson. That is right. 

Senator Caprenar?r. And your position is that the language of the 
amendment did not accomplish that. 

Mr. Witson. That is right, it does not accomplish it. 

Senator CapeHart. And you would much prefer to have the Cape- 
hart amendment repealed, and permit the President, through regula- 
tions and rules, to do this rather than any formula that the Congress 
might set up? 

Mr. Witson. No, I would not go that far, Senator. If I may ex- 
plain my position with respect to that language, I think the language 
of that amendment just makes it practically impossible for a Govern- 
ment agency to justly, equitably administer it, as you evidently meant, 
as the administration is trying todo. That is, I just do not think that 
the agency, Mr. DiSalle’s agency could hire accountants enough to 
justly “and fairly administer the thing, because when you are going to 
take it down to individual companies, individual items, and w hen you 
stop to think that some companies, great integrated businesses may 
have, and I know have literally hundreds and hundreds of thousands 
of items on which there would have to be a determination whether they 
would fairly and equitably allocate the overhead to those particular 
items, either by departments or divisions, or sections of the business. 
I just do not think that Mr. DiSalle could administer that justly. 

Senator CapeHart. My next question is how do you propose to roll 
the price of the gougers back and how do you propose to protect the 
honest seller, and how do you propose now to further reduce the cost 
of living? How do you propose to do it? We set up a formula, that 
is the conferees in the C ongress. You and the President say it is not 
good. Now, tell us how vou propose to do it. 

Mr. Witson. Well, I have said this to various members of the 
committee before, sir. I believe that the old act, or the original 
act as it applied to this particular point, prices and wages, was easier 
to administer. 
® Senator Caprnart. If you will vield for a moment, there was 
nothing in the old act specifically about it. It simply gave you the 
right to control prices and wages as long as you set prices that were 
fair and equitable. 

Mr. Witson. That is how we tried to administer it. 

Senator CAPEHART. That is the old act. Now, in other words, 
you want to write the rules and regulations yourself. 

Mr. Witson. Just workable rules and regulations, that is all. I 
just do not think this is workable, Senator. 

Senator Capenart. Is there any difference between the principles 
involved in the so-called Capehart amendment, and your own princi- 
ples in what you have been endeavoring to do? 

Mr. Wrison. Yes, I think there is, Senator. 
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Senator Capruart. In the principles? 
Mr. Witson. Yes, I think it is a principle. If you are going to 
bring it down to an individual company—now, whether you would 
regard that as a principle or not 

Senator CapnHart. I do not regard that as the principle of the 
Capehart amendment. To roll back the prices of the gougers and 
to permit the honest man to increase his prices, that was the principle, 
and I understand that is what you were endeavoring to do under 
your previous regulations. The only difference between the Capehart 
amendment and what you were previously doing was that the Cape- 
hart amendment permits a seller to add more costs than the principle 
that you and Mr. DiSalle wrote. Now, is not that the only difference? 

Mr. Witson. I do not think so, Senator. 

Senator CapgeHart. Is not it a fact 

Mr. Witson. I think you are trying to attain the same principle. 

Senator Capenart. Is not it a fact that under your rules and regula- 
tions you would give the individual seller a right to make an applica- 
tion for an increase in price? 

Mr. Witson. Oh, yes. 

Senator CapreHarr. Is not that all the Capehart amendment does? 

Mr. Witson. But the Capehart amendment, as I understand it, 
Senator, would require that we handle the cases on strictly an indi- 
vidual basis. 

Senator CapEHArRT. Let me explain the Capehart amendment: The 
Capehart amendment permits all price ceilings you have now put in 
effect to remain. They remain in effect, but if any seller under those 
price regulations feels that he should have an increase in price, he 
may make an individual application to you, and the President has the 
right to accept or reject it. He has the right to apply this principle 
to it, namely, the costs that this gentleman is requesting in his applica- 
tion, are they reasonable or are they unreasonable and excessive. If 
the President feels they are, he can disallow them. 

I am perfectly willing to vote to change the technical language of 
any of this bill if it will help you and be better for the country. I 
would change the technical language and we might be able to make 
quick progress, but it seems to me the whole question involved here, 
in order to reconcile this thing, is your position that the Capehart 
amendment permits too many different kinds of cost increases, does 
it not? 

Mr. Witson. That is my belief, Senator; yes. 

Senator CapeHArt. In other words, you would like to limit the 
cost increases for the purpose of increasing prices to materials and 
direct labor only; would you not? 

Mr. Wiison. And I would like to be able to do it on an industry 
basis. 

Senator CaprHart. You can still do it on an industry basis under 
the Capehart amendment? 

Senator Moopy. Oh, no. 

The CuHarrmMan. Senator Capehart, we have only 45 minutes. I 
would suggest that everybody be given 5 minutes so that everybody 
will have a chance. 

Senator CaPpEHART. Wait a minute. 

In fact, you have already issued price ceilings; you have frozen 
every price in the United States. Now, those prices remain under 
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Marcie acaelans 


the Capehart amendment. Nobody can change them except by 
making an individual application to the President setting forth his 
; increased costs, and then the President has the right to say, ‘Well, 
; I think those increased costs which you are asking for are unreasonable 
: and excessive,’ and deny it if he wants to. 
3 It seems to me that we are so close together, Mr. Chairman, on 


what should and should not be done in respect to this matter, that 
: we ought not have any trouble reconciling it. 

y The CuartrMaNn. I agree, Senator. All the Senators here can have 
5 minutes; that will give everybody a chance. We will go right 
through ; and, if anybody wants to yield, they may. 

Senator Robertson, you have 5 minutes. 

Senator Rosertson. Mr. Wilson speaks about the dangers of infla- 
tion that confront us. Senator Aiken told me this week that he 
anticipates before adjournment we will have appropriated 95 billion 
dollars. He hopes and I hope that we will not spend it all in the 
current fiscal year. I do not see how we could. 

i Senator George told me that on enactment of the pending revenue 
4 bill we should have revenue this year of 65 billion dollars. It is ap- 
parent from your statement that the shift from consumer goods in 


‘ the domestic economy to defense will step up from about 10 percent 
{ to about 20 percent, and it may go beyond that. 

' Mr. Witson. I think in 1952, if you are talking about the next 
; year, Senator—I think it will take 15 percent, but in many lines of 
: goods it will take up to 50 percent. 

i Senator Rospertson. Then there is no doubt about the strain put 
: upon our domestic economy? 

: Mr. Witson. No question, sir. 

j Senator Rosertrson. Price control is one check; not an antidote, 
but a check. 

g Mr. Witson. It is only one. 


Senator Rozertson. In the kind of bill you want to administer, 
would you prefer the price-control bill or a profit-control bill? 
Mr. Wixson. I believe that in our present state of affairs, the price 
and wage controls, direct price and wage controls, are desirable. 
Senator Ropertson. You do not want to turn a price-control bill 
' into a profit-control bill, and use the price-control formula to fix in a 
i socialistic manner the profits that people can make? 
{ Mr. Wixson. No. 

Senator Rospertrson. You have no such desire? 

Mr. Witson. No. 

Senator Ropertson. In sending us the message for changes, the 
President said the powers granted in the 1950 act were generally 
sufficient to do the job. Do you agree with that? 

Mr. Witson. Yes; I think they were generally such. 

Senator Ropertson. You indicated that you would support the 
fair and equitable prices of the original act. 

Mr. Witson. That is right. 

Senator Ropertson. Then, would you recognize increased labor 
costs? 

Mr. Witson. We did. 

Senator Ropertson. Would you recognize increased raw-material 
costs? 

Mr. Witson. Yes. 
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Senator Ropertrson. Do you think we were right in the original 


act in saying that the processors of farm products should be allowed 
a reasonable profit? 


Mr. Wixson. Yes. 

Senator Ropertson. Do you think we were right in the original 
act in saying that no price shall be fixed which will work an injustice 
and hardship upon a producer? 

Mr. Witson. Injustice, yes. I believe we have got to make ar- 
rangements for those. 

Senator Ropertson. As the Senator from Indiana has pointed 
out, we tried to frame the legislative intent on the Capehart amend- 
ment. The Senator from Virginia was not in full accord with all the 
provisions because he did not clear ly understand them all, but he tried 
to indicate what he thought we were trying to do, and this is the 
language he used which the committee adopted. This roll-back amend- 
ment will permit the administration to roll back the prices of all 
gougers to a fair and reasonable level, but will protect the fair and 
reasonable profit of those who have merely added to prewar prices the 
necessary and unavoidable costs of doing business which they have 
since incurred. Do you take exception to that language? 

Mr. Witson. No; I think the intent in both cases is the same, but 
I think—— 

Senator Rosertson. That is the very thing that I want to get to. 
That is what we intended to do. So far as the Senator from Virginia 
is concerned, I do not believe any other member of the conference 
intended that we were for unlimited prestige advertising, for instance, 
to be charged up as a necessary and unavoidable cost of doing business 
that must be added to the price. The Senator from Virginia indicated 
that he submitted a substitute for the Herlong amendment, and the 
purpose of that amendment was to prevent individuals from saying, 
‘My mark-up is such-and-such, and I have got tc have that,” in which 
event there could not have been any uniform price in the United 
States on anything. 

As I have said, Mr. DiSalle’s office prepared that, and I assume in 
this general protection of fair and reasonable profits by the inclusion 
of these unavoidable increases we were not providing that poor man- 
agement should come into the equation in fixing prices. 

“Now, if we have failed in that, and you want a price-control law 
and not a profit-control law, and you want fair and equitable prices 
fixed to stimulate production as well as in a democracy treating the 
individual or the corporation in a decent way, we want you to point out 
the defects inherent in the language of the Capehart amendment that 
will prevent you and Mr. DiSalle from carrying out the intent which 
I framed and which the committee adopted as what we were trying 
to get at. 

The CHarrmMan. Senator Bricker? 

Senator Bricker. What costs do you want to disallow that would 
have to be allowed under the Capehart amendment? 

Mr. Witson. As I understand the requirements of the Capehart 
amendment, we would have to keep it down—it is this language, I 
think, that makes it difficult: 

Upon application of a proper showing of his prices (that is, the individual company 


or individual person) and costs by any person subject to a ceiling price, the 
President shall adjust such ceiling price in the manner prescribed, and so on. 
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Now, you see, getting down to talk about the prices, the individual 
prices of literally thousands and thousands of companies, their indi- 
vidual case, what had been done under the original act was to take 
an industry and set a ceiling price. 

Senator Bricker. On the basis of average profit? 

Mr. Witson. Yes; not to make a change in it unless their average 
profits were below the 85 percent. 

Senator Bricker. That premise used the standard of the low-cost 
producer and penalized the high-cost producer. 

Mr. Wiuson. Then we said on top of that, if an individual was 
harmed in that, he could still come in as an individual, and if it was 
an injustice it would be taken care of, but that would not bring in the 
horde of people that I think are bound to come in. 

Senator Bricker. How many have applied already? 

Mr. Witson. Mr. DiSalle, how many have applied already? I 
cannot answer that question. 

Mr. DiSatie. We have not set up a procedure regulation under 
which they may apply. We have had some applications from the 
automobile industry. 

Mr. Witson. But is it not a fact that at a gathering of a good 
cross section of industry within a week or thereabouts you have been 
told that practically all the members of the industries that were 
represented at your ‘meeting were going to apply individually in view 
of the new legislation? 

Mr. DiSatuer. They said they would be entitled to higher ceilings 
under the present act. 

Mr. Witson. They would be entitled to higher ceilings, and pre- 
sumably will come and get them. 

Now, under the old act, setting a ceiling price under an industry, 
and only having to take the individual case of inequity, made for 
much easier administration of the law. 

I might, as a corollary to all that, say that the amount of money 
that Mr. DiSalle had asked for for the operation of his department, 
which certainly did not contemplate his having to screen literally 
hundreds of thousands of individual complaints if and when they 
come in, and I believe they will come in—— 

Senator Bricker. But they have not come in yet? 

Mr. Witson. No; I do not think they are ready yet. I think they 
have a job on their hands. We have to set up a set of rules. 

Senator Bricker. You have required under Order CPR 22 practi- 
cally all the information you would need under an application of this 
kind, under the C apehart amendment? 

Mr. Winson. Only in those individual cases where a claim of 
inequity was made. 

Mr. DiSauue. That is right. 

Mr. Wiison. I do not believe there would have been many. Once 
you have established that ceiling to cover an industry, then | believe 
that the only complaint you would have had and the only demands 
for special treatment would have been a minimum. 

Senator Bricker. Your complaint is not as to the individual, as to 
the terms of the law, but your complaint is it would be harder to 
administer on an individual basis than it would if you could take it 
industry-wide? 

Mr. Witson. I think that is so. 
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Senator Bricker. One more question, because my time is limited. 

The President said in his message to the Congress that this would 
automatically give every manufacturer the right to an increase in his 
prices. That is not true, then; is it? 

Mr. Witson. Well, it just depends on how the manufacturer regards 
this language. 

Senator Bricker. It is according to what his costs are, and whether 
the President considers them to be reasonable or unreasonable. 

Mr. Witson. Again we would have to be the judge in hundreds of 
thousands of cases. 

Senator Bricker. And you do not want to decide those cases. You 
do not want to treat the individual fairly; you want to treat him as a 
segment of an industry. 

Mr. Wixson. I do not think Congress will give us the money to get 
an organization that could ever treat them fairly. 

Senator Bricker. You require under CPR 22 practically all the 
information that vou will need in order to determine the individual 
cases. 

Mr. Witson. Yes, but, Senator, in the way the thing was working 
until this change was made, as I tell you, we would not get very many, 
because we would cover a whole industry, and only have the minimum 
number of complaints about it. 

Senator Bricker. If you enforce the law on an industry-wide 
basis, you are going to drive some people out of business, or else force 
them to lose a lot of money; are you not? 

Mr. Wixson. Well, Senator, I just refer you to the results since 
we began to operate under the old law of January 25, when I think 
the price change was made. We did turn down the price trend which 
up to that time had been almost vertically upward. We have turned 
it down. 

Senator Bricker. I am not questioning that. You could have 
done the same thing under the Capehart amendment, as far as that 
is concerned. 

Mr. Wiison. Could we? I do not know. I doubt it, but maybe 
you could have. 

The CHarRMAN. Your time is up. 

Senator Bricker. There are a lot of things I would like to ask, 
but go ahead. 

The CuatrMAn. Senator Douglas? 

Senator Dovetas. Mr. Wilson, you have said one objection to the 
so-called Capehart amendment is that it would require you to adjust 
prices for each individual firm rather than for the industry as a whole. 

Mr. Witson. That is right. 

Senator Dovetas. And therefore force you into cost examination 
of literally tens of thousands of concerns. 

Mr. Witson. That is my understanding. 

Senator Dovetas. Now, is there not another objection in addition 
to that? It requires you upon application to allocate the overhead 
costs to a variety of individual products? 

Take a packing concern, a meat-packing concern which produces 
an infinite variety of end products. How are you going to allocate 
the overhead for sausage as compared to pork chops, and how would 
you include footballs and pigskins in this? 

Mr. Witson. You want us to allow for the squeal? How much 
overhead for the pig squeal, I do not know. It would be a big job. 
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Senator Dovetas. Would you hot be forced to allocate the total 
overhead to the individual products turned out? 

Mr. Witson. I think you would have a terrible job allocating, and 
especially in large integrated concerns. The allocation of the over- 
head, as I said Seheoe, by sections, and divisions, and departments, 
and all, would be quite a bookkeeping job. Very large concerns 
might be able to do it, because they have got pretty good cost- 
accounting systems, but I think it would impose a tremendous task 
on smaller businesses. 

Senator Dovetas. And yet the Capehart amendment requires you 
to include, under the term costs, both direct labor and also indirect 
labor, production, distribution, transportation and administrative 
costs, which would include the interest charges and depreciation 
charges upon invested capital, would it not? 

Mr. Witson. That is right. 

Senator Dovetas. So that your position is that you not only 
would have an infinite number of cases upon which to pass, but in many 
of these cases you would have an infinite number of products, and the 
determination of what portions of joint costs you would allocate to a 
particular product would be insuperable? 

Mr. Witson. It would be a difficult job, Senator. 

Senator Dovetas. I agree with you. 

Senator Capenart. Will the Senator yield? 

If those.costs that the Senator just described, if those costs—— 

The CHarrMaANn. Just a minute. 

I do not think we can do that. We agreed that everybody should 
have 5 minutes. His 5 minutes are up. 

Senator Ives? 

Senator CapeHart. Gentlemen, I thought we were here to try to 
figure out a way to change this bill. 

The CuarrMan. I understand that, Senator. 

Senator CapeHart. Then I ask unanimous consent to ask this 
question. 

Senator Dovetas. I will be very glad to yield. 

Senator Caprenart. I think it is pertinent, and I think we ought 
to discuss it. If their costs, if all the costs called for in the Capehart 
amendment, have actually gone up, if their transportation cost, if 
their indirect costs, if these other costs have actually gone up, and 
you disallow them in their ceiling price, that means then that industry 
must absorb them, and that industry might well, many of them, 
individually, might well be losing a lot of money, or selling at a price 
that showed them no profit, or showed them a loss. 

Now, how are you going to give relief to that sort of situation? 

Mr. Witson. Senator, I think to come back to the scheme under 
which we were working, if the Senator will pardon me for finishing 
what I started to say, the prices were coming down. In June and 
July, the national price trend was downward, not at a very steep rate, 
I hasten to say, but they were down, and in spite of that, the 6 months’ 
report of industry generally were exceedingly good, for which I am 
naturally delighted, that in spite of the downward curve, industry’s 
profits were good, and therefore their tax payments were good. 

Senator Bricker. If they were not, you would not have any money 
to run the Government. 

Mr. Winson. You are right, I was delighted to see it, and I think 
it is all right. 
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Now, that was accomplished under the system that Mr. DiSalle 
had put in that took an industry view of it. It did not require a 
change unless they had gotten down below 85 percent of a certain 
3 years, and so on, and the number of alleged injustices under that, 
and inequities, I think Mr. DiSalle was able to handle, is that correct? 

Mr. DrSatue. Yes. 

Mr. Witson. In other words, the system I think was reasonably 
equitable, and we were able to operate it, and administer it. What I 
am afraid of here, if you have got to break it down, and they are going 
to come in, they can just snowball this thing in, they can give us 
requests on literally hundreds of thousands of prices. We could never 
administer it, Senator, we could not do it. 

Senator Caprnart. You say you cannot administer it, but suppose 
there are hundreds of thousands of businesses that cannot a 
these increases in costs, and they start losing money, and they start 
going bankrupt, then what are you going to do? 

The CuarrMan. Senator Ives wants to be heard. 

Senator Ives. I wonder if we can get back on the track? I am 
going to be brief in my questions, but I think they are pertinent. 

I take it, Mr. Wilson, you believe the Capehart amendment to be 
unworkable, unenforceable? 

Mr. Witson. I believe it is, Senator. 

Senator Ives. And as a result of it, this whole price and wage 
control, that is the price control at least, is going to break down, if it 
has not already broken down; is that correct? 

Mr. Wutson. I think we will be swamped with requests, and I do 
not think we will be able to administer the job. 

Senator Ives. Let me ask a question in that connection. 

I think you will recall, will you not, Mr. Wilson, that the Capehart 
amendment was an outgrowth of the so-called Millikin-Humphrey 
amendment? The Millikin amendment was offered on the floor of 
the Senate, if you will recall, by Senator Millikin after the Senate 
had turned down by overwhelming votes any possibility of roll-backs 
prior to last January, and those votes, I think three or four of them, 
showed a majority of anywhere from two-and-a-half to three to one. 
The Senate spoke in unmistakable terms. 

Then the Millikin amendment came into existence, and through a 
modifying amendment by Senator Humphrey, which I understand 
came from somebody in your office, either Mr. DiSalle or Mr. Johnston, 
that amendment was modified, and was adopted by a voice vote, as I 
recall, and with that amendment in it the bill was finally passed, in 
spite of objections and further efforts to try to eliminate the whole 
business and permit roll-backs prior to January. 

That got into conference. A question arose as to whether the 
Millikin-Humphrey amendment could be enforced, whether that was 
clear, whether that was ambiguous, what it was, and in all fairness 
to those espousing the Capehart amendment I want to say that it 
was the effort of those people who drafted it, that small committee, 
to try to make understandable, to try to make clear in effect what 
had been in the Millikin-Humphrey amendment. 

Now, you say it is not. 

The Cuarrman. And the Herlong amendment. The House held 
out for the Herlong amendment. 
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Senator Ives. That is right; we were stuck either way; we had to 
give way either one way or the other. 

Now, that being the situation, it occurs to me, the Senate having 
spoken in such unmistakable terms, never mind what some of us 
individually think about it, that it behooves you people who are the 
administrators of that act to work out an amendment, to replace the 
Capehart amendment, which you believe is workable. Do you think 
you can do so? I am sure Senator Capehart would be the first to ac- 
cept it, from what he has already said here this morning. I am sure 
the Senate would accept it. 

Senator Roprertson. Would you yield for a question? 

Senator Ives. I cannot, because of the amount of time. I would 
like to get the answer to that question, it is quite important. 

Mr. Wiuson. Yes; 1 think we could work out an amendment which 
would overcome these difficulties, but I do not know whether it 
would be acceptable to the Senate. 

Senator Ives. We cannot tell if it is acceptable until we get the 
amendment. 

Mr. Chairman, I suggest that the committee ask Mr. Wilson to 
work out such amendment. 

The CuarrMan. Is there objection? 

The Chair has no objection. 

Senator Benton. I thought Mr. Wilson stated he wants the law 
of last vear. 

The CHarrMAN. Senator Ives made a motion, is there objection 
to the Senator’s request? 

Senator Benron. We have the answer. 

The CuarrMan. Is there objection? 

Senator Benton. I object, Mr. Chairman. 

The CHairMaNn. All right; as many as favor Senator Ives’ request 
raise their hands. 

Senator Ivus. That is not a motion, and I do not want it to be 
considered a motion. I am trying to get this thing straightened out. 

Senator Moopy. May I ask a question? 

Senator Ives. The members will remember when we were in com- 
mittee meeting I was opposed to anything preventing roll-backs. I 
think we are faced with a situation in the Senate, not only in the 
committee but in the Senate and in the House, and we have got to 
take these things into consideration whether we like it or whether we 
do not. 

Senator Moopy. Mr. Chairman, may.I ask a question? 

The CHarrMan. Senator Benton? 

Senator Benron. Has not Mr. Wilson already answered the ques- 
tion? 

Have you not already answered the question Senator Ives has just 
addressed to you—that you want the language of last year’s bill? 

Mr. Wiison. That would be far better, and I presume what we 
would come up with, from anything I know of now, would be quite 
similar to that. 

Senator Bunton. May I say as an aside, I have never seen the 
Senator more right in his judgment of the Congress and what it is 
going to do, and his fear of it, than Senator Robertson was when he 
urged upon us months back that we ride ahead with last year’s bill 
instead of moving in and trying to fix it up. 
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Senator Moopy. I second that judgment. 

Senator Brenton. If this bill is unworkable and unenforceable, do 
you not think this phrase, ‘‘an economic booby trap” is merely a vivid, 
colorful way to state that? 

Mr. Witson. Well, it is vivid all right, and I guess it certainly 
indicates what the President intended it to mean: that it is an 
economic booby trap in his judgment. 

I am not goiig to approve or disapprove of language of the President 
of the United States. 

Senator Benton. I have been trying to get an exact quotation from 
the President’s statement. It was said it would automatically give 
every manufacturer the right to increase his prices. Do you not agree 
it does give every manufacturer the right to come in with his lawyers 
and accountants and claim, “I want the increase in prices,” and 
that is the thing that makes it administratively impossible? 

Mr. Witson. That is right. They come in in great numbers. 

Senator Benton. In New Britain I know of a small firm of a thou- 
sand employees that makes’ 40,000 items, and think they have the 
right to put in 40,000 applications. 

Mr. Witson. That is right. 

Senator Benton. Is that not, on the face of it, manifestly impossible 
to administer? 

Mr. Witson. I think it is. 

Senator Benton. You may recall on the floor [ called this amend- 
ment a paradise for lawyers and accountants. Would you agree with 
that phrase? 

Mr. Witson. I am afraid that is the way it would turn out. 

Senator Benton. Last night Senator Bricker and I attended a 
dinner in honor of General Wood, of Chicago, and he commented on 
the great ingenuity of American manufacturers, and the tendency to 
overlook their ingenuity on the part of our administrators in Washing- 
ton. Do you not believe that that factor of ingenuity would have 
come into operation in the way you would have administered the old 
bill, and given the manufacturers the reasonable breaks they are en- 
titled to in time of crisis? 

Mr. Witson. I think that ingenuity does go to work in many, many 
ways, and, I think, for the benefit of the American people. For ex- 
ample, on account of the increase in prices of certain scarce materials, 
running up the cost to certain manufacturers, they brought to bear 
great ingenuity, and they made substitutions, and they still were able 
to make the items profitably,.and so on, and that will go on. 

Senator Benton. I have one final question, and I would like to 
have you take the rest of my 5 minutes 

The CHatrMan. There is only 1 minute left. 

Senator Benron. The indication of Senator Capehart’s question- 
ing about the committee is the same thing, of course, with which you 
were charged by our many mutual friends in the business community: 
that the committee had become duped; that they do not know what 
they are doing; that you have become a dupe and a captive of the 
men who work for you and have merely become a funnel through 
whom these unsound ideas are presented to the Congress. 

Now, I would like the consent, Mr. Chairman, as part of the hear- 
ings, to insert in the record Mr. Wilson’s remarkable article in the 
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New York Times magazine section of last Sunday and let him com- 
ment on this question, if he will. 


The CuarrMan. Now, he has only 1 minute to comment in answer 
to your question. 


Senator Benton. I want to know——— 


The CHarrMan. Without objection, the article by Mr. Wilson will 
be made a part of the record. 


(The article referred to follows:) 


“T Hare Controits, Bur WE Nesp Trem Now’’ 


THE DIRECTOR OF DEFENSE MOBILIZATION ARGUES THAT OUR HUGE TASK 
REQUIRES A REGULATED ECONOMY 


(By Charles E. Wilson)! 


‘‘What has happened to Charlie Wilson?” 

I understand this question is being asked in some quarters in Washington and 
elsewhere. It arises from the fact that I urged Congress to reenact a strong 
anti-inflation measure, including the power to regulate prices and wages. This 
position, they say, is contrary to my known hatred of controls—a hatred I have 
often expressed in normal times. 

Let me make it clear right at the start that I still hate controls. 
opposed to controls by the Government in normal times. 

But these are not normal times. 

Last December, when the President declared the existence of a national emer- 
gency, he asked me to take over the job of Director of Defense Mobilization. I 
believed, and still believe, that our country is in very great danger. I took the 
job because I thought it was my duty to do so and certainly not to gratify any 
personal ambition. Nor did I take it to foist any undue regimentation on this 
country that the country didn’t need or want. When I came into office I felt 
that the only way to do the job was to carry out whatever, in my opinion, the 
welfare of the Nation as a whole dictated, regardless of whom it might pinch 
here or there. 

All my life I have believed in the doctrine of free enterprise, and that means 
I am opposed to a controlled economy. But the principles of a free economy 
are for times of peace. Who will dare say we are now at peace, whatever be 
the outcome of the truce discussions in Korea? Can anyone divine whether or 
when the puppeteers of communism will decide to pull the strings on their minions 
and send them surging against the free world? Can we afford to go on living 
under a placid business-as-usual philosophy with a gun pointed at our heads? 
These are times of great peril to our country and this chilling realization is brought 
home to me every day in my present job. 

It is that realization that has made this fellow Wilson a procontrols man— 
only so long as the present emergency exists. No mysterious alchemy has altered 
my way of thinking. It is simply this: 

First, instead of being a representative of any one industry, or of big business 
generally, I am now, as Defense Mobilization Director, a representative of all 
the people—not serving merely one segment or a few segments of the Nation, 
but all of them. 

Second, from my vantage point, I have access to full and authentic information 
and get a fuller view of our situation. This brings with it the realization that 
extraordinary measures are needed to cope with the situation 
price, wage, materials, and credit controls. 

We are spending $50 billion or more a year for 3 years in our rearmament 
program. We estimate military production will cut into the gross national 
product by about 20 percent. In the cases of some materials, we will use as 
much as 50 percent or more of our production for defense. It is obvious to me, 
a lifelong production man, that somebody has got to control the allocation of 
these materials; priorities must be established; a plam must be administered. 
This is being done—by the National Production Authority. This is one ferm of 
Government control of industry. I don’t like it, but I know it is absolutely 
necessary in the present circumstances. 


I am still 


measures such as 
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Military power depends to a great extent upon the ability of this Nation to 

produce more and better machines than our potential enemies. And this military 
oroduction is closely linked with our basic economy in all its interrelated segments. 
here can be no divorcement between our military strength and our economic 

strength. The constant thought in my mind, then, since I am charged with the 
responsibility for building America’s might, is that our economic structure not be 
undermined while we are building our Armed Forces. What would it profit us 
to build a mighty military establishment only to have the civilian economy 
collapse beneath the weight of its armor? 

Normally, our lush economy remains more or less in balance because of the 
natural law of supply and demand. But that natural law is disrupted when we 
produce guns and tanks and planes instead of autos and refrigerators and washing 
machines. So, when consumer goods begin to get scarce and people with money 
in their pockets start bidding up the prices of what goods are available, the situa- 
tion has in it the seeds of runaway inflation. This inflation could wreck the family 
budget, destroy the value of the dollar, and bankrupt the Nation. 

I saw what happened before price and wage controls were invoked. The cost 
of living had been rising steadily and we did not yet have large-scale military 
production. Since we actually put to work the price-and-wage-ceiling provisions 
of the Defense Production Act last January 25, the trend of prices has been 
slightly downward. Iam sure in my own mind that those controls played a large 
part in preventing prices from soaring out of sight. Recently, when it appeared 
that Congress, perhaps allowing itself to be lulled by the apparent approach of 
peace in Korea, or perhaps lending a sympathetic ear to powerful and selfish in- 
terests, might scuttle the controls program. I could see disaster ahead. I went 
to bat for the program which I see as our only salvation. And in so doing I be- 
came a renegade to the controls haters. 

What nonsense. 

I have been asked many times recently how I can have been so outspoken 
against controls in 1946 and so vehemently for them in 1951. The point is: 
I haven’t changed, conditions have. 

If the same conditions obtained today that obtained in 1946 I would still be 
heartily against price controls. I simply do not believe in price or wage controls 
in the kind of economy that existed in 1946. In other words, there was no shooting 
going on then. But when our security is threatened as it iS today; when we are 
expending some $50 billion a year for defense material production, as we are 
today, with all the difficulties attendant upon that program, then I believe that 
a nation must use price and wage and credit controls to guarantee against run- 
away inflation. In my opinion, there is a wide gap between the eras of 1946 and 
1951. 

In 1946 our military production was sharply tapering off, and we were going 
all out for an increase in civilian production to fill the tremendous backlog of 
demand for homes, automobiles, refrigerators, radios, and the like that had de- 
veloped during the war. Today the situation is exactly the opposite. We are 
sharply tapering off civilian production in order to devote these materials to 
military production. We cannot do so unless we have controls with which to 
channel our production in the right directions. 

Just take a look at the following figures to illustrate the difference between 
i946 and 1951. The left-hand column is the gross national product—almost the 
same as national income—in billions of dollars. The middle column is the amount 
devoted to defense, in billions of dollars. (All dollars are at the average 1950 
value.) The right-hand column is the percentage of defense expenditures in rela- 
tion to gross national product. 

The figures are given by quarters. Notice how in each quarter of 1946 the 
amount and percentage of the defense expenditures sharply decline—and also how 
in 1951 they sharply mount. 

{In billions of dollars] 
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Not long ago somebody said to me: “I hear some of your best friends in big 
business won’t talk to you; they don’t know what’s got into you. What do you 
tell them when you meet them?” 

And my answer was this: “I hadn’t noticed any snubs, but if any of these 
friends should ask me, I will simply tell them they’d better examine the situation 
today and compare it with the situation when I, too, was against controls—say, 
1946. AndI believe they, too, would come to the conclusion that we need these 
controls today.” 

I must dispute, also, the idea that all businessmen are against me on this matter 
of controls. I know there are many who agree with me and many more would 
agree if they had the benefit of viewing the situation from my vantage point, 
where they could see all sides of the matter. Businessmen, as a class, are not 
economically blind. Many of them are aware that it is better to adopt a controls 
system now and maintain the stability of our economy during this abnormal 
period of rushing to rearm, than to leave everything to chance, invite inflation, 
and send the dollar tumbling in value. I am also aware that some individuals 
from other walks of life as well as from business, and organized groups of individ- 
uals, are not so clear-headed on this subject. And I know to what lengths they 
have gone in their opposition. But more on that later. 

I will be supremely happy to see controls lifted once the need for them is gone, 
Also, we will not wait until the time comes to lift controls completely, but will 
relax them gradually the moment conditions permit. I am as aware as anyone 
of the dangers inherent in interminable government regulation of commerce. 
But I am utterly confident that the controls will be lifted as soon as we are sure 
those artificial safeguards are no longer needed. 

If I felt that the opposition to a reasonable program of price and wage controls 
welled from a genuine fear that it was svmptomatie of the birth stirrings of 
totalitarian dictatorship, I could be more sympathetic to that opposition. Even 
then I would feel compelled to ask whether these opponents are so dedicated to 
a tradition of laissez faire that they would sacrifice the Nation on its altar. For 
want of a bit of temporary restraint in our pricing system, governmentally de- 
creed and enforced, they would invite the disaster of having the entire economic 
structure collapse. This is sheer folly—a form of cutting off the nose to spite 
the face. 

Some oppose controls because they are against anything the administration is 
for. They express: amazement that I, a Republican, could go along with the 
administration on this matter. I sit in wonderment at such politieal partisan- 
ship that would sacrifice the country because of dislike for the administration. 

The most unpleasant aspect of the fight against the controls program has to do 
with greed and selfishness and high pressure by powerful groups. Lobbies of all 
kinds have been at work either to kill controls completely or else to wring the 
law to their own particular advantage. They don’t object to controls—for the 
other fellow. None will accept graciously the thought of sacrificing any part of 
his own substance for the common welfare. An awareness of all this grasping for 
advantage out of emergeney-born opportunity helped me to an even firmer con- 
viction that my stand on controls was a proper one. 

Price controls would not deny to these groups their fair and reasonable profits. 
In fact, the pricing systems are worked out with the advice and assistance of 
representatives of various producing groups so as to give them a fair return for 
their investment or labor. The shameful picture was one of pressure groups not 
accepting a fair slice out of the Nation's pocketbook but insisting upon inordinate 
profit. 

Such callous indifference to the welfare of the Nation and concern only for the 
pocketbook are particularly revolting when ormnngee with sacrifices that have 
been made elsewhere in human life and limb. The Government takes young men 
from their schools and homes, subjects them to military discipline, and sends 
them to far away places, sometimes to be killed or maimed. These young men 
have no recourse, no lobbies in Congress to forestall their sacrifice. 

Yet powerful interests fight the Government because they want only outsized 
profits. Lives can be sacrificed, dollars never. 

I have also been asked why I, a strong advocate of ever more and better produc- 
tion, have not come out for more production as the answer to inflation. The 
argument is that if we produce more to meet the rising demand, the supplies will 
suffice to meet the requirements, and tuere would be no pressure on prices. 

That argument holds water in normal times, but it’s a sieve in abnormal times. 
We simply do not have enough materials to permit all-out production of durable 
civilian goods at the same time that we are striving to produce tanks, planes, and 
guns in sufficient numbers to deter Russia from an attack. 
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I have, however, supported additional production of basic materials such as 
steel, copper, and aluminum, as well as many other materials, as one means of 
meeting defense needs without too great a drain on the civilian economy. We are 
already beginning to achieve noteworthy increases in such production. 

But this is a far cry from supporting all-out production of durable civilian 
goods such as automobiles, refrigerators, TV sets, and the like. Increased pro- 
duction in such lines is not the answer simply because it’s impossible. 

Perhaps all the above may give some answer to the question, ‘‘What has hap- 
pened to Charlie Wilson?” In essence, the answer is that nothing has happened 
to Wilson. He’s still at the old stand, hating controls, and determined to get 
rid of them the moment the safety of the country permits. 

The CuarrMAN. Do you care to answer that, sir? 

Mr. Witson. No, I am not a captive, do not intend to be, and if 
there is any tendency to make me one, I will be scarce in Washington. 

The CuarrMan. Senator Schoeppel? 

Senator ScuorprgeL. Mr. Wilson, I want to say at the outset I 
am not interested in this byplay about who did what, and a lot of 
political claptrap. I am interested in your views to see if we can 
get from you how you can make this thing work. 

Now, you would prefer to put it on a straight industry basis, would 

you not? 
: Mr. Witson. Yes, sir, and only make individual cases where there 
is an inequity, or a particular hardship case. 

Senator ScHoEPPEL. You would not preclude an opportunity on 
the part of any business—you have got a lot of aa businesses of 
which you are not one— 

Mr. Witson. I am not a part of any business—big, little, or medium. 

Senator Scnorpre.. I am glad to hear you say that, because we 
have a lot of small businesses here now that might not be able to fit 
into your over-all industry pattern. I am interested in small, in- 
dependent, nonintegrated businesses. You have a lot of big businesses 
in this country that flocked in by the score and got big, fast-moving 
lightning-like, speedy tax amortizations, did they not? Right or 
wrong, they got them, did they not? 

Mr. Wixson. They got it in small business, medium and big, but 
big business got plenty, that is right. 

Senator ScHoEpPEL. Now, when we put it on the basis of big busi- 
ness getting a lot of those, do you not concede that there are a lot of 
small businesses that then should not be held to the rigid pattern of 
industry approach, that may have individualized cases where we: 
should not preclude them from coming in and getting relief? 

Mr. Wuson. I agree with that a hundred percent. 

Senator ScuorprEL. That is the thing we want to be sure we main- 
tain. 

Mr. Witson. A hundred percent. 

Senator ScHorprEL. As I get it now, the intent of the so-called 
Capehart amendment, and those men who labored hard and long— 
and they were honest men, the same as you folks trying to administer 
this law—they wanted to be sure that all businesses that were pro- 
ducing goods, employing people, buying commodities, fitting into the 
defense effort, were attempting to get their picture presented fairly 
and honestly, and you do not want them to have an unconscionable 
profit. 

Mr. Witson. No, sir. 
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Senator ScHorpret. But you want these businesses to reflect 
actually what their honest costs are, do you not? 

Mr. Wiuson. Yes, sir. 

Senator ScporpreL. Do you not think out of this whole picture, 
by way of administering it under rules and regulations, and under 
certain phrases of this law, we can accomplish that without too 
drastic a change in going beyond the intent of Congress which was 
pretty overwhelmingly manifested, and might get us into a long 
drawn-out legislative row? 

Mr. Witson. I think the way it is worded, Senator, it is apt to 
create an administrative mess that will not accomplish what you are 
trying to accomplish. ‘That is my sincere belief, sir. 

‘Senator ScHorpre.. Under the present price ceilings, we used, the 
way I view it, average costs in our initial approach, did we not? 

Mr. Wiuson. Yes, we took average price, or base price. 

Senator ScnHorrreL. Now, if we use that average base price, then 
as these prices or costs fluctuate, transportation, additional labor 
costs, and all of those, they will have to be reflected from time to 
time. 

Now, is it your intention, then, that you keep up fairly equitably 
and expeditiously with those reflected changes? 

Mr. Witson. What we said, if their profits got down below 85 
percent, below the three base years, then they would be entitled to 
have those higher costs reflected in new prices which we would have to 
consider, new price levels we would have to consider for them, and 
in the case of small businesses, or medium businesses, regardless of 
what the over-all results were for the industry generally, if they had 
gone into some hardship situations we would consider their case 
especially. 

Senator ScHorpret. My time is limited. I will relinquish the 
remainder of it to Senator Dirksen. 

The CHarrMan. Senator Moody is next, and then Senator Dirksen. 

Senator Moopy. Mr. Wilson, you have testified this morning that 
in your opinion the present law is not workable; is that correct? 

Mr. Wuson. That is right. 

Senator Moony. Do you feel it must be changed if you are going to 
effectively check inflation? 

Mr. Witson. Yes. 

Senator Moopy. Well, do you feel, then, that when Congress 
goes home in October, or whenever it goes home, it will be gone for a 
couple of months, and then when it comes back it would have to start 
this thing all over again? Do you feel Congress should act before it 
goes home? 

Mr. Witson. I would hope they would. I believe that prices 
generally, or substantially will really add to the inflationary spiral. 

Senator Moopy. Do you feel it will have serious effect on the 
economy of the Nation if Congress goes home without taking action 
to correct this law? 

Mr. Witson. I think it will have a seriously bad effect. 

Senator Moopy. I would like to bring out one point. The way 
the present law is written, is it not true that it makes it compulsory 
on the Price Administrator to allow an increased ceiling merely on a 
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showing of cost? The President must do that merely on a showing of 
cost. 

Mr. Witson. That is the implication, I believe. 

Senator Moopy. I believe that is virtually the wording of it. 
Therefore, when, as Senator Douglas has pointed out, you are faced 
with the problem of dealing with each individual business of an indus- 
try, which will be tens of thousands of companies, and all of those tens 
of thousands of companies if they chose to make an individual show- 
ing on many hundreds of items which they make, that at that point 
the task of examining and finding out what was a reasonable cost, and 
so forth—there has been a great point made of that here—would 
become impossible; is that your point? 

Mr. Wiison. I believe it would be. 

Senator Moopy. I was glad to hear the Senator from Indiana say 
he would be glad to have the language of the law changed, and I hope 
the Congress will make that change before it adjourns. 

{ will vield the balance of my time. 

The CHarrRMAN. Senator Dirksen. 

Senator Dirksen. If peace has been restored to the Potomac, Mr. 
Wilson, I would like to venture into a new field for a moment. 

The original wage order of the mobilization agency called for a 
stabilized wage as of January 15, 1950, with a 10-percent limit over 
that. That is substantially correct. 

Mr. Witson. That is substantially correct, but that has been 
changed, as you know. . 

Senator Dirksen. I wanted to lead up to that. 

Mr. Wiison. Excuse me, Senator. 

Senator Dirxsan. Now, then, by action of your agency, or ESA, 
your own ceiling has been pierced on occasions. 

Mr. Wiuson. Yes, sir. 

Senator Dirksen. In some cases, that has been industry-wide, as 
in the case of packing house workers, maritime workers, some railroad 
workers. 

Mr. Witson. That is right, sir. 

Senator Dirksen. And then I assume there have been some individ- 
ual cases where there has been a piercing of that wage scale for a 
single industry. 

Mr. Wiison. That is right. 

Senator Dirksen. Now, then, it is fair to assume that these appli- 
cations for wage adjustments come to you from time to time. 

Mr. Witson. That is right. 

Senator Dirksen. How many cases are presently pending before 
the Wage Stabilization Board? 

Mr. Wiuson. I could not answer the exact number, but they do not 
come in by the thousands. 

Senator Dirksen. I have heard it said there are at least 5,000 
adjustment cases now pending before the Wage Stabilization Board. 

{s that correct or incorrect? 

Mr. Witson. I do not know. I could not answer to the number. 

Senator Dirksen. More or less, do you know? 

Mr. Wixson. That is in Mr. Taylor’s department. 

Senator Dirksen. Have there been additions to those cases? 

Mr. Wixson. I could not answer. 
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Senator Dirksen. What is the policy about allowing those wage 
increases, generally? 

Mr. Witson. The policy is that if, in an individual case, there are 
reasons, underlying reasons, that really present a good case of i inequity 
and hardship that they w ill have consideration, and may be granted. 

Senator Dirksen. On August 3, ESA did issue an order permitting 
by voluntary negotiation these so-called escalator cost-of- living in- 
creases. 

Mr. Witson. Phat is right. 

Senator Dirksen. In other words, every worker under the juris- 
diction of your agency today who is part of a group that voluntarily 
negotiates ‘for a wage increase to attend cost of living can make out 
a case. 

Mr. Wiison. That is right. 

Senator Dirksen. And if they make out a case they can get an 
increase. 

Mr. Witson. That is right. 

Senator Dirksen. Is it fair to assume there will be quite a lot of 
increases by voluntary negotiation under the escalation clause? 

Mr. Wiuson. I think there will be many, many industries who will 
get the cost-of-living increase, beyond question. 

Senator DirKsEN. Now, Mr. Johnston said, and I agree with his 
premise, that wage increases will be reflected in price increases. 

Mr. Wizson. That is right. 

Senator Dirksen. That would be correct. 

Mr. Witson. That is right. 

Senator Dirksen. Under the August 3 order for authority to 
negotiate voluntary increases, a principle incidentally that I think you 
endorsed when escalation was approved many months ago, long 
before the Capehart amendment, you will get wage increases, and as a 
result you will get price increases if you are going to recognize cost of 
production and the cost of labor in production. 

Mr. Witson. That is right. 

Senator Dirksen. Now, if that is true, what in your judgment 
will be the effect upon the parity formula that relates to the prices of 
agricultural commodities? 

Mr. Witson. I think the 2 percent that we have recently granted 
to reflect the increased cost of living will have its effect on parity. I 
think it will have its effect on the demands that are made by industry 
which will naturally want to include it, in costs and in prices, and I 
think we are going right back to the same old game of the dog chasing 
his tail and never catching up with it. 

Senator Dirksen. Mr. Wilson, as a firm observation, is it not 
true now that you have built, really, an automatic inflation engine 
over which you are not going to have any control, because escalation 
kicks up wages, prices go up, when prices go up that applies to one- 
hundred-and-forty-six-odd commodities that are in the parity index 
formula, that means that living costs go up, the boys will be back for 
a wage increase, and you have built an automatic inflation engine, 
and you cannot even stop it if we gave you a hundred thousand 
people to enforce it? 

Mr. Witson. No, you cannot stop it, but you can slow it up. That 
is all you can hope to do. 
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The Cuarrman. I want to make one statement. I have not used 
my 5 minutes. 

It is 12 o’clock, and since I made the announcement this morning 
I talked with Senator McFarland, and he said he would not object 
to this committee asking to hold a hearing this afternoon since Mr. 
DiSalle has been here all morning. We have room F-39 in the Capitol. 
The meeting will recess until 3 o’clock in room F-39 in the Capitol. 

Senator Rosertson. I want to make a motion that this committee 
request Mr. Wilson and Mr. DiSalle to submit to us an amendment 
which in their opinion will carry out the intent that the conferees 
expressed when they agreed to the Capehart amendment. I make 
that because I am convinced that you have no chance in the world 
to get the outright repeal of the Capehart amendment. I think you 
might as well forget about the Herlong amendment, which expressed 
the intent of the 1950 act. We would hear testimony on the repeal 
of the quotas. I think that is a minor part in the control of the beef 
program, but if it would convince the committee that it is worth 
reimposing, we will consider that. 

The main issue before us, the effective one, is can we amend, not 
ens but can we amend the Capehart amendment to make it work- 
able. 

_ The Cnarrman. That is what I suggested to Mr. Wilson this morr- 
ing. 

Is there objection to the motion? 

The Chair ak none. 

Mr. Wilson, at your convenience, if you will do that. If you could 
send that amendment over, if it is agreeable with the President, be- 
fore we meet at.3 o’clock. I set 3 o’clock so we might have time to 
go over it. 

Mr. Witson. I will do that, Senator. 

The CuarrmMan. Would you be kind enough to let Mr. Parsons know 
if the amendment is going to be sent, and if it is we will let the members 
of the committee read it before we meet at 3 o’clock. 

(The amendment referred to will be found on p. 2942.) 

The CHarrman. The meeting will stand in recess. 

(Whereupon, at 12 o’clock, noon, the committee recessed until 
3 p. m., to meet in room F~39, Capitol.) 


AFTERNOON SESSION 





The CHatrMan. The meeting will come to order. 
I will ask the clerk to read for the benefit of the newspapers and 
others a memorandum that was sent to me. 

Mr. Parsons (reading): 


In accordance with your request, the Board has reviewed and discussed the 
provisions of the Defense Production Act amendments of 1951 with particular 
reference to its price-control features. 

The Board is of the opinion that a number of the provisions of this law can be 
expected to have the effect of increasing the general level of prices and compli- 
cating enforcement and administration of price control. 

In particular, we are concerned about three provisions: 

1. The so-called Capehart amendment permitting individual sellers to obtain 
price increases based on a cost-plus formula, including overhead costs. 

2. The so-called Herlong amendment requiring that distributors’ price ceilings 
be set at such a level as to preserve percentage margins. 
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3. The so-called Butler-Hope amendment which repeals the authority to 
establish slaughtering quotas. 

As regards the Capehart amendment, its provisions are so complex that we are 
unable at this time to appraise its effects exactly. However, it seems that it will 
result in a general increase of price ceilings for large sectors of the economy. The 
principle of this amendment, to permit individual sellers to arbitrarily pass on 
to the purchaser all cost increases in the 13 months since Korea, blocks the 
efforts of the Government to get pricing which will be both fair and equitable to 
the producer and reasonable for the consumer. Equally serious are the compli- 
cations which this amendment introduces in price-control administration and 
enforcement. Among other things, an enormous burden of individual price 
adjustments may be thrown on the stabilization agencies, made particularly com- 
plex by the need for cost information which most businesses are not normally 
able to supply. At the same time, the requirements of the amendment will 
greatly hamper, if not preclude the important work of simplifying price regula- 
tions and establishing uniform dollars and cents ceiling prices, in appropriate 
cases. 

As for the Herlong amendment, it will, in many cases, require wholesale and 
retail price increases higher than the amount necessary to cover any increases in 
distributors’ costs. In addition, it runs against the practice of many trades 
which do not customarily operate on percentage mark-ups. We fear that the 
result will be an unnecessary pyramiding of retail prices and will leave stabiliza- 
tion officials powerless to make adjustments where desirable. 

As for the Butler-Hope amendment, we feel that some provision for slaughtering. 
quotas is essential to the maintenance of meat price ceilings at reasonable levels 
and to their effective enforcement. Without provision for quotas, legitimate 
business is likely to be severely penalized and black marketeering may be en- 
couraged. 

It is the consensus of this Board at its meeting today, that the Congress should 
be asked to act at once on such amendments to this law as are necessary to prevent 
the serious consequences which we believe will result from these provisions. 

We have noted with concern the recent action by the House of Representatives 
in sharply reducing the appropriations requested for the stabilization agencies. 
We feel strongly that if economic stabilization is to be effective, it must be backed 
up by adequate funds as well as sound legislation. 


Signed by the National Advisory Board on Mobilization Policy. 
The CHarrmMan. Read their names. 
Mr. Parsons (reading): 


The following were present at the Board on the meeting on policy where the 
attached recommendations were unanimously approved: 


Charles E. Wilson, Director, Office James G*? Patton 


of Mobilization Claude A. Putnam 
Davis W. Brooks Walter P. Reuther 
William H. Davis Samuel Abbott Smith 
George H. Meade Robert B. Taylor 
George Meany John Lord O’ Brian 


Herschel D. Newsom 


The CuarrMan. I appreciate Mr. Wilson asking the President 
to send this information to the committee. As to the attack on the 
Capehart amendment, that has been perfectly clarified from the 
Senator’s point of view, I hope. With a subcommittee of six ap- 
pointed, Senator Robertson wrote the language, I made the motion, 
and that is what we did in good faith. 

Senator Moopy. Who wrote the amendment does not make so 
much difference. 

Mr. Wilson this morning, and the representatives of business, 
agriculture, labor, and the public all feel that this is a dangerous 
proposition, and I do not think Congress should adjourn until we do 
something about that. I am delighted to know you have put into 
motion the idea we may do something about it. 
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The CuarrmMan. I cannot say what we have to do. I can only 
speak for myself. 

The amendment was agreed to in conference. 

Senator ScHorpPe.. I am glad that that specific thing was brought 
up, because it seems to me that it should be crystal clear as the 
chairman has so vividly pointed out here that that amendment that 
was in there was a committee amendment, and that ought to settle 
once and for all this bantering around that it should fall on this side. 
I know that the Senator from Indiana, Mr. Capehart, can handle 
himself. 

The CuartrMAn. I only want to be fair; and I will try to be fair. 
The amendment was written by a subcommittee appointed by me 
on the recommendation of somebody, Senator Robertson, Senator 
Capehart, Congressman Wolcott, and so on. I just want to make it 
crystal clear if any fault lies with anybody, the same fault lies with 
me, and I am as willing to correct the fault that lies with me as is 
the Senator from Indiana, or Michigan. 

Senator Moony. That is clear, we all agree on that. The point we 
ought to consider is whether or not we should not do something about 
that law. 

The CuHatrman. I asked Mr. Wilson, and we agreed before We re- 
cessed at 12 o’clock, that they would send up a memorandum or 
amendment by which we could clarify the situation. 

As far as repealing the control law, if you repeal some portion 
others will want another, another, and another, to my way of 
thinking. 

Senator Moopy. But this should be clarified. 

The CHarrMANn. That has got to go through the House and the 
Senate. After all, we are only the representatives of the Senate, 
and the House is not even in session. 

Senator Moopy. It should be clarified to carry out the intention 
of the committee. 

The Cuarrman. I thoroughly agree on that. We do not want to 
do anything to create inflation. That is the worst thing you can have. 

Mr. DiSalle, how long will your statement take, sir? 

Mr. DiSatxe. It will not take too long. 

The Cuarrman. Would you like to be questioned in between, or 
get through with it and let everybody question you then? 

Mr. DiSauie. I would prefer, Mr. Chairman, to complete the 
statement, because many questions that might be asked may be 
answered in the statement. 

The CuarrMan. Very well. You may make your statement, and 
then we will allow each Senator to question you for 10 minutes. 

Senator CaprHart. We will do our best not to interrupt. 

The CHarrMan. There will be no questions asked. 

Will those who agree that no questions should be asked please 
signify by raising their hands? 

Senator Moopy. I agree. 

The CrarrMan. It is unfair to the people in the lower echelon, 
if I might say so, with my appreciation of them, to take the time. 
Everybody ought to have 10 minutes, and then start back again. 

Senator Caprnart. I disagree with that very, very much, because 
there may be things that are said as he goes along that would be more 
pertinent, more helpful to the committee to take up at that time. 
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If you permit him to read ‘this entire statement, by the time he gets 
through here, an hour and a half from now, something he said at the 
beginning has completely slipped the memory—— 

The CuarrMan. The people—— 

Senator Capenarr. My point is I do not think we ought to sit 
here for an hour and a half and listen, and then try to go back and 
ask questions on something that happened an hour and a half ago. 

The Cuarrman. If you start interrupting, we will never get through. 

Senator Roprrrson. I agree, Mr. Chairman. 

The CHarRMAN. I-want to be fair. 

Senator Rosertson. One of the toughest committees in the whole 
Congress is the Ways and Means Committee of the House, 25 mem- 
bers, and everybody would have questions to ask, everybody wanted 
to talk. We had an inflexible rule that if the witness wanted to 
present his statement, we permitted him to doit. Then the chairman 
rotated by seniority from right to left, and if anybody yielded, he 
lost the floor. 

Senator Capenart. Then, Mr. Chairman, I move that we dismiss 
the witness for 15 minutes until each member of the committee can 
have a chance to read the statement and digest it, and then call Mr. 
DiSalle back for questions on his own statement. 

Senator Scnorpre.. Mr. Chairman, speaking to that motion, the 
point I wanted to make was this: Here is a statement that we have 
seen for the first time, at least the first time the Senator from Kansas 
has had the opportunity to look at it. This is the first time I have 
had an opportunity even to see this statement. It is 33 pages long, 
and it will have to be read sometime, and the witness is here to read 
it. There is one thing, I think, in the interest of fariness that ought 
to be accorded the committee, namely, that Mr. DiSalle be requested, 
if he can appear before the committee at some later date, to answer 
questions with reference to this statement. 1 do not know what is in 
this statement. There may be some questions—I know I have some 
questions I want to ask, but just a casual reading of it is not going to 
be quite fair, I think, to me or to the witness, either. 

The CuarrMan. | did not suggest that, Senator. I suggested since 
Mr. DiSalle said he would like to read it, I imagine he could read it 
within a reasonable time. I must say that is one trouble with the 
OPS, the orders are too long. 

T suggested merely this, that we question him for 10 minutes each, 
from right to left, and the ‘n come back again. I understand we are 
going to be here unti! 11 o’clock tonight in the Senate, and I am per- 
fectly willing to sit here until 11 o’clock if the witness does not wear 
out. 

Senator CaPpEHART. It is 35 pages, Mr. Chairman, and if Mr. DiSalle 
reads it it would take—TI would say the best he could do would be one 
straight hour. 

Now, I have no objec tion to the procedure you have outlined other 
than the fact that if, in the opinion of any individual Senator as he 
goes along, the witness makes any statements that could better be 
handled at that time and discussed at that time, we ought to have 
the right to ask questions at that particular time. 

The CuarrMan. Let us get this straight. 

We will go from right to left to ask questions. 
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Senator Rosertson. I think the witness should have summarized 
the 35 pages in less than an hour, but if he wants to present it this 
way, I do not think he has such an illuminating grasp of the situation 
that he can present to us something I never heard of before, I do not 
imagine he can. I may not agree with all he says. I think we are 
reasonably familiar with everything he discusses here, and I think I 
can ask all the questions I want to ask when he has finished, and as 
he goes along I can mark the pages here. 

Senator Capenart. I can ask one question right now: if we give 
you what you want, will you guarantee to reduce prices and hold 
them? If you will, then I would say we ought to give you what you 
want, if you will guarantee to reduce prices and hold them. 

Mr. DiSatue. I would like to make my statement, Mr. Chairman. 

Senator Bricker. Before we ask questions 

The CuHarrMan. If you want to recess, that is all right. 

Senator BrickER. Vinee no objection to proceeding any way you 
desire, but let me call to your attention that we passed a rule in this 
committee that presentations should be given to the committee in 
writing so that we would have a chance to go over them before the 
witness 7 eared. The worst offender against that rule is the Govern- 
ment itself, and this department is the worst in the Government. 

Now, it is unfair to the committee, and if that rule had any purpose, 
if we believed in it, it should be complied with. 

The CHairmMan. The Senator is correct. We passed that rule for 
the OPS hearings, but there was no motion that it be continued 
when it was decided to hold hearings Thursday and Friday. There was 
no suggestion made to comply with that. If it is the desire of the 
Senators to recess for 15 minutes to give them an opportunity to read 
the statement, the chairman will entertain such a motion. On any 
detailed legislation, you can understand this, we are going to hold 
further hearings. 

Senator Bricker. The Reorganization Act requires it. I do not 
know that it is in the committee’s province. We are violating the 
law when we do not do it. 

Senator Ropertson. Mr. Chairman, I can understand how Senator 
Capehart feels about having a 35-page statement, criticizing every- 
thing he stood for on this bill, given to the press with no chance to 
challenge anything, so I will recall my objection, and ask that as we 
go along if he thinks it is sticking him too deep in the back, we can 
stop there and he can make his comment. 

The CuHarrMan. Without objection, it will go from right to left. 

Senator Carenart. I want the right to ask a question at any time 
I want to, and I want you to give the same right to any other Senator, 
that is all I want. 

Senator Moopy. I wonder if it may not be that Mr. DiSalle has 
written part of his statement for the record, and may be able to 
summarize some of it and not read it all? That may be as he pleases, 
but I think perhaps it might be possible to brief it a little bit. 

Mr. DiSauue. Mr. Chairman, this whole statement was filed with 
the committee this morning, just as soon as it was ready. 

The Cuatrman. I have no criticism of the filing of your statement. 
When we met here the other day, it was a hurried-up meeting because 
of some amendments that had been introduced in the Senate, and some 
amendments that had been pending, and we did not require, as rec- 
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ommended by the Reorganization Act the filing of statements some 
24 hours in advance. It was not filed that way, and I have no criticism 
of you whatsoever in sending it this morning, because you did not 
know until the other day what amendments were going to be intro- 
duced. It was determined in this room last week that any amend- 
ments that were filed up to last night, Wednesday night, would be the 
subject of discussion today, so the adoption of that resolution, I think 
introduced by Senator Douglas, that any amendments that were filed 
by Wednesday night would be the topic of conversation today. 
Naturally in this instance you could not follow the reorganization law. 
I have no criticism whatsoever of your not filing something until you 
were sure. Senator Dirksen, only last evening, filed an amendment 
and I thought a lot more would file them. 

Senator Ropertson. He said he gave this statement to the com- 
mittee this morning. Why did we not get it? 

Senator Moopy. We did get it. We had 3 hours between 12 and 
3 o’clock to read it. I do not see any sense of adjourning for 15 
minutes to read it. 

Senator Rospertson. Who was it given to? I sat there until we 
adjourned, and I did not even know he had filed it. 

Senator Bricker. I just had it handed to me now. 

Senator Moopy. It was in the committee all morning. 

Senator Scoorpre.. The Senator from Kansas did not get it until 
just now, and I think I attended the meeting this morning. 

Senator Moopy. I had one this morning. 

Senator Bricker. Should we go around and find them? Is that 
the committee practice? 

Senator ScuorppeE.. If they go to the committee, they should be at 
— directed to the members of the committee in their respective 
offices. 

Senator Rosertson. Did you have copies for us? 

Mr. Parsons. They were distributed this morning, sir. When they 
are delivered the day of the hearing, we usually do not hand them out 
to the Senators until the witness comes up. We have put them out 
in the past, and by the time the witness comes up in a case like this 
they would have been gone, and you would not have had one this 
afternoon. 

Senator Bricker. What is the purpose of delivering them? 

Senator Moopy. I asked Mr. DiSalle for his statement. He said 
he had given them to the committee. I asked the clerk for a copy, and 
he gave me one at the opening of the hearing this morning. 

Senator Bricker. I think you can trust these statements to the 
ae Senators, if that is what they are given to the committee 
or. 

Senator Ives. Mr. Chairman, it occurs to me whatever the situation 
may be, Mr. DiSalle is not at fault. 

_ The Cuatrman. I never suggested he was, except it is too long; 
like his orders, it is too long. 

Senator Bricker. I hope it is more intelligible than his orders. _ 

The Cuatrman. It is understood that Mr. DiSalle will read his 
statement, and at any time any Senator desires to interrupt him, he 
may do so with the understanding that any other Senator might 
follow the interruption from right to left. Is that agreed to? 

Senator CapeHart. Yes. 

The Cuarrman. Go ahead, Mr. DiSalle. 
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STATEMENT OF MICHAEL V. DiSALLE, DIRECTOR, OFFICE OF 
PRICE STABILIZATION 


Mr. DiSauuie. Mr. Chairman, and members of the committee, I 
want to express my appreciation for being acquitted, or semiacquitted. 
I always enjoy coming over before this committee, some of the most 
pleasant days I have spent in Washington have been spent here 
before the committee. 

Senator Ives. You must have had a rough time here. [Laughter.] 

Senator Bricker. I have seen you when you only had one friend 
in the committee meeting. 

Mr. DiSatue. Well, that is maybe one more than I have today. 

Senator Bricker. I would not go that far. 

Mr. DiSauuie. We, last Thursday, were informed that these hearings 
would be held Thursday and Friday, and were also informed that the 
committee would consider any amendments filed up until Wednesday 
night, and so we worked last night, and some of our girls typed until 
very early this morning in an effort to get this statement prepared 
for the committee. 

We feel that this is an important matter. It is very important to 
us, and we just did not want to gloss over it lightly, or to consider 

The CHarrMaAn. Let me assure you this committee might be face- 
tious and joke sometimes in response to your pleasantries, you and I 
are former mayors, and you and Senator Bricker come from the same 
State, but we are just as serious and just as determined to correct the 
evils or the mistakes we may have made if you will send us the 
thoughts that you have, you and Mr. Wilson. 

Mr. DiSauie. This statement is the result of our experience in the 
past 8 months with the old Defense Production Act, and also our 
experience in the last 30 days since the passage of the new act, and it 
reflects some of the problems that we have run into, and we have 
done it in such a way that we feel it is a complete summary of why 
we feel that three amendments are important. 

I will try to get over the statement just as rapidly as possible, leaving 
out some of the more colorful material, and just sticking to the 
technical explanations. 

Senator Capenartr. That would be very, very helpful. 

Mr. DiSatue. The word “Capehart” did not appear in the whole 
thing. [Laughter.] 

Mr. DiSauuiz. Mr. Chairman, I last formally appeared before this 
committee on May 15 when the committee was considering the 
amendment and extension of the Defense Production Act. 

In the memorandum which I filed with the committee on that day, 
I reviewed the record of the first 4% months of price control. .In that 
short period of time, we had made a real start on a successful program. 
We had passed rather smoothly and rapidly from the first step—a 
general freeze of most prices—and were well along in the interim 
stage of development toward the ultimate goal of workable, effective 
tailored regulations. 

We had weathered the inflationary hurricane that was blowing 
when we first set out. Our actions had brought reassurance to busi- 
nessmen and consumers, who had previously been engaged in a 
panicky flight from the dollar. 
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T wish I could be as well satisfied with the record of the past several 
months. True, we have not been idle. We have issued 14 major 
regulations and 114 amendments and supplementary regulations. 
We have continued to make progress in a number of areas. But in 
the important field covered by our manufacturers’ regulations, we 
have lost precious months of relative calm which could and should 
have been used to get ourselves fully prepared for the pressures ahead. 

Senator CapeHArT. You say in the memorandum which you filed 
with the committee on that day, you reviewed the record of the first 
4% months of price control? 

Mr. DiSauue. That is right. 

Senator Capenartr. You mean from September 8? 

Mr. DiSauxe. The first 44 months of price controls started on 
January 26. 

Sentor CapEHArRT. Oh, they started on January 26? 

Mr. DiSauue. That is right. 

Senator Capenartr. The law was passed on September 8. 

Mr. DiSauyie. The law was passed on September 8, but we go into 
that in some detail. I believe I sent you a memorandum on that 
yesterday. 

Senator Caprenart. This 4% months you are talking about is from 
January 25? 

Mr. DiSatue. That is right. 

When I appeared before you on May 15, our manufacturers’ regula- 
tions were due to become effective on May 28. Within the next few 
days we had received many requests from manufacturers for additional 
time to complete their calculations. In an attempt to judge the ap- 
propriateness of this request we consulted with business controllers 
around the country and with independent accountants who had been 
retained to do this type of work. Various dates were suggested ranging 
from June 15 to July 15 or even later. We concluded that a 1 month’s 
extension would be reasonable. 

In order to make the new prices effective on a Monday we planned 
to make them effective on July 2. 

On June 30, Congress extended the Defense Production Act for 31 
days, with what amounted to a freeze on price regulations during that 
time. Again our manufacturers’ regulations were postponed. 

Then at the end of July Congress again extended the act. With 
respect to manufacturers’ prices, Congress specifically provided that 
roll-back regulations previously issued but not yet effective could 
become effective. But Congress followed this authorization with a 
mechanism that not only put a serious crimp in any roll-backs, but 
in many cases required roll-forwards in price ceilings. 

I shall discuss this particular amendment in detail later. At this 
point I want to speak generally about price-control techniques and. 
goals, and the relation of our manufacturers’ regulations to those 
techniques and goals. 

Our manufacturers’ regulations were never intended as permanent 
regulations. In my May 15 report I said: 

The manufacturers’ regulation, unlike the retail regulations, is not intended to 


be an enduring regulation. It is a general interim regulation which will be replaced 
jn due course by tailored regulations for the particular industries and commodities, 


As an enduring price-control technique, it is for most industries 
not good to have individual prices which each manufacturer computes 
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and applies. Such individually computed prices have numerous 
weaknesses: 

(1) They impose a heavy burden of computation and reporting on 
business; 

(2) Because they are individually computed prices, they are not 
clear or known to buyers and sellers alike. No one except the seller 
can tell whether he is selling in compliance or in violation of regulations 
without elaborate and time-consuming check of the seller’s private 
records; and 

(3) In many industries, uniform prices have always prevailed in the 
past. That is what sellers and buyers want. It makes allocations 
easier for the National Production Authority. It makes compliance 
and enforcement easier. It makes price control easier at other levels 
of processing or distribution. 

Why then did we issue a regulation with these weaknesses? The 
answer is simple and I believe the reasons were generally understood 
by responsible business firms. The general freeze regulation, issued 
at a time when panic inflation gripped our markets, caught some busi- 
nesses and some manufacturers at a severe disadvantage, but caught 
others with prices which were both excessive and unreasonable. The 
manufacturers’ regulation was an interim device that could operate 
promptly and simply to relieve squeezes, roll back excessive prices, 
and restore reasonable order to markets. Meanwhile we could move 
carefully and deliberately at the job of working out fair prices, as 
uniform and clear and enforceable as OPS, with the help of industry, 
could make them. 

The manufacturers’ regulation started with pre-Korean prices— 
which were normal both in their structure and their interrelation- 
ships—and adjusted them for the elements of cost change that could 
be measured directly and with relative ease. It was a feasible step 
only if it were left as a first approximation of a better result which we 
should shortly achieve. 

The enactment of section 402 (d) (4) into the Defense Production 
Act enshrined into permanent legislation this technique of individual 
calculation, which was originally devised merely as an interim step. 
Thereby it denied to OPS the use of the basic long-range techniques 
we were about ready to use. This makes far more difficult the job 
of stabilizing prices, and it imposes on business a burden of paper 
work and a kind of price control that is complicated and unsatisfactory. 
Most businesses tell us that they would much prefer to operate under 
tailored regulations, and, if possible, dollars-and-cents prices. 

In cooperation with our industry advisory committees, we had 
already made considerable progress toward tailored regulations. By 
“tailored regulations’ we mean regulations that cover reasonably 
uniform segments of industry with uniform rules and uniform price 
schedules that fit the business conditions and methods of operation 
of each segment. Instead, we are now faced in the new act with a 
mandate of entirely different nature. We must comply with a new 
standard of pricing—again of the broad adjustment-formula type. 
But the new standard bases ceilings on the highest price level during 
the first half of 1950 with adjustments for changes in all costs. 

The recognition of changes in all costs—rather than material and 
factory labor costs—is meant to be an improvement. And it would 
be an improvement if it were a workable concept, but it is not. 
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Every accounting expert will tell you that for most industries there 
is no definitive and indisputable way of measuring changes in all 
kinds of costs as required by this provision. It might be thought to 
be a matter of simple arithmetic about which no two honest men 
could disagree. But that is not the experience of business. 

In many industries, the task of measuring and allocating all costs 
to each unit of material has baffled businessmen, accountants, and 

; . ; : 

economists. Experience shows that under identical circumstances, 
accountants can come up with widely different cost figures, each 
based on an accepted method, with no one able to say that one is 
right and the other wrong. For example, Long’s Cost Accountants 
Handbook, which I have here, which is highly respected by account- 
ants and industrial controllers, has an extensive discussion of different 
methods of allocating overhead. Pages 1062 and 1063 summarize 
17 different methods of overhead allocation, all of which are in use 
and all of which are in accordance with reasonable principles of 
accounting. 

The discussion of these alternative methods is followed by a quota- 
tion from volume 19 of the National Association of Cost Accountants 
Bulletin. In the article quoted, Halligan points out some wide fluc- 
tuations in unit costs that can result from different methods of 
applying overhead. The industry in question manufactures mechan- 
ical rubber products. He states, and I quote: 

It has been my pleasure to survey cost systems used in one branch of the 
mechanical-goods industry known as the molded-goods group. Among the 40 
manufacturers investigated, I found several different methods of applying over- 
head to the cost of product: 

(1) The poundage basis. 

(2) The prime cost basis; that is, overhead is applied in relation to the combined 
material and direct labor values in each product. 

(3) Total direct labor dollar bsais; that is, the total direct lebor cost of each 
product is used as a basis for applying overhead. 

(4) Departmental direct labor dollar basis; that is, separate overhead rates 
were used for each operation, based on direct labor dollar method. 

(5) The machine-hour method. Some companies follow the plan of applying 
all overhead in the entire plant on a machine-hour rate, depending upon the curing 
time at the press. 

(6) Lastly, what we recommend as the correct method, departmental rates, 
using direct labor dollar method as a basis in all departments except those where 
the direct labor time does not correspond with the machine time. 

I have calculated the total production costs for two products, A and B, using 
each of the methods listed above. 

He then reports that these six different methods of allocating 
overhead resulted in the following costs for 100 units of product A: 
14.57 cents; 23.68 cents; 26.59 cents; 22.37 cents, 21.87 cents, and 26.08 
cents, a range of 82.5 percent from the lowest to the highest. In the 
case of product B, the costs calculated by these six different methods 
were $35.87, $20.48, $17.99, $30.68, $30.49, and $20.93, a range of 
exactly 100 percent from the lowest to the highest. 

Senator Moopy. May I ask whether the law as it stands now would 
require you, in the face of such accounting practices, to place a ceiling 
on a product in accordance with one of those, or else not place any 
ceiling at all? 

Mr. DiSatuie. We would have to provide for accounting methods. 
We have been considering either the possibility of recognizing an 
accounting method now in use in the particular firm or industry, 
or — up a method of calculation of our own in a regulation, but 
we would have to provide some method of recognizing overhead costs. 
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Senator Moopy. Your general judgment is it would be so vastly 
complicated as to make it virtually unworkable, is that right? 

Mr. DrSauue. That is what I am attempting to prove here. 

Senator Capenart. Mr. DiSalle, I do not know why you talk about 
all these things particularly, for the simple reason that the amendment 
in question simply takes a man’s pre-Korean price, and permits the 
addition of any increase in costs. 

The CuarrMan. And the President has the right—— 

Senator CapeHart. My point is that you go into great detail here 
to say that different accountants arrive at different conclusions. Well, 
if I understand correctly what we are trying to do is to say if a man’s 
product cost him, say, $10 on June 24, 1950, and his costs had increased 
to the point where that product now cost him $12 to manufacture, and 
he was selling it at the present time for say $15, making $3 profit— 

Mr. DrSautie. Under the amendment, as we construe it, we are 
required to recognize increases in overhead costs, and the calculation 
and allocation of those costs is what creates the administrative prob- 
lems that we have been wary of. 

Senator Capenarr. | think under the amendment what you were 
required to do is if a man had an article costing $10 on June 24, 1950, 
that the man had the right to add any increase in cost as designated 
by the act. 

Senator Moopy. How are you going to calculate those costs? 

Senator CapeHart. What is so complicated about that? For 
example, his labor has gone up X amount, his transportation has 
gone up X amount, his factory overhead has gone up X amount, his 
administration expense has gone up X amount, and he simply adds 
those to his selling price. He makes no profit on them, he simply 
adds them to his selling price. Why do you have to use any compli- 
cated cost accounting system as you are stating in this memorandum? 

Mr. DiSauuie. How else would you arrive at those additional costs 
unless you calculated them? 

Senator CaprHartr. How would you arrive at it? 

Mr. DiSauuie. That is our problem. As I answered Senator 
Moody, we would either have to accept his cost accounting methods, 
or substitute some calculations of our own, a method of calculation 
of our own, and cost accountants, experts in the field, point out the 
difficulty in arriving at what the actual costs would be, the actual 
increase is in cost. 

Senator CareHart. Well, the point I am trying to make is that 
you are only concerned with increases in costs. 

Mr. DiSauuie. That is right. 

Senator Carpenart. Not the cost accounting system of the indi- 
vidual. You are only concerned in increases in costs, and it would 
seem to me as though it would be quite simple to permit these gentle- 
men to file for an increase, file with you their pre-Korean selling price, 
plus their increases in cost, under oath, and if they swore to a false 
statement, they would be subject of course, as you know, to prosecu- 
tion. I do not quite understand this complicated system you are 
talking about here. 

Mr. DiSauuie. The question is not whether they would file a false 
cost. The question is, as I have already pointed out in this statement, 
that the method of arriving at those costs certainly is subject to 
difference among honest men, 
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Senator CarpenarT. You do not have to arrive—the man has to 
prove that his costs have increased; that is all. 

Senator Bricker. I think I can clear this up by suggesting that 
your argument is only valid when it applies to a producer who is 
putting out more than one product, or a multiplication of products. 

Mr. DiSauue. Well, it could also apply where he was putting out 
one product in calculating his overhead cost. 

Senator Bricker. It would not matter in this case what cost 
accounting system he uses. He would be able to arrive or would have 
to arrive at the same result, would he not? 

Mr. DiSauue. In so many cases, the overhead is arrived at by a 
rough approximation or estimate. As we point out in this statement, 
only 15 percent of industry claims to have reliable cost accounting 
records that they could use in calculating and allocating overhead 
cost. . 

Senator Bricker. It. would be a relatively simple problem unless 
you have many products you put out to which you have to allocate 
your cost. 

Mr. DiSa.ie. Senator, you made some remark about our regula- 
tions being unintelligible. You ought to see the method of calculating 
overhead cost. 

Senator Bricker. I know it is very complicated. 

Mr. DiSauue. The steps that we have to go through in an effort 
to make some reasonable determination of what those costs are. 

Senator Bricker. I still claim it is a reasonably simple proposition 
unless you have many products vou have to price. 

Mr. DiSauie. It is simpler when you have one product, but a 
good many industries—for example, we have industries that have 
300,000 and 400,000 products. 

The CrarrMan. [| understood one company had that many. 

Mr. DrSatie. That is right, one company has 300,000. 

Senator CapeHart. What you are saying, of course, and your 
position is that it is impossible to do this, which can mean only one 
thing, and that is that you are going to deny the sellers the right to 
use any increase in cost other than material costs and direct labor. 
Is that not correct? 

Mr. DiSauue. Material and direct labor was provided for under our 
manufacturers’ regulation. 

Senator CaprHart. And your position is that the sellers should 
absorb all other increase in cost? 

Mr. DiSatue. Wherever he can do that without causing a hardship. 

Senator Carpenart. Well, now, wait a minute. Suppose it causes 
a hardship, then will vou not be right back to the Capehart amend- 
ment as far as having to do what you said a moment ago could not 
be done? 

Mr. DiSatuie. Under the amendment, the conference committee 
amendment, regardless of whether the man is in hardship or not, we 
would be forced to ree ognize all his cost, regardless of what his posi- 
tion might be. I can think of one particular industry that has been 
in possibly the rosiest position it has been in in the country, who still 
would be entitled to price increases as a result of cost increases which 
normally they could absorb. 

Senator CapreHart. Your philosophy then—I think we are right 
at the meat of this, Mr. Chairman—your philosophy is, then, that 
83762—51—pt. 4-4 
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you want industry to absorb all increases in costs other than material 
and direct labor; is that not correct? 

Mr. DiSautue. We want a right to write magentpes on an industry- 
— basis that follow the generally fair and equitable provisions of 
the law. 

Senator CapeHArRT. Now, you wrote those regulations, and in those 
regulations you denied them the right to use any cost increase other 
than material and direct labor, did you not? 

Mr. DrSauuz. All labor and all material. 

Senator Caprnart. And you denied any individual in an industry 
which was in the 85-percent profit bracket, even though they were 
losing money, from even filing an application, did you not? 

Mr. DiSauusz. No; that is not so. If they were in a loss position, 
they could come in and apply for relief. 

Senator Bricker. Individuals? 

Mr. DrSauue. Yes. 

The CHAIRMAN. One reason I made the motion to adopt this 
amendment in the conference was just because of what you said. 
You said you allowed them direct labor cost, without getting into 
any argument with the unions, because they have done a good job 
with the escalator clause, and you allow also the increase in materials, 
but there are thousands of white-collar people, clerks and stenog- 
raphers whose costs you do not recognize. : 

Mr. DrSauue. Oh, no. 

The CHarrMan. You told the manufacturer he could only raise 
labor. I know whereof I speak. I have letters in my office concerning 
the denial of raises to stenographers and clerks in an office because 
they could not be a member of the union. 

Mr. DiSauue. No; that is absolutely not so. 

The CuarrMan. Well, you did it, now, with the white-collared 
people, and the white-collared people are the main people suffering 
from inflation, because labor goes up, and justly so, with living costs 
under the agreement that the automobile workers have, to use that 
as an illustration, and the materials go up, naturally, but the white- 
collared people are completely left out. 

Mr. DrSautuz. Mr. Chairman, in the calculation of the ceiling 
prices, we permitted them to use the highest price during their base 
period, plus increases in all labor and material cost increases. We 
did not permit them to figure overhead cost, because of the difficulty. 

The Cuarrman. But that let the white-collar worker down. You 
issued orders denying a raise for a stenographer from $125 a month 
to $150, when you wouldn’t allow credit for the raise. 

Mr. DiSauue. But that period had already gone by. It did not 
apply to anything that happened in the future. 

The Cuarmman. You applied it right then; that is what I am 
talking about. 

Mr. DiSauuz. No. 

The CuarrMan. How did this committee know what you were 
going to apply in the future if we did not put in this cost-plus provision 
which Senator Capehart speaks about? I was thinking about 
advertising. 

Mr. DrSatte. In this amendment you have a July 26 cut-off date. 
The same charge could be thrown against the committee that they 
are providing no method of recognition of cost increases after July 26, 
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The CuarrMAN. I agree on that. 

Senator Moopy. Mr. Chairman, if I may, I would like to point 
out the difference between the wording of the amendment that came 
out of the conference, which said, “‘All costs,’’ and the wording of the 
Millikin amendment in the Senate, as amended at the suggestion of 
Senator Humphrey. 

The CuarrMAN. That was not what we had to discuss. We had 
also the Herlong amendment, and the House stood adamant. 

Senator Moopy. We are not talking about the Herlong amend- 
ment; we are talking about the ean, He Capehart, or conference, 
amendment. 

The CHarrMAN. Get this clear, the conference amendment was a 
compromise between the House amendment and the Senate amend- 
ment which we agreed to carry to conference, which was the so-called 
Millikin amendment. We wanted the amendment from the House 
done away with, and they said you cannot do that, because you have 
the Millikin amendment. After vote after vote, and we could not 
get anywhere 

Senator Moopy. I understand all that. The point I want to make 
is this: As the bill passed the Senate, it included this wording. It 
took out the original Millikin amendment which said ‘‘in the case of 
an individual seller.” It was put back in by the conference, and that 
is the thing Mr. Wilson said this morning, and Mr. DiSalle is saying 
this afternoon, is completely unworkable. It was taken out by the 
Senate, and the Senate wrote in this language, which covers, I believe, 
the point that Senator Capehart is trying to make as a matter of 
fairness. It said this: 

All actual factory and labor costs including reasonable allowances for other 
costs. 

Now, a reasonable allowance for additional cost is entirely different 
from saying that the OPS has to accurately calculate the cost, and 
has to leave the price that is set by the seller in effect unless the OPS 
can prove the cost is unreasonable. 

The CHarrmMan. Well, just remember this, for the record: The 
House had no roll-back amendment whatsoever. Let us be frank. 
We tried to agree on something that would be fair to the American 
public and the middle-of-the-road fellow and stop inflation. There 
was no roll-back amendment. 

comers Moopy. I am saying we have to write a law that is going 
to work. 

Mr. DrSautue. The House had no anti-roll-back amendment. 

The Cuarrman. That is what I meant. 

Senator Capruart. Let’s you and I, Mr. DiSalle, be honest with 
each other, and let us be perfectly frank, because I think we are right 
at the meat of this thing if we are going to find some way of com- 
promising. 

What you want to do is to allow only material and direct labor 
costs, and you want all sellers to absorb all other costs; is that not 
correct? 

Mr. DiSauue. Increases. 

The CuarrMan. How about railroad freight rates? They rose 10 
percent the other day. 

Senator Ropertson. I want to point out that knowing provisions 
in the Millikin-Humphrey amendment to allow a reasonable allowance 
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for the other costs, as I indicated this morning, if you gentlemen would 
come up with an amendment that would take care of that phase of it, 
our committee I am sure will give it very serious consideration. Ihave 
read all you have said about the ‘‘name’’ amendment, and I know it 
has got unworkable things in it, and possibly strict enforcement of it 
would go far beyond the policy that we adopted as the guide to you of 
what we intended to do. I read what you said about the Herlong 
amendment, and | cannot agree with you that this is the time to change 
that. It may be that we will get in such an inflationary period when 
the traditional mark-up would give retailers an excessive profit. If 
that should occur, it would be time enough to consider that. 

With respect to your beef quotas, which you mention as a third 
thing, every Democrat on this committee opposed the repeal of the 
quotas, not because we thought we attached so much importance to 
that as you did, but we thought that would be an aid to you in control- 
ling black market operations. 

Now, I think there are so many factors beyond your control in the 
beef situation that you would have, with all the law we could possibly 
give you, a very tough program of controlling beef and getting an ade- 
quate supply, and you want to do both. So as far as I am concerned, 
1 will give very serious consideration to your recommendations that we 
repeal “the quota amendment that we put in the last act. 

Now, as far as I am concerned, you need not argue the quotas to 
me, because I do not want you to have an alibi that you cannot control 
the meat. I want personally to give you the kind of law you ask for, 
the 9 percent roll-back, that would kill the supply. 

On this other one, if you will come up with an amendment, as we 
indicated this morning, to carry out our legislative intent, I will 
support that. 

Mr. DiSauie. Mr. Chairman, I can, now that we have demon- 
strated our difficulty in cost accounting, skip 3 pages and go to 
page 10. 

Senator CapeHArt. Mr. DiSauue, we both agree that what you 
want to do is only allow material costs, increased material costs, and 
direct labor, and have the seller absorb all other increases in cost; is 
that correct? 

Mr. DiSauie. That is right generally, as for industries in excess 
profits position. 

The CuarrmMan. How about freight rates? 

Senator CapEHartr. Excuse me for a moment. 

In other words, we have agreed on that. The Capehart amend- 
ment, of course, went further than that and said you ought to allow 
other increased costs, so if we change the Capehart amendment to 
read, cut out everything except material and direct labor cost, it 
would be agreeable to you; would it not? 

Mr. DriSatuie. We would still have the problem of individual 
applications. 

Senator Cappuart. That is exactly what you are doing now. 

Mr. DiSatue. No, we are not. We do not allow individual appli- 
cations for allowances of costs. 

Senator CapeHArt. Well, then, are you saying to us that you do 
not want a law or a regulation that will permit an individual from the 
United States to make application for increase in prices? 
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Mr. DiSauue. No, of course not. We have such provisions now. 
They may make applications when they are in need. 

Senator Capenart. Well, they would not make application if they 
were not in need; would they? 

Mr. DiSa.te. ‘Well, we have had a couple of examples of applica- 
tions that have been made that I think there would be some diffic ulty 
in demonstrating need. 

Senator Caprenart. Then really the philosophy behind your 
position, and I again want to say I think we are right at the meat of 
this whole business, your philosophy behind this w hole thing, then, is 
that you want to control profits. 

Mr. DiSatte. No, sir. e 

Senator Capenart. Is not the end result—— 

Mr. DiSauie. We want to control prices. 

Senator CaprHart. But you are going to do it by virtue of con- 
trolling profit. 

Mr. DiSauue. No, sir; by virtue of controlling some of the costs that 
go to make up prices. 

Senator CapEenART. In other words, you want the sellers to absorb 
all increase in cost other than material and direct labor. 

Mr. DiSauue. There is nothing unusual about that. 

Senator Capenart. There is not. 

Mr. DiSatuie. American business has done that ever since its 
existence—absorbed cost. In fact, it has grown on the basis of being 
able to absorb cost and meeting competition. The company that 
has done the best job of absorbing cost and keeping its prices in 
ordinary times is the company that has prospered. It was one of the 
backbones of the free enterprise system. 

Senator Carenart. In other words, what you are saying is that 
they just disregard cost in selling price—just disregard cost. 

Mr. DiSauue. As their volume increases, they are in a better posi- 
tion to absorb certain overhead costs. They not only seek to do it, 
but they do it wherever possible in an effort to put their product on 
the market at the most competitive price. 

Senator Moopy. Will the Senator yield? 

Senator CapreHart. Then what you are saying is—I think it is per- 
fectly clear, and I think the record is clear, that you are saying that 
you will not permit any increase in costs other than materials and 
direct labor, and that industry must absorb all others. 

Mr. DrSauue. In the case of an application of an individual that is 
in need, or can demonstrate a hardship, where it is possible to demon- 
strate his increased costs, certainly we make the allowance, and we 
give him a price that is commensurate with his needs. But in the 
case of an industry that is already in an excess-profit position, gen- 
erally some cost absorption will be fair and equitable, and that is the 
kind of absorption I am talking about. However, the amendment 
we are discussing permits the « addition of cost to prices regardless of 
what the need may be, at a time when we are attempting to stem 
inflation, and certainly inflation is related and tied to higher prices. 

Senator Carenart. Mr. DiSalle, you confuse me, because you take 
the man’s pre-Korean selling price. Now, he may have been making 
money on that price, or he may have been losing money. and you 
permit him to add his legitimate increases in costs. 





























































































































































































9844 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Now, he can be making no more profit under the Capehart formula 
than he was pre-Korea, Werseae you do not permit him a profit on 
his increased cost, and if he was losing money prior to pre-Korea, 
under the Capehart amendment he would be losing money today. 

Mr. DiSatie. That is not necessarily so, Senator. You may have 
an industry that was in a depressed position before Korea, and was 
only doing a moderate volume of business. After Korea, that volume 
picks up, and certainly even though they are selling at the same price, 
their earnings are much higher, and they are in a better position to 
absorb increases in costs. 

Senator CapeHart. You are going on the assumption that that 
might happen, and I can well agree. On June 24, I may have been 
losing money on a given price, whereas a year later I might be making 
money because I am doing twice as much volume. 

Mr. DiSatie. Though you are charging the same price, or even a 
lower price. 

Senator Caprnart. Yes; there is not any argument about that at 
all, and you have the right under the amendment to disallow 

Mr. DrSau.z. What is the argument? 

Senator Carruart. I think the only argument is whether or not 
the Congress wants to say to you that you can only allow material 
and direct labor increases, or whether you must take other costs into 
consideration. 

Now, I think this committee and the Congress did decide that 
matter, because it is very simple. 

Mr. DiSatuz. Yes, I think that is so. 

The CuarrMan. You would have to 

Senator Bricker. Mr. Chairman, let me revert to CPR 22, the 
manufacturers’ price regulation. 

In paragraph 8, section 8, you advise industry how to calculate the 
labor cost adjustment upon the basis of the entire business. ‘To 
calculate the labor cost adjustment upon the basis of your entire 
business you do the following: 

A. Find the dollar amount of your net sales, and of your factory 
adam for your entire business for the last fiscal year not later than 

ecember 31, 1950. You may not include in factory payroll labor 
used in general administration—that covers office employees and so 
forth—sales and advertising, or research—a very essential element— 
or in making major repairs or replacements of plant or equipment, or 
expansion of plant or equipment, labor used in factory supervision, 
packaging and handling, ordinary maintenance and repair of plant or 
equipment, or in materials control. Testing or inspection may, 
however, be included. 

You include there some of the necessary employees of any industry. 
What is the distinction between the cost of those office employees, 
and the like, that are excluded in your cost calculations, from the 
direct labor cost? 

Mr. DrSauue. The distinction is between direct cost and overhead 
cost. The accounting methods are available for the allocation of 
direct costs, but they are not available in the vast percentage of 
industry for the allocation of overhead costs. 

Senator Bricker. But they are very real costs. 











coast @ 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2845 





Mr. DrSauxe. They are real cost, but those costs have a way of 
fluctuating with the volume of business that is done by the particular 
concern. 

Senator Bricker. So would labor costs. 

Mr. DiSautuz. They have a way—it is very difficult to calculate and 
to allocate by individual product. For example, we have the example 
here of a slaughterer who slaughters a hog; he processes it into pork 
chops, bacon, ham, and various other items. ‘The difficulty that he 
has is in allocating his overhead cost to each one of those particular 
items. 

Senator Bricker. Why exclude them entirely? They go intosome 
item; do they not? 

Mr. D1Sautuz. We have taken them in; they are included in his base 
period price. The only thing that we have excluded is the increase 
from that time on. 

Senator Bricker. You let him add increased labor cost, and prevent 
him, as far as his sales price is concerned, from increasing any office 
costs or anything of that kind. 

The Cuarrman. And that is the one great thing that worries me— 
the white-collar worker. I understood under this order—and you have 
admitted it—that a nonunion stenographer is not a direct labor cost. 
That stenographer is the person who is most affected by inflation, 
outside of widows and orphans. ‘That is the person who, in my judg- 
ment, of all people is the public. The unions are strong enough to 
look after themselves. 

at: DrSauue, There is no restriction against increasing those 

eople. 
. The CuHArRMAN. But the manufacturer has got to absorb it, and 
therefore he tells them he cannot raise them. 

Mr. DiSauue. He only absorbs the cost that has already occurred. 
Any increase that he gives after the passage of this regulation certainly 
is a cost increase that can be considered. 

The CuarrMan. The white-collar workers in his place, any increase 
to them he has got to absorb. 

Mr. DrSauue. Under the amendment you adopted—— 

The CHarrMan. I never voted for the amendment to start with; I 
am not talking about the amendment. We finally compromised on 
this amendment. I was very much interested in the white-collar 
worker and the people who live on pensions. In inflation, they are 
the worst hit of all. 

Mr. DiSatte. In the amendment you adopted—— 

The CHarrMan. I do not say that is perfect. I stand corrected 
on any mistakes we have made. 

; = DiSaute. There is no provision for automatic allowance after 
uly 26. 

The CHatrMAN. But he does not have to absorb the price up to 
July 26 under the conference amendment. 

Mr. DiSauus. He has already had those costs. 

The Cuarrman. A lot of them did not get their raises, too; they 
are still at the lower level. 

Senator Moopy. Mr. DiSalle, under the law as it existed before 
June 30, if a seller came before the OPS, and was able to show you 
that not only his labor and his material cost had gone up, but also 
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his other costs had risen, and it was a hardship, would he be eligible 
for an increase in ceiling? ; 

Mr. DiSauue. Certainly. 

Senator Moopy. So under the old law, as you set it up under 
CPR-22, whenever there was anything that was unfair or inequitable, 
other costs as well as labor and material costs were taken into con- 
sideration; is that not correct? 

Mr. DiSaute. If it was in a hardship case. 

Senator Bricker. That is not what the order says. 

The CHarrMaNn. I am not here to defend the manufacturer, but to 
defend the poor white-collar workers. The manufacturers tell them 
they would like to give them a raise, but cannot do it because they 
cannot absorb it, and there are plenty of them. 

Mr. DrSauue. There is nothing in the regulation that prevents a 
manufacturer from giving a raise of any kind. 

The CuarrmMan. He does not tell the stenographer that, he does 
not tell the foreman that who is not in the union. You are a practical 
fellow. You know what they are going to tell the people who want a 
raise if they cannot absorb it. 

Senator Moony. Is not one of the major points of difference and 
the apparent difficulty in the new law the fact that it says that the 
President, in this case yourself acting for the President, shall adjust 
such ceiling prices upon application and proper showing of his prices 
and costs, so that it makes it mandatory on the OPS to adjust the ceil- 
ing unless you go into all of his books and can show that the price does 
not reflect his cost? Is that correct? 

Mr. DiSatie. This amendment not only makes it mandatory, 
but it makes cost increases a mandatory standard for price increases, 
regardless of what the company’s or industry’s position might be. 

Senator Moopy. So that the basic protest you are making is that 
this law, as it is written, with all good intent, is such that it requires 
you, in order to adjust the ceiling that is filed and is claimed, to go 
into the books of an individual seller, and that if vou have 400,000 
products of one company, you have to make 400,000 different cost 
accounting calculations, and if you have 10,000 companies filing pro- 
tests, you have to go into the books of all of them, and therefore that 
you obviously would be swamped, and your effort to hold ceilings 
would be_wiped out. 

Is that in general the position you are taking? 

Mr. DiSauuiz. That is in general the position. I would like to 
point out that the situation being what it is, certain factors that we 
have no control over, there might be a general higher level of prices 
in the future, but with this amendment in the law, the level of prices 
will be even higher than would happen under normal conditions if 
we were permitted to operate under the law as it was in the 1950 act. 

Senator Moopy. It certainly makes higher prices automatic, does 
it not? 

Mr. DiSautue. I met with the committee of manufacturers the 
other day—— 
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The CuarrMan. You made the statement here in January, that 
prices were going to go up. You said they were going up 10 percent 
last January. 

Mr. DiSauue. Oh, no; I did not. 

The Cuarrman. What did you say? 

Mr. DiSauxe. I did talk about a 5-percent increase in prices. 

The CuarrMANn. Well, | am wrong; 5 percent. 

Mr. DiSauite. We have done much better than that, but it has 
been because we have worked much harder. 

The CuarrMan. Nobody questions your work. 

Senator Capenart. Mr. DiSalle, let us talk about the other feature 
of the Capehart amendment, and that is the roll-back feature. You 
do want to roll some prices back. 

Mr. DiSauue. Yes. 

Senator Capenart. How can you roll them back if vou do not know 
whether or not their selling price is more than a formula of their pre- 
Korean selling price plus the legitimate increase in cost? 

Mr. DiSauue. That is the general formula we used in the manu- 
facturers’ regulation, but we used also three techniques of cost absorp- 
tion. 

First of all we had a cut-off date for materials of December 31. We 
had a cut-off date of March 15 for labor increases, and we allowed no 
overhead costs in the increases. 

Senator CAPpEHART. How many prices have you rolled back? 

Mr. DiSauue. Oh, a good many of them. 

Senator CapEHART. Name some of them. 

Mr. DiSauie. For example, in scrap metal alone, our division 
reported the other day that the roll-backs in scrap metal alone, based 
on last year’s rate of consumption, and the prices existing at the time 
of the general ceiling-price regulations have saved the country and its 
citizens in the neighborhood of $900 million. And over unregulated 
prices, about $2% billion. 

Senator CapeHAarT. What else did you roll back besides scrap iron? 

Mr. DiSauue. We rolled back hides, tallow—— 

Senator CapgeHArtr. That is it, is it not? 

Mr. DiSatue. Oh, no. Of course, we attempted to roll back on 
beef. 

Senator Bricker. Hides and tallow are below what you attempted 
to roll them back to now. 

Mr. DrSatur. They are below the price we rolled them back to, 
yes. 

Senator CaprHartr. Below the price you rolled them back? 

Mr. DrSautte. That is right. Tallow had an upward surge in the 
past week. I could give you a list, and I would like to furnish for 
the record a list of the roll-backs that have been accomplished. 

The CHarrRMAN. Without objection that will be done. 

Mr. DiSatue. You will find that they are substantial. 

(The information referred to follows:) 





2848 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Rout-Backs EFrecrep BY THE OFFICE OF Price STABILIZATION 


A. To date OPS has issued the following general roll-back orders, exclusive of 
the series of manufacturers’ regulations: 


Date of 


eeae Number of regulation Commodity Avoeeniuete 


Jan. 25} C Cattle hides, kips, and calfskins 
Feb. 3| CPR5 Iron and steel scrap 
12 | CPR6 Cottonseed, corn, and soybean oil 
Mar. 7| CPR 4 eet: 0. .c e Shortenings and salad oils 
9|CPRI1 Household soaps 
15 Cattlehides, on, and calfskins 
. 30 | 23 Live cattle 
2 ; Cotton linen and underwear cuttings 
3 Nickel scrap 
9 } Wool and wool tops........-- ii biiad dpe doe a 
11 Used steel drums 
16 : Northeast pulpwood 
24 ’ Burlap. 
1; C Zine scrap 
21 Copper and copper alloy scrap 
Brass mill scrap 
Contract logging 
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Aluminum scrap 
Copper alloy scrap 
Brass mill scrap 
Castings 
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1 Exclusive of types raised again on Aug. 30. 


B. Many other general regulations have reduced individual prices (for some 
sellers or some commodities) while holding or raising others. Examples of these 
are: 


Date 


fesned Number of regulation Commodity 


Feb. 21 | GCPRSR5 Used automobiles. 
Mar. 28 | CPR 14, 15, 16 Wholesale and retail dry groceries. 
BEG BE De Givcdscciiccdswsoccindhs basse Imported commodities. 
31 } 2 Canned vegetables. 
June 29} CPR 51 Puerto Rican salted codfish. 


C. The series of manufacturers’ interim regulations also has accomplished roll- 
backs as well as roll-forwards. These regulations generally provide manufac- 
turers with ceilings at the level of their prices during a pre-Korean base period 
with adjustments for changes in material and factory labor costs up to certain 
cut-off dates (usually December 31, 1950, or March 15, 1951, for material costs 
and March 1951 for labor costs. 

These ceilings became effective 30 days after the manufacturer had filed a 
report with the Office of Price Stabilization. Manufacturers were permitted to 
file these reports at any time after the issuance of the regulation concerned but 
were originally required to make them effective at certain specified dates. These 
dates were postponed after the prohibition of roll-backs and have now been 
indefinitely postponed to allow time for adjustment of the regulations to new 
legal requirements of section 402 (d) (4) of the Defense Production Act. 

Under these regulations, many manufacturers found that some of their prices 
were increased while others were reduced; but they were not allowed to put the 
higher prices into effect without making the lower ones effective at uhe same time. 
Therefore, it can be assumed that ceilings under these regulations now are effec- 
tive for those manufacturers who found that the total amount of roll-backs 
resulting from these ceilings was smaller than the total amount of increases re- 
sulting from them. On the other hand, those manufacturers whose roll-backs 
would have added up to a total larger than the amount of their increases, generally 
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took advantage of the postponement of the complusory effective dates and 
elected to continue pricing under the previously applicable regulations, mostly 
the general ceiling price regulation. 

The group of manufacturers’ regulations to which the foregoing description 
applies, includes the following: 




















Date issued Number of regulation Commodity 


























pve SE 7 > Manufactured goods, excluding those specifically listed 
and excluding sales at retail. 

Mar 4 Pr mw O.- .~6-2-. 6.65.2 6555 58. Machinery and related manufactured goods. 

May 9,1951 | CPR 18, rev. 1.....--.--...-..- Wool yarns and fabrics. 

BEGG 26 Ble ee OF soe cane sn one cc scd se Primary cotton textiles. 

Bia y Oi Bt Ae Be Olnn hen censecienese<- Shoes. 

JERS TG BO | RR eo occa nn cn cccccssacss Apparel. 










Senator Caprnart. I hope I am correct 
Mr. DiSatue. One of us has to be correct. 

Senator Carenart. I have heard it said, and I have heard you say 
that prices are too high, and that there were a lot of gougers in the 
United States, and profiteers. How are you going to roll those 
profiteers and gougers back if you do not have some sort of method 
such as the Capehart amendment, or some other method? 

Mr. D1Satue. We had thought of a pretty good way before we 
heard of the Capehart amendment. 

Senator CapEHART. What was it? 

Mr. DrSauue. Formulas that were contained in the manufacturers’ 
regulation, and the machinery regulation, and the formulas contained 
in other regulations that have been issued, establishment of dollars 
and cents ceilings below the prevailing market prices. 

Senator CapEeHART. You were going to roll them back. How were 
you going to arrive at it, unless you knew what a man’s costs were, 
how could you tell whether or not to roll them back? In other words, 
when you made the statement you have made, and I have heard 
others make, that there was a lot of profiteering, a lot of gougers in 
the United States, how do you know they were gougers, that their 
price was too high? 

Mr. DrSauue. Are you saying there were not profiteers? 

Senator Capenart. No, that is one of the features of the Capehart 
amendment, it gave you the right to roll them back. 

Mr. DiSautiz. The Capehart amendment was a limitation to the 
right we already had to do that. 

Senator CapEHART. How? 

Mr. DiSauue. It was a limitation, because instead of preventing 
the allowance of some cost, it moved up the cut-off date to July 26, 
and required and made it mandatory that we allow all cost increases 
regardless of whether they were justified or not. 

Senator CapEHART. Are you saying, then, that a man should not 
be entitled to all legitimate increases since pre-Korea? 

Mr. DiSauue. It is very possible, and a very desirable feature of 
price control to require cost absorption when an increase in volume 
makes it possible that that man do it without reducing his earnings. 

Senator CapEHArRT. Yes, but I do not know how you would operate 
a business on anticipation that you were going to have increased 
volume. 

Mr. DiSauue. A good way of doing it is by increased volume. 
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Senator Capenartr. But suppose I do not get the increased volume. 
T never knew of anybody decreasing their prices until they actually 
got their increased volume. 

Mr. DiSauue. In a good many industries, in fact in a vast majority 
of industries, increases in volume have taken place. 

Senator Dovatas. May I interrupt a minute? 

Senator Caprenart. It still is not clear to me what system you use 
in rolling back prices. How do you arrive at it? I think what we are 
talking about is pertinent, and I am sincere about it. I am selling 
that glass, and I have a price of a dollar on it. Now, you say that price 
is too high. How are you going to arrive at whether it is or is not, as 
Director of OPS? 

Mr. DiSauie. There are many ways that we arrive at it. First 
of all, we have cost-accounting surveys made of the particular industry. 
We have industry advisory committees that we consult with. We 
have other Government departments that make surveys for us. There 
are a good many ways that we make cost determinations. We send 
our accountants out to check. For example, we have an application 
pending for an increase now, and our accountants have been out to 
those factories and checked the figures. 

We make our cost determinations. 

Senator Capenart. Could you not do the same thing on price 
increases? 

Mr. DiSauue. On price increases, we would have to—— 

Senator Capenarr. On cost increases, could you not do the same 
thing? 

Mr. DiSauue. The difficulty—and you come back to the same 
point—the difficulty in attempting to calculate and allocate overhead 
cost increases are the difficulties contained in this amendment. 

I would like to read for you from some of the accountants that we 
have contacted. Price Waterhouse & Co., I think, all of the com- 
mittee will recognize—— 

Senator Capenart. I know that every company in the United 
States has a somewhat different system. 

Mr. DiSatue. This is even different than a system. It says: 

In our view it is highly impracticable to administer price control on the basis 
of costs including selling and administrative expenses broken down by individual 
units of materials or products for the following reasons: 

1. Most business enterprises are not in the position to furnish information 
showing allocations of the total cost of production, distribution, and adminis- 
tration by individual units of materials and products. 

Senator Moopy. What page is that, Mr. DiSalle? 

Mr. DiSauxe. That is an attachment to the statement, a letter 
from Price Waterhouse. 

2. The revision required in cost systems to furnish this information would 
involve an inordinate expense. 

One of the principal charges constantly thrown at our office is the 
amount of red tape and the paper work required. This will set a new 
high as far as red tape and paper work is concerned. 

Senator Bricker. That is the principal compiaint I had from 
industries at home, Mr. DiSalle, on your CPR 22. They could not 
comply with it. 

Mr. DiSauue. On the other hand, we had nothing but good comment 
from a variety of industry on CPR 22, not only as to the formula but 
as to the simplicity and the methods of calculation contained therein. 
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Senator Dovetas. I would like to testify that, though the employers 
frequently complain about the results of the Government, I had no 
letter of complaint about CPR 22; none at all. 

Mr. DrSaute. It would also involve a considerable time interval 
for the preparation of the information of such an extent as to invalidate 
its usefulness as a basis for price control. 

3. Even if all industrial companies were able to furnish the detailed information 
required, the Office of Price Stabilization would have to organize a work force of 
thousands of accountants to study and review the reports in order to administer 
price control. Such a development is neither practical nor desirable. We do 
not believe that a sufficient number of competent accountants could be found to 
do such a tremendous administrative task. 

That is Price Waterhouse. 

Here is Lybrand, Ross Bros. & Montgomery, Norton Bros., and 
even a couple of our saree r companies like ‘General Motors and U nited 
States Steel Corp. 1 reply to a letter point out the difficulties in 
the allocation of ove abead cost. 

It is not something we are just dreaming up. ‘This is an.actual, 
practical, hard fact that we are up against. 

Senator Bricker. You prevent industry from having a fair return, 
or force some of them to the wall as you inevitably will do 

Mr. DiSatue. Senator, we hear so much of that. It is not our 
purpose, and I am going to say this. 

Senator Bricker. I know it is not your purpose. 

Mr. DiSatue. Nor will we accomplish it. Under the law, as it 
was written by Congress in 1950, they provided that the regulation 
must be generally fair and equitable, and under that rule alone it 
would be sufficient that we would have to allow industry a reasonable 
sarning as a result of their production. As far as I am concerned, I 
do not care about limiting profits. That is not my job, and I think 
possibly one of the troubles has been with business. 

Senator Bricker. As soon as you go into the problem of limiting 
profits, you deprive the Government of income which we are sorely 
going to need. 

Senator Dovaras. The Senator from Ohio feels you should let 
business have all the profits possible and let the Government get the 
residue. The sky is the limit. 

Senator Bricker. Rather than regulation of prices, it is a tax 
matter, and it seems to me the Government is doing a pretty good 
job of keeping those down to a low minimum. 

Mr. DiSatte. The first 6 months certainly do not show that. 

Senator Bricker. The Government has been getting a good share 
of it. 

Mr. DiSauue. Yes; but industry certainly has not been suffering. 

Senator Bricker. Some industries have. 

Senator Carpenart. In reality, what you are saying is that you will 
only permit material increases and direct labor increases in arriving 
at an increase in selling price unless there is a hardship case; and, if 
there is a hardship case, you will take everything into consideration. 

Mr. DiSauie. We will take into consideration whatever is neces- 
sary to take into consideration to arrive at a fair and equitable result. 

Senator CapEHART. But you would prefer that Congress not write 
a formula. 
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Mr. DiSatue. It is a very difficult matter to write in inflexible 
legislative language standards for price administration which of neces- 
sity must be flexible to meet rapidly changing conditions. 

Senator CapEHART. What you want us to do, as a reality, is give 
you a blank check and let you make the rules and regulations. That 
may be the thing to do, but that is what you want. 

Mr. DrSatue. I would like you to give us the same kind of an act 
you gave us in 1950. If you call that a blank check, we will take it 
that way. 

Senator CapeHart. We gave you that act; it was this committee 
that worked it out. 

Mr. DiSatte. That is right. 

Senator Dove.tas. The Senator from Indiana was active in the 
work on that act. 

Senator Capenart. I take it the Senator means that as a compli- 
ment. 

I think, as far as the Capehart amendment is concerned, we have 
all the information we need on it. I think it is very clear. They 
are opposed to it because they say it is unworkable; they are opposed 
to it because they only want to permit material costs and direct labor 
to be used in increasing prices. I am still not satisfied. I still do 
not see how you are going to roll back any prices, and I do not be- 
lieve you are going to roll back any prices. 

Mr. DiSatuz. We are well on our way. 

The CuHartrMaNn. I might state that I am not completely satisfied, 
because I want to know what is going to be substituted for the amend- 
ment. I would never vote to just strike it out. The conferees unan- 
imously agreed to an amendment. I knew it would never pass the 
House. I knew the House would never consider it, but simply strike 
out the work that was done. I do believe that some amendment that 
would be more practical and more workable by you, I would be for. 
As far as just striking it out, I would never be a party to that. 

Senator Moopy. Mr. Chairman, I would like to point out that 
after tomorrow the committee has agreed to adjourn and come back 
for hearings on the 10th, as I understand it. 

The CuarrMan. That was the motion that was made. 

Senator Moopy. I wonder, in view of the fact that we are consid- 
ering language to clarify and improve this section of the law, whether 
we ought not to consider the general program and schedule of the 
Congress, and the fact that this has to go to the House, and whether 
it might not be wise on this particular point, where we seem to be in 
more or less agreement, to try to get some clarifying amendment be- 
fore we adjourn for the Labor Day week end, and put that through, 
because, as I understand you and the Senator from Indiana, you have 
no objection to clarifying this thing and straightening it out. 

The CuatrMan. I have no right to speak for anyone but myself. 
The House is not going to come back until the 16th of September. 

Senator Moopy. That does not make any difference. 

The CHarrMaANn. Yes; it does. We told people we would recess. 

Senator Moopy. The Senate has to act first. 

The CuarrMan. Not necessarily. 

Senator Moopy. If we think this ought to be changed, if we are to 
adjourn Congress in October, we ought to take action. 
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The CuarrMan. The committee can undo anything it did; the 
Senate can undo what it did. People asked me what we were going 
todo. After it was agreed we would recess on Friday until September 
10, in view of the fact that the House was in recess until the 16th, I 
told several people that who wanted to file statements here. 

I will be glad to do whatever the committee desires. 

Senator Moopy. I was thinking, if we do in the next 24 or 36 hours 
agree that this language should be clarified without any reflection on 
anybody’s intention when they wrote it, it seems to me we ought 
to get the thing in the works so when we come back on September 
10 the thing can start to move through the Senate, and perhaps we 
can go on to other phases of the act. 

Senator CapeHart. We have a bill before us introduced by Sena- 
tors Ferguson, Nixon, and Welker to repeal three amendments. 

The CaarrMaNn. It is my judgment that this committee will have 
to act on all three, and Senator Dirksen’s amendment of yesterday. 
We cannot take one thing and leave the other three in abeyance. 
All three have to be voted on, if I understood the motion made by the 
committee here last Wednesday: that we were going to take it up 
again on September 10. Now, if the committee wants to change its 
mind and vote on one thing, that is the committee’s business. Frankly 
I believe we ought to have hearings. We cannot vote on this amend- 
ment, and not vote on the slaughter amendment, and not on Senator 
Dirksen’s amendment to change the Welker amendment. That is my 
way of thinking. 

Mr. DrSatue. I have been looking forward to testifying before 
this committee, and I would like to get along with it. 

The CHarrRMAN. We appreciate your testimony, but I do not yet 
understand why you did not let those extensions be included in the 
general manufacturing order. 

Mr. DiSautuie. You and I can sit down and talk about this. 

Senator Bricker. Will you let me sit in on the conference? 

Mr. DrSauuz. Yes; 1 will be glad to show you we did not prevent 
anybody from getting an increase. 

The CuHatrRMAN. Go ahead, Mr. DiSalle. 

Mr. DiSauue. I am going to move to page 10. 

I want to say sincerely that there is a need for roll-backs. It is 
well known that the prices of some products rose much more than 
the prices of others between the outbreak of war in Korea and the 
general freeze. During that time some sellers raised their prices 
much more than others. Without authority to roll back those exces- 
sive price increases, speculators’ prices would become ceiling prices 
which all consumers would have to pay. 

Inflationary price movements before the freeze were most dramatic 
in the case of scrap metals. Prices of many kinds of metal scrap were 
frozen at levels higher, in some cases much higher, than prices of 
primary metals. Nickel scrap, for example, shot up to more than $2 
a pound while the price of primary nickel was 50.5 cents a pound. 
Fortunately, we have been able to correct this situation and many 
others like it. 

The CHarrMan. I commend you on that, the same thing happened 
in aluminum. 

Senator Moopy. In the hearings before a subcommittee of the 
Select Committee on Small Business it developed that there appeared 
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to be a gap in the regulation with regard to the specific ceiling on the 
price of nickel anodes. I would like you to take a look at that if 
you get a chance. 

Mr. DiSauie. Yes; I am very much interested in the price of 
nickel. A very close friend of mine buys a lot of it. My father 
happens to be in that business. 

But similar situations still exist with respect to other waste mate- 
rials, and new ones may arise as a result of changes in production 
patterns. Yet, all these waste materials are important raw materials 
for industries which cannot operate efficiently unless they can get 
these materials at reasonable prices. 

Not only waste materials are involved. For example, before the 
freeze, steel was extremely scarce and gray-market prices were often 
double the standard mill price. The freeze regulation made these 
gray-market prices into legal ceiling prices. Unfortunately our regu- 
lations in this field had not vet been issued when the roll-back pro- 
hibitions first became effective. 

Last year, crude rubber was bid up drastically in the world market. 

The Cnatrman. The United States Government did that. 

Mr. DiSatue. I am not going into the reasons for that. There are 
a good many reasons. I am only stating a conclusion. 

The CuatrMan. I understand, but the Government itself did that. 
You had nothing to do with it. 

Mr. DiSatie. It has come down substantially, but the trade ex- 
pects it to come down much further—perhaps to half its present price. 
That would bring the raw material costs for manufacturers of rubber 
products far below the level of last January and February. But there 
is little likelihood that actual prices for rubber products would auto- 
matically reflect the drop in raw material costs. Even in such extreme 
cases there can be no roll-back until we have gone through the long 
and involved accounting procedure | described a few minutes ago. 

The cost standard becomes overriding: 

There is a second reason why so much importance must be er 
to this difficult method of pricing. The new standard in 402 (d) ( 
has the power to override all other price-control standards. For . 
same standard is mandatory upon application by individual sellers. 

Senator Moopy. Despite the drop in rubber prices, as a matter of 
fact are not tire prices higher? 

Mr. DiSauuie. No, they are not higher. There has been no increase 
since the middle of January on tires. 

Senator Bricker. The only thing that would bring the price down 
would be a Government decree allowing more rubber for tires. 

The CuatrmMan. Now, we know this on this committee. What we 
did was to open up through the RFC the rubber factories in this 
country, and stop the Government from paying these exorbitant prices. 

Senator Bricker. Before you leave that subject, Mr. DiSalle, there 
is an allocation of rubber at the present time, and they have cut the 
allocation of the companies making automobile tires, and in many 
cases or in some cases doubled the allocation of rubber to small 
manufacturers. 

Mr. DiSauue. There is no shortage of tires. 

Senator Bricker. The prices will not come down until there is an 
excess, 


Mr. DiSauue. The NPA restored the fifth tire. 
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Senator Bricker. That was a foolish thing to do, taking it off. 
Mr. DiSauue. We did not do it. 

Senator Bricker. It did not result in anything except the con- 
sumer having to pay more for that fifth tire. 

Mr. DiSauue. Once individual sellers are given the right to get 
their ceilings adjusted for all increases in their cost between certain 
dates, the use of that right becomes in each industry most attractive 
to those sellers who have permitted their costs to rise the most. 

Mr. Capenart. If you will yield for a moment, the amendment 
says they cannot use any increase in costs after July 26. 

‘Mr. DiSauue. We are talking about the cost in the base period. 
The amendment permits a higher-price for the man who was inefficient 
and permitted -his cost to rise the most in the base period than the 
man who placed a permium on efficiency. 

Senator CaPpEHART. You were supposed to roll back the price under 
the formula whose price was more than the pre-Korean price. 

Mr. DiSauuie. Under the amendment we must allow all price in- 
creases whether the man was efficient or inefficient as a producer. 

Senator CAPEHART. You are not going to start running business to 
the extent that you are going to put out of business the inefficient 
fellows? 

Mr. DiSauie. No, the amendment does that. The amendment 
mekes 2 permium out of inefficiency during that period. 

Senator CapEHART. What do you mean? 

Mr. DiSauue. The inefficient producer is entitled to a higher price. 
His costs were the highest. 

Senator CapeHART. The amendment has nothing to do with effi- 
ciency or inefficiency. Increases in costs are specific, they are wages, 
they are transportation costs, they are material costs, there is increased 
taxes. Those are costs that the man has absolutely no control over. 

Senator DovGtas. I would like to point out to my colleague from 
Indiana who has more industrial experience than I, that in figuring 
overhead you divide the fixed amount, and if the firm is inefficient, 
and has actually allowed output to decline, you apply the same abso- 
lute amount to a smaller number of units with a higher overhead 
charge, and so therefore the overhead charge per unit increases as 
efficiency declines, and therefore under the formula that we have, we 
have to increase prices, so 1 think Mr. DiSalle is correct. 

Mr. DirSatue. It gives a bonus to those who have been least 
efficient managers and who normally are penalized in our competitive 
system by getting a smaller profit than their more efficient competitors. 

The Cuarrman. How would that apply to small business? The 
large business firm would be more efficient. 

Mr DiSatue. It could, but I know a lot of small companies that 
are very efficient. Ido not think size has too much to do with whether 
a firm is efficient or not. 

The CHarrmMan. If a salesman sells a hundred pounds of goods, 
the big one sells a thousand pounds; there is that much less cost. 

Mr. DiSauie. We are talking about efficiency in the actual opera- 
tion of the plant. 

The CHarrMan. But the costs in the amendment go to the in- 
creased cost, whether salesmen, transportation, or what it might be. 
Is that not correct? That is what I heard down home under regula- 
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tion 22; some of the little people down home said it was too deep for 
them. 

Mr. DiSauue. How little were they, Senator? 

The CHarrMAN. I would say a hundred thousand dollars. 

Mr. DiSauuir. They were excluded up to $250,000. 

The CHArRMAN. Well, it might be $500,000; the fellow’s costs were 
rising. 

Senator ScHorprEL. I would like to ask Mr. DiSalle this: 

You say that it would put a premium upon the inefficient business 
if we have to maintain the competitive system, and anything like a 
reasonable opportunity to buy goods on the part of the wholesalers 
for resale. How or why would the public patronize the place that 
would increase its price in competition when he could go across the 
street and buy them cheaper unless, of course, you are anticipating 
that there would be such a terrible shortage that the public would 
only have access to a very limited supply. Am I correct in that 
assumption? 

Mr. DiSatte. In the case of tight markets, the highest price would 
become the selling price. 

Senator ScHorpPe.. In case of a tight market, that would be all 
over the country, or, generally speaking, for instance, say in the 
State of Kansas, in certain areas throughout that State, do you think? 

Mr. DiSauue. In the case of a limited supply, price would make 
very little difference. Competition goes out the window. 

Senator ScHorpreL. In what type of manufactured goods on the 
market do you see any indication of that developing, or are you 
anticipating it will develop? 

Mr. DiSauue. We have to play for the future. Mr. Wilson said 
this morning that we would be diverting 15 percent next year of our 
industrial capacity to defense, which would mean a reduction in some 
industries of as much as 50 percent of their civilian supply output. 

Senator Scuorrpe.. | can realize that you have to anticipate what 
is likely to happen, and I do not quarrel with him on that, because | 
do not know what is in the scheme of things. I recall that when we 
were hearing witnesses on this very measure back last year we had 
some dire predictions of where prices were going to go, and lo and 
behold, even today, and yesterday, in the papers all over this country 
we are still on the downtrend on some prices, and still we have over- 
supplies. 

Now, I can readily understand when this thing tightens up those 
surpluses are likely to vanish. 

Mr. DiSatue. Senator, I think the soft market thing has been over- 
played. It is true that soft markets existed in some areas, but in 
other areas the markets are very tight, and prices are pushing up 
against ceilings. 

Now, we are getting applications for increases in. prices from a 
good many industries today who find their position very, very tight 
at the moment. Now, in textiles there is some softness there at the 
present time, some softness in television. 

The CuHarrMAN. Cotton is down to $60 a bale, and textiles are at 
the lowest prices in years, though it was said when you were testifying 
here—— 

Mr. DiSaute. I did my best on that cotton thing. 
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The CuatrMan. I do not question that, but England is stockpiling 
cotton, and it is down to $60 a bale. But that was production, that 
is what the American people can do, and the farmer really went out 
and produced it, and I think the beef fellow will do the same way if 
you encourage it. Wheat has gone down. If you get the farmers 
interested, they will do the job. 

Senator Bricker. What is the short supply situation now? 

Mr. DrSauux. Supplies seem to be ample in all fields today, in 
most fields. 

Senator Bricker. What do you anticipate will be the short supply 
soon, steel, aluminum, and metals? 

Mr. DrSauie. The metals, critical metals. 

Senator Bricker. Can you foresee any short supply in foodstuff 
and clothing? 

Mr. DiSatuz. No, I could not at the present time; in fact, all 
reports that we get to food supplies is that we have one of the largest 
crops in history. 

The CuarrMAN. You say that food supplies are adequate so far 
as you know? 

Mr. DrSatue. All the reports we get are that they are adequate. 

The Cuarrman. And the prices on the farm are going down; is 
that correct? 

Mr. DrSatue. Those things change overnight, you know. 

The CuatrMan. The last two reports have showed they were going 
down. 

Mr. DrSatue. That is right. 

The CnarrMan. All the food prices on the farm are going down, 
food is going down, and still in the city, there are a few people in 
the city who make the profit, they are the ones gouging the public, 
and not the farmer. 

Senator ScHorrret. In line with what the chairman has said—-— 

The CuarrMan. The newspapers will not say that, because the 
people in the cities are going to advertise, and they blame the poor 
farmer. 

Senator ScHorPrre.. On the ticker tape yesterday afternoon at 3 
o'clock there was a report on the wire that the Department of Agri- 
culture and the farming interests, the agricultural interests, were 
generally concerned that for the fifth straight month prices had gone 
down. ‘They were wondering when the decline generally was going 
to stop. Now, that is in all foodstuffs. The reports indicate the 
best growing season, and the best agricultural outlook that we have 
had. Now, that just does not add up to me. 

Mr. DiSauue. I think Mr. Wells will say that the decline has not 
been dangerous, as yet. 

The CHarrMan. Secretary Brannan, and Secretary Snyder and 
others asked this very committee 2 days ago to report out an additional 
authority of a billion dollars for the Export-Import Bank to finance 
excessive annual products and manufacturers’ products. 

Would you answer if that is correct? 

Mr. Wetts. That is right. 

The CHarrMAN. Because of the low prices on the farms in certain 
commodities. 

Senator Bricker. Also they are stockpiling cotton at the present 
time, and there is also a new support price for pork. 
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The CuarrMan. It is 32 cents against 46 cents when you froze the 
price. 

Mr. DiSauie. 45.39. 

The CuarrMan. It is $60 a bale down. 

Senator Bricker. There was no need for your ceiling price there. 

Mr. DiSauur. Oh, yes, there was at that time. 

The CHarrMaNn. I am not going to quarrel about that, but I would 
quarrel—— 

Mr. DiSatie. The only thing we proved is that we did no harm 
with it. 

The CuairMAN. That might be right, but the farmers themselves 
are not getting the benefit of these prices that the people are led to 
believe in the press that consumers must pay. That is all I want to 
bring out. ‘Today the farmer is not getting the price for cotton or for 
wool or for wheat or anything else in keeping with what the people 
have to pay for bread, nor is he getting it for beef cattle. 

Senator ScHorepret. That is right. 

Senator Bricker. It simply proves that the law of supply and 
demand is still rather effective. 

Mr. DiSauue. The law of supply and demand is still getting along. 

Senator Moopy. Mr. Chairman, I think in the light of what has 
been said in the last few months, all of which is accurate, of course, 
it might be added that Mr. Wilson stated this morning that the real 
impact of our military spending has not yet hit us, and that this is a 
period of comparative lull, after the initial speculative rise, inventory 
rise, and that the reason that an adequate price control system is 
needed is because of shortages that will make this law of supply and 
demand a destructive thing if we do not centrol it properly when the 
large military production does start rolling. 

The CHarrRMAN. I do not question that. Mr. DiSalle says himself 
in heavy industries you have a shortage now, and you are going to 
have a worse shortage in steel and so on. I am talking about farm 
products. The law of supply and demand rules what winter wheat 
you are going to have in Kansas, or what fruit crops the Florida people 
and Texas people will have next year. 

Senator CareHartr. Mr. Chairman, I want to offer an amendment 
that we ought to put in here, and that is making it illegal for any 
Senator, Mr. DiSalle, or any other Government official to continually 
tell the American people that prices are going to go up, because if we 
continue to talk that way, we are certainly going to strike the 
people— 

Senator DouGtias. Senator Capehart, do you propose a penaliza- 
tion? 

Senator Capenarr. I think maybe we ought to have that. 

Senator DouGias. What if prices do go up? 

Senator Moopy. You mean you want to fool them and tell them 
they will not go up. 

Senator CapEHART. You think they will go up? 

Senator Moopy. I think when the full impact of defense production 
hits, of course they are going up unless we have adequate controls, 
direct and indirect, to stop them. Do you not think so? 

Senator Carenarr. I thought we had a price control here that was 
going to freeze prices and control prices. 

Senator Moopy. I said adequate. . 
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Senator Capenartr. And wages. Now you gentlemen that represent 
the administration tell everybody that prices are going up. I get back 
to the original question I asked Mr. DiSalle, and | asked the President 
in a letter the other day, if we give him what he wants, will he 
guarantee tower prices, or guarantee that prices will not go up. 

Mr. DiSaute. What do you mean by “‘lower prices’’? 

Senator Capenart. Will you guarantee lower prices if we give you 
what you want? 

Senator Doveias. Lower than now, or lower than they otherwise 
would be. 

Mr. DiSauue. Lower than what? 

Senator Capenart. Than they are now. 

Mr. DiSauue. Well, I will tell you what I will do with you, I will 
guarantee you we will have lower prices ‘than we will have under the 
amendment. 

Senator Moopy. What amendment? 

Senator Bricker. That neither one of you can prove. 

The Cuairman. That is right. 

Senator CaPpeHART. If we give you what you want, will you quit 
telling the American people every. day that prices are going to go up, 
that you have no price control, that you have nothing to control this 
thing with? That is what I am getting sick and tired of. 

Senator DouGLas. Suppose prices do go up. 

Senator CapEHartT. Everybody is saying prices are going up $10 
billion, $15 billion, leaving the impression that we have no price 
control. 

Mr. DiSauue. Senator, I have been asked by the press countless 
times since this amendment was adopted whether prices were going 
up or not, would I make a prediction, and I have told them many 
times I just could not predict whether prices would go up or not. 
Senator Capenartr. If we repeal the amendment, would prices go 
up? 

Mr. DiSauie. What I did the other day with 17 or 18 manufac- 
turers present at a meeting, I asked them whether they would have 
higher ceilings under this law, and they all said they would have higher 
ceilings. 

Senator Capenart. If we repeal the amendment, will prices go up? 

Mr. DiSauue. They might, but certainly not as high as they would 
go up if you keep the amendment. 

Senator Carenart. You are avoiding the question. 

Senator Dove.ias. No. 

Senator Moopy. He is telling you the truth. 

Mr. DiSauue. | am giving you a direct answer. 

Senator Carenart. They will go up. 

Senator Dovetas. Not as much as they would under the Capenart 
amendment. 

Senator CapEHART. But they would still go up; is that right? 

Mr. DrSatue. I am not sure they would go up. 

Senator Bricker. The inventory situation in most businesses is ver y 
good at the present time, is it not? 

Mr. DiSauxe. It is very good at the present time, but there is no 
guaranty that inventories are going to last forever. 

Senator Bricker. That is true. The only thing that would force 
up prices, then, would be the expenditure of Government money, and 
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more money going into wages and salaries that would be more pay 
for the things that people want. Their desires would go up and they 
would buy more of them if the inventory situation stays the same. 

Mr. DiSauux. Business is going to expand during the next year: 
they are going to expand productive capacity. They will need money 
to do it with. 

Senator Bricker. Who was responsible for this fictitious, I think, 
statement that prices under this amendment would go up from 5 to 8 
percent? Mr. Wilson made a speech out west and said 8 percent of 
the total cost of living in this country; it would make it go up $16 
billion. Where did that come from? 

Mr. DiSatuie. I read Mr. Wilson’s speech very carefully. He said 
one estimate was that. 

Senator Bricker. What was that estimate; where did it come from, 
do you know? 

Mr. DiSauue. I do not know exactly. 

Senator Bricker. It did not come from you? 

Mr. DiSaue. No. 

Senator Bricker. You do not know who did make that estimate? 

Mr. DiSatue. No, I just do not know. 

Senator Carenart. Mr. Wilson said this morning that the stage 
was now set for higher prices due to the escalator saune. 

Senator Dovetas. Due to many things. 

Senator Bricker. What has been the relative increase in wages 
compared with the cost of living since the enactment of the law? 

Mr. DrSaute. I would say that manufacturing workers have kept 
pretty much pace with the cost of living, but the majority of other 
workers are below it. 

Senator Bricker. You do not have the percentage figures? 

Mr. DiSauue. I do not have the percentage figures currently, but 
the last time I saw them, I think there were 25 or 30 percent of the 
American workers that had received no increase since the 10-percent 
formula had been adopted, and outside of manufacturing workers, 
the other group who are in there received part of it. 

Senator ScHorppPe.. Mr. DiSalle, is this a fair statement to make, 
that irrespective of what we do here, or what you recommend be done 
now, that if we have additional transpor tation rate increases granted— 
and they are in the process of being granted; let us assume that they 
are—and if the wage increases are granted that Mr. Wilson testified 
to are in the making and that is added when this increase comes, then 
another group asks for a break and feels they are entitled to it, then 
let us assume these increases come irrespective of everything you do, 
everything we might do; is it not fair to tell the American people 
honestly and forthrightly that prices are going to be reflected in 
the articles all of those things enter into, and that they are going up? 

Mr. DiSaue. There seems to be a difference of opinion here on 
that. I feel that, in reply to a direct question, I certainly would 
state my honest opinions. 

Senator ScHorprEL. That is what I want. 

Mr. DiSatue. As to what would happen; but I do not necessarily 
subscribe to the theory that a wage increase automatically has to be 
reflected in a price increase, or that a cost of transportation has to 
automatically be reflected in a price increase. Certainly an examina- 
tion should be made individually as to whether that cost increase 
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might be absorbed as a result of an increased volume of business that 
a company is engaged in. It is certainly no different than that 
company itself would take into consideration in ordinary times. 

If a company is in a tough competitive position in ordinary times, 
and they got an increase in wages, their first question is whether they 
might be able to absorb it in order to keep their market. 

Senator ScHoEpPPEL. I am thinking now in terms of the legitimate 
business, running a good competitive business, running on a fairly 
honest margin of profit, and then these other factors come in. There 
is nothing for him to do but to reflect that unless he is losing money. 

Mr. DiSauue. I think as a general rule you might say that that is 
o; that there are a good many industries today that are not in a posi- 
tion to absorb any additional increases, but we cannot tell that unless 
we are permitted to make individual examinations. 

Senator ScHorpre.. But the point we want to make to be fair 
with the people, and honest with them, is that if all these contributing 
cost increases—transportation, wages, and say, higher interest rates— 
come about, we might just as well be honest with the people, and not 
try to fool them. 

Mr. DiSauue. My job is not to plan for price increases. In fact, 
I like to put them out like blood transfusions. Our job is to try to 
maintain the present level of prices, and lower, wherever possible. 
That is our job, and where we have to give ground, we give it with a 
lot of reluctance. 

Senator ScHoepreL. That is the complaint I get from some of the 
fellows who think they have a legitimate right to an increase. Run- 
ning on a close margin, they say you fellows are slow in doing anything 
for them. Of course, I am not criticizing; that is the report I get from 
quite a few places. 

Mr. DiSauue. I suppose if I had an application pending, I would 
feel it was slow if it took 2 or 3 weeks to process it, but you can imagine 
with the kind of organization we have with 4 million businesses to 
control, to establish prices for, there might be some delay in those 
applications. 

The CuatrMan. Now, without objection I am going to ask per- 
mission to have Mr. D1rSauue’s full statement printed in the record 
at the end of his testimony. 

Mr. DiSalle, how much more of this did you wish to read? Take 
your time, but I notice you skipped several pages. 

Mr. DrSatue. Let us skip several more. I think we will go to the 
distributive trade amendment, on page 16. That is the amendment 
some people have referred to as the Herlong amendment. 

The Cuarrman. I think you ought to take this up with the House, 

Mr. DiSauue. We certainly intend to take it up with them. 

Section 402 (k), like 402 (d) (4), purports to correct what I freely 
admit is a problem in price control. But like the section already 
discussed, it raises new problems more numerous and more difficult 
than the old ones it tries to solve. This section provides generally, 
with an exception to be discussed later, that no price ceiling may be 
set which would deny to distributors— 
their customary percentage margins over costs of the materials during the period 
May 24, 1950, to June 24, 1950. 

According to the statements made when this amendment was 
introduced, it is based on the assumption that the maintenance of 
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historic margins is fair and necessary and would not interfere with 
tight price control. The facts are otherwise. 

As distributors’ invoice costs rise, an unchanged percentage margin 
leads to higher gross profits. This is fair and necessary if the distribu- 
tors’ operating costs are rising at the same time and in approximately 
the same proportion. All past experience shows that operating costs 
and invoice costs do not increase at the same time or in the same 
amount. 

In fact, distributors’ operating costs fluctuate less than their sales 
volume. Consequently, their operating cost per dollar of sales decline 
as sales increase, and vice versa. ‘The figures for 1950 show a decline 
in the expense rate—that is, the ratio of operating costs to sales 
volume—as sales increased following the Korean outbreak. 

It was claimed in support of this amendment that a substantial 
portion of distributor’s costs were directly related percentagewise to 
cost of goods. Examples given were occupancy costs, selling com- 
missions, insurance, credit, losses, and similar factors. 

In many cases, however, occupancy cost is fixed. This is particu- 
larly true of those large re tailers who oce upy their own buildings. 

The CuarrmMan. You are familiar with Senate Report No. ‘470 on 
the Defense Production Act the Senate passed, page 15, retailer’s 
margin of profit, in which we stated that this committee had gone into 
all of that, and thought certain things. I want to be frank, as far 
as I am concerned as chairman of this committee, that after what 
happened in the conference, if you are going to make a change in that, 
you will have to take up with the House because they were firm in the 
belief that that was a right amendment, and refused to yield. 

Senator Bricker. They threatened to break up the conference, 
and said they could not get the bill passed in the House. 

The CHAIRMAN. They said they would not take it back. I am 
being frank with you. 

Mr. DiSaute. If this Banking Committee is still convinced, | 
certainly will waive the reading of this brilliant argument and go on to 
something else. 

The CHarrMAN. No; we do not want you to do that. I am only 
suggesting to vou what happened in the conference, which is no secret. 
I do think if you are going to have any change whatsoever, we have 
stated here, some of us, that if we can amend Senator Capehart’s 
amendment to carry out what he intended to carry out, and what 
we intended to carry out to stop the gougers and have a fair profit, we 
will do it. But this thing purely came from the House. 

Senator Dovueias. Mr. Chairman, I would like to point out that 
the amendment which was presented to the Senate was defeated on 
the floor by a vote of 55 to 31, and that the House amendment which 
was adopted, had no roll call upon it, so we do not know precisely 
what the sentiment of the House was. 

The CHarrMan. We know what the conferees said. 

Senator DouGLas. We know the sentiment of the Senate was almost 
2 to 1 against this Herlong amendment. 

Senator Moopy. Did the conferees of the House, Mr. Chairman, 
indicate they would insist on the word “percentage’’ as against the 
words ‘‘dollar mark-up’’? 

The Cuairman. I am not going to commit myself on the wording. 
I do not remember exactly what wording they used, but we put 
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language in there to protect the business people, we thought, in our 
report on page 15. As I remember, they said if we were going to 
tamper with that there was not any use of continuing the conference. 

Senator Bricker. That is right. 

The CuHarrMAN. That was the substance of it. I am only telling 
Mr. DiSalle that so he will not bring it up here. We made our 
report i. which we stated we believed the business firms should have 
a fair margin. 

Mr. Disaute. If there are no questions from the committee, I will 
move over to the question of quotas. 

The CHarRMAN. I was giving you some free advice you probably 
do not need. I wanted you to know the facts. 

Senator Bricker. I think we all understand the problem. 

The CHatrRMAN. Of course we do. 

Senator Moopy. Are you convinced that the House will not act so 
it is your plan not to review this subject? 

The CuarrMan. No, not at all. I merely suggested that he should 
make that very plain before the House committee. 

Senator Dovuatas. I take it it is almost the unanimous opinion of 
this committee that this amendment should be eliminated from the 
bill. 

Senator Bricker. No; that is not true. Some of us voted for it 
on the floor. 

Mr. DiSauue. He said practically unanimous. 

Senator Bricker. On page 20 of your statement you say that 
industrial molasses has risen to about four times its pre-Korean price. 
Can you give the reason for that? 

Mr. DiSauuz. I would not be able to definitely give you the reason. 
We know that the price has gone up that much. I suppose the 
question of supply would enter into it, and the possibility, too, is 
that speculation might enter into it. 

Senator Bricker. If it were speculation, you could take care of it. 

Mr. DiSauue. Well, what we are talking about is the question of 
applying a percentage margin to a cost that has increased four times. 

Senator Bricker. But that would not apply to your speculation, 
the profiteering end at all. 

Mr. DiSatutz. No—vyes; we are talking about the cost of the 
molasses to the distributor. Say that molasses were selling at a 
dollar a gallon, and moved up to $4. The distributor then would be 
entitled—say we guarantee him his historic margin, which might be 
25 percent. On $4 molasses he would be entitled to a dollar, whereas 
he was entitled to a quarter. 

Senator Brickrr. But that would not account for the increase. 

Mr. DiSauup. No; not of the cost, but it would account for the 
increase to the ultimate consumer. 

Senator Bricker. A portion of the increase would be covered by 
that. 

Mr. DiSauie. Seventy-five percent of it. 

Senator Bricker. Why under the law could you not have covered 
that situation-—the law you already had? 

Senator Dova.as. It is just a customary percentage. 

Senator Bricker. That took place when the law was in effect. Did 
that not come under your jurisdiction? 

Mr. DiSauur. This is only cited as an example. 
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Senator Bricker. Why did you not handle that? 

Mr. DiSatis. We might have. It is just cited as an example of 
what might have happened. 

Senator Bricker. If one material could increase four times over, 
after pre-Korean prices, when you had the old law you say now you 
want back again, it seems to me that somebody has been asleep at 
the switch. 

Mr. DiSautr. I would not say that any organization has been 
asleep at the switch. 

Senator Bricker. Why would molasses go up four times over? 

Mr. DiSauuie. It went up at January 6 when we issued our genera] 
price ceiling. 

Senator Bricker. But you did not roll it back. 

Mr. DiSauue. I am not sure. We may have. 

Let me say it is possible that we did not reach it. You see, there 
are thousands of items. We have issued somewhere in the neighbor- 
hood of 500 regulations. 

Senator Bricker. This increase, then, was before January 26; 
was it? 

Mr. DiSauue. Yes; up to January 26. 

The CHarrMaNn. I want to call to the attention of the committee 
that Mr. Johnston is to come at 10 o’clock in the morning. His 
statement is here. 

Now, another question that I have been requested to ask by the 
State Department. The State Department wrote a letter, and we 
said that we would discuss the question of fats and oils without any 
amendment—there is no amendment here. Now they have asked me 
if it would be agreeable if Mr. Thorp came over tomorrow morning, 
and the reason | ask is because of the hour. Will it be agreeable, 
after Mr. Johnston is through, to discuss with Mr. Thorp the question 
of fats and oils? Will we agree to do it? 

Senator Bricker. Certainly. That came up in conference. 

The CuarrMan. That is correct. 

Do you think it would be a wise thing, for the House to take up 
some of these amendments while the Senate takes up others, or are 
you going to ask the House to take them all up, too? 

Mr. DiSauue. That is right. I think they both ought to take up 
all of them. 

The CHatrMAN. I have an engagement, and I will ask Senator 
Douglas to preside. 

Senator Douauas. Mr. DiSalle, would you continue. 

Mr. DrSatue. All right. I am going to skip the distributive trade 
amendment and go to beef. 

I also spent some time on May 15 telling you about our price con- 
trol program on beef. Here again, we thought we were building 
well, and were proud of our short record. Trying to profit by the 
mistakes of World War II price control, we started our program— 
our very first action—with a regulation setting up slaughter quotas. 
This device was used during part of the World War II period. While 
in use it showed itself to be an effective and workable way of avoiding 
black markets. 

I also told you about our program for beef roll-backs for this 
summer and fall. After consideration, Congress decided that the 
future roll-backs should be prohibited. However, Congress rejected 
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propusals for decontrol of beef which had been strenuously urged. 
Congress demonstrated that it wanted OPS to maintain ceilings and 
to make them effective, workable, and firm. 

But at the same time, acting on the pleas of those who wanted no 
controls on beef, Congress threw out the system of slaughter quotas 
upon which an effective and sensible controls program must be 
based. 

This has resulted in an inconsistency between the objectives of 
price stabilization expressed by Congress and the procedures pro- 
vided for achieving those objectives. 

Without slaughter quotas our efforts to maintain effective price 
controls on beef will be mgde vastly more difficult. It may well be 
that the issue presented to Congress is whether we shall have meat 
price controls or whether we shall not. 

I realize that this is putting the matter strongly. 

Senator ScHorepreL. Do I understand you, Mr. DiSalle, to say that 
the issue presented to Congress is whether we shall have meat price 
controls or whether we shall not? Do you mean price controls on 
the entire field, or only on beef? 

Mr. DiSauue. It may well be the issue. I will go into that later 
on and tie it into the entire stabilization program. 

Senator ScHoEpre.. Just beef, or all meats? 

Mr. DrSaute. All meats—the entire price control program. 

Senator ScHorprreL. I wondered whether you were putting the 
crown of glory on beef alone for all of this. 

Mr. DiSauue. Well, it could very well be. It is going to be very 
difficult to maintain over-all price controls if we are going to permit 
beef prices to rise without any limitation. It is going to be very 
difficult to convince the worker that he is not going to be entitled to 
wage increases if beef prices continue to rise. After all, it does 
represent 13 percent of the food dollar. 

Senator ScHoepret. And you have got already a 10 percent roll- 
back on beef, is that right? But the question is whether we are going 
to be able to maintain it without quotas. 

Senator CaPpEHART. Do you really feel that the whole price control 
and wage control structure might break down on those two words, 
“slaughtering quotas’’? 

Mr. D1Sautur. We have no way of knowing how effective we can 
make a meat-control program without the right to allocate the supply 
of meat. 

Senator CAPEHEART. You had a quota system now for how long? 

Mr. DiSatue. About a month. 

Senator CaprHart. And have meat prices gone down? 

Mr. DiSauuz. No, they have been going up. We point that out 
here. 

Senator CapEHART. Pork is coming down. 

Mr. DiSaue. Just a little bit, but cattle prices have been moving 
up. 

Senator Carprnart. Of course, when you speak of meat, you have 
to speak of both pork and beef. We eat more pork than beef. 

Mr. DrSatue. We are talking about beef right at the moment. 
The pork prices have increased, hog prices have increased steadily 
from January. Only in the past week or 10 days has there been some 
limited sloughing off in price. 
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Senator CapEnart. They are still below parity. 
Mr. DiSaute. Stil below parity, but, of course, parity has escalated. 


Hog prices have gone up about $3 a hundred since January, and they 
are still below parity. 


Senator Dova.as. Go ahead. 

Mr. DiSauux. I do not mean to suggest that we will revoke price 
controls on meat if you do not give us back the power to control 
slaughter. On the contrary, we will not give up. We will do our 
best to make meat price control work even without quotas. We will 
do this because we have to, because we know that the end of meat 
price controls might mean the end of the whole stabilization program. 

But the whole experience of OPA indicates that without slaughter 
quotas we cannot deal effectively with the black market and we 
cannot protect the legitimate packer and meat distributor against 
tserious losses. 

Slaughter quotas are important for several reasons. 

Senator ScHorpPe.. I know you cover certain phases of this later 
on—I am sure that you do—but may I ask this: You say you cannot 
deal effectively with black market. “How long have you had slaugh- 
tering quotas on? 

Mr. DiSatuie. How long? The first order that we issued. We 
put it in effect, I think—we give the date here. I think it went into 
effect in February. 

Senator Scnorrpet. Now, you had slaughtering quotas at that 
time? 

Mr. DrSauue. Yes. 

Senator ScHorpreL. And no one was questioning them seriously 
at that point. You were working things out, and you had black 
markets developing. If I remember the testimony correctly some of 
them could not put their fingers on it, but you had a licensing system 
of slaughterers, and you had a quota system for slaughterers, and 
you still have black markets. 

Mr. DiSatuie. We had no black markets, as such. There just was 
not any place we could lay our hands on the existence of black markets 
during that period. 

Senator ScHoreprEeL. Then what reason do you have 

Mr. DrSatite. We have had several charges made about black 
market, and each time we query the people who made the charges, 
they say the evidence is not available, the records have been destroy e d, 
or things of that kind. 

Senator Douetas. I think the record shows that the people com- 
plaining about black markets did not submit evidence to this com- 
mittee to that effect, though they were requested to do so. 

Senator Scuorppen. Most of your fears are anticipated rather than 
an actuality; is that not correct? 

Mr. DiSatue. I point out in this statement what has developed in 
the past month, since the elimination of quotas. 

To begin with, our cattle price ceilings may be unworkable without 
quotas. Already there are signs that cattle prices are beginning to 
run away from us. Our ceiling on prime cattle is $37 at Chicago and 
yet in the last few days prime cattle have been selling on the Chicago 
market at $39. 

Senator CaprHarr. Tell us, if your ceiling is $37, and if it is illegal 
to pay more than $37, how they can be selling for $39. 
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Mr. DiSaute. I will give a very good explanation of that. 

Senator CaApEHART. You are going to tell us how that is possible? 

Mr. DrSauue. That is right. 

Senator CapreHArt. Is it not illegal? 

Mr. DiSatte. No, it it not illegal, and I will tell you why. 

Senator CapnHart: Why is it not made illegal, then? 

Mr. DiSauue. We also tell you why we cannot. 

Senator CapeHART. Is Congress to blame for that, too? 

Mr. DrSatue. I do not want to blame Congress for everything. 

Senator Capenart. If you cannot control—if the price of cattle is 
$37, and they are now selling at $39, there must be some other changes 
needed. 

Mr. DiSatuer. No; just give us the quotas back. 

Senator CapeHart. How will the quotas affect it? 

Mr. DiSaute. We explain that very completely. 

Senator Capenart. Did the fellow—— 

Senator Dovatas. I suggest we allow the witness to proceed. 

Senator Caprenart. The fellow that paid $39 for cattle in Chicago 
yesterday, did he violate the law? 

Mr. DiSauuie. He may not have. 

Senator Carenart. He may not have violated the law? 

Senator Doucuas. | suggest we allow the witness to proceed. 

Senator Scnuorrpet. Mr. Chairman, just a minute, there may be 
certain premises here that we may want to establish in the light of 
what later comes in this explanation. I would like to ask at this point, 
if | may, you established in every butcher shop in the country prices 
at which they can sell certain cuts of meat; did you not? 

Mr. DiSauue. That is right. 

Senator ScuorrreL. Now, you have recognized over 13,000 
slaughterers throughout the ‘United States. 

Mr. DiSauie. Correct. 

Senator ScHorprEL. Now, if they sell cattle at a higher figure than 
$37, and you say they can, and apparently you do not have the ma- 
chinery or you have not seen fit to say that you can only sell a certain 
grade of cattle at $37, Chicago, then there is a limit or a place in there 
that certainly the man cannot sell his meat legitimately any place in 
the open market without absolutely showing up the fallacy of these 
regulations; is that not true? 

Mr. DiSatue. No. 

Senator ScHOEPPEL. Why is it not? 

Mr. DiSatuie. Well, if I may be permitted to go on, we go into a 
very detailed explanation on this subject, and we go through it step 
by step, and I would like to take it in that order, because it is joined 
together in an orderly fashion. 

Senator Dovua.as. I would suggest we allow Mr. DiSalle to proceed. 

Mr. DiSautie. Not only that, but legitimate packers in the Middle 
West, old and substantial companies, cannot purchase cattle at the 
price compliance levels. One company is down to 35 percent of 
normal volume. Its former quota is already going somewhere else. 

You may ask why we need quotas to make cattle ceilings work; 
why we do not simply put our enforcement people on the job. The 
answer to that is they are on the job; we have a vigorous enforcement 
program. But aggressive enforcement, although it is essential to 
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support controls, is not enough. This is because of the way the cattle 

ceilings work. 

; Senator Capenart. How many people have you prosecuted to 
ate. 

Mr. DrSatte. I would not have that figure. 

Senator CaApEHART. Have you prosecuted any? 

Mr. DiSauue. Yes, certainly. We have not only prosecuted some, 
but there are a number of cases pending in all stages, at the district 
level, at the Washington level, and at the Department of Justice. 

Senator CapEeHart. Would you place in the record the number of 
cases you have prosecuted to date? 

Mr. DiSauue. Certainly. 

Senator Capenart. Mr. Chairman, I suggest that we have that. 

Senator Dove.as. Mr. DiSalle will supply it. 

(The information referred to follows): 


SuMMARY OF DISPOSITION OF INVESTIGATIONS 


As requested in Mr. O’Malley’s memorandum of September 4, 1951, addressed 
to John C. Mertz, the following is a cumulative summary of disposition of investi- 
gations through July 31, 1951: 


Number of no violation cases closed__........-...-------------.- 6, 356 
Fenieneth re GUI NG oon in 5 i chee ds deen heWen cc dieey an 138 
i an, tne oe mineietin tat « idl > 5 cingpigeeretem 25 
Ca rin gal whlinbine ih kk et dll 8 
I nk ee eaue eee cose see sum 5 
Criminal actions filed _ _ -_-- SMG ul hid Seep ddan Usseuew 7 
NN as re tered 5 oi a, dls biate noth bh eens 1 
Number of compliance conferences held__-_-...-...-------------- 4, 265 
Number of cases closed after conference____._._._---------- 1, 626 
Bettina y Sr... os. 5c wea awe ale es Ble ees ee 130 
puis eh ene oc ee ee ae ei cea $123, 770. 83 
Pets 66 CONE RIER. os aide dt escec wc deli d Heute ntti es $39, 990. 37 
Surveys: 
te aw te Oe dee a 227 
ee NI eat ste ee I en ale aneatiemacueans 95 
eteneannta hontai ss a eek Le 90, 180 


The following are figures accumulated with reference to the Monthly Adminis- 
trative Summary of Investigations for July 1951, including all district offices, the 
Washington office, and the Territories: 


Total caves nomaing 066 OF Dies ee Soe ee Seen oe 4, 312 
Tatel cases ouened-Guriee July... | oc. ns sh hee Sa Jax 6, 712 
TOthl eaees COMmIOtEd CUTINe JULY. =. oo. on hin on dese ~~ 3, 195 
Total cases pending end of July_____-_- LORS a : 8, 887 


The August 1951 statistical reports from field offices are now due, and a cumu- 
lative summary will be available within the next week to 10 days. 

As of August 31, 1951, the Office of Enforcement had referred 1,368 cases to the 
Department cf Justice. 

Mr. DrSauue. All of you know that the worth of an animal de- 
pends on its quality or grade and on the amount of meat it will yield 
when slaughtered. You also know that you cannot tell the grade 
and yield of an animal until it is slaughtered. 

For this reason we do not place a ceiling on the individual animal. 
Our ceilings are limits on what a slaughterer may pay on the average 
for all cattle slaughtered during an accounting period. ‘There is no 
ceiling on the individual animal, nor is there any ceiling applicable 
to the seller. Slaughterers may pay more for one head or lot of cattle 
provided they pay less for another head or lot. They are in com- 
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pliance with the regulation if their purchases average out at the end 
of the month. 

It is not practical under ceilings of this type to police individual 
purchases since no individual purchase is a violation of the regulation. 
Hence it is possible for one or more slaughterers to bid up the price 
beyond compliance limits in a particular market and other slaughterers 
must either pay the price or withdraw from the bidding. 

The quota system made the compliance ceilings workable by 
operating as a limit on the volume of livestock for which any slaughter- 
er could bid and as an assurance to each slaughterer that he would 
obtain his normal share of the total available supply without bidding 
up the price. It also automatically deterred violations of the com- 
pliance ceilings because there would be downward adjustment of 
quotas in the event of such violations. 

That is the situation on beef. We may not be able to hold the 
cattle ceilings without quotas. The first 2 months of OPS price 
control demonstrated that vou cannot hold beef prices without cattle 
ceilings. And I dislike to think of what will happen to our economy if 
we cannot control the price which the workingman must pay for so 
important a food item as beef. 

That is only one part of the story. I know that many people in 
Congress believe that since we can still register slaughterers, we can 
control the black market even though we do not have quotas. This is 
a misconception. Registration helps. We are better off with regis- 
tration than without it. But it is not enough. Meat price controls 
are so complex that we need every weapon in the control arsenal. 

Quotas assure each packer of his normal share of the total available 
supply of livestock. If a packer gets his normal volume and if our 
price regulations are fair and equitable, a packer can make a profit. 
If the average packer can make a profit he will not violate our ceilings. 
This is because the average packer, like the average businessman in 
other fields, is basically law-abiding and wants to obey our regulations 
even when he does not like them. 

But if a packer finds his kill way down he knows he is going to lose 
money. You can write and rewrite your ceiling prices until dooms- 
day, but in a narrow-margin business like meat packing, there is no 
way a packer can break even let alone make a profit, if his volume is 
wav-down. 

What is likely to happen in a situation like this is that the packer 
looks around and sees the chiselers taking the livestock away from 
him. He has been in business for years and has an investment to 
protect. The temptation to pay overceiling prices for cattle in order 
to get his volume up is almost irresistible. Experience shows that 
some packers suecumb to the temptation, pay overceiling prices for 
cattle and then charge overceiling prices for meat in order to come 
out. The strictly honest ones suffer. 

That is the beginning of the meat black market. It starts with the 
packer but it goes all the way down the line. The wholesaler and 
retailer go to the legitimate packer who has supplied them all along 
and find he has no meat. If they want to stay in business they must 
buy meat from the chiseler at overceiling prices, and if they want to 
make a living they have to resell meat at overceiling prices. 

The net of all this is that the honest businessman suffers, other 
businessmen are forced to go black, and the consumer has to pay 
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overceiling prices for meat—all because livestock are diverted from 
normal channels. 

And, of course, when cattle go into the black market, there are the 
added disadvantages of unhygienic slaughtering, loss of animal by- 
products used in making vital drugs such as insulin and ACTH, and 
loss of valuable hides. 

You have heard a great deal about the black market in meat under 
OPA. The point I want to make is that under OPA, the problem 
was not production but distribution. Meat production was high and 
increased steadily all during OPA. Similarly our problem is not one 
of production but rather of distribution. Quotas enable us to preserve 
a normal distribution pattern. 

There is a third reason why a slaughter quota system is essential. 
It is necessary to assure fair distribution of meat among civilians in 
eases where the Armed Forces take a large proportion of the available 
meat supply. 

We have about 3,500,000 men under arms. They will need plenty 
of meat. 

The Armed Forces get their meat only from federally inspected 
plants. 

These federally inspected plants are the only ones which can ship 
meat across State lines. 

Every area of the country, except the Middle West, consumes a 
great deal more meat than it produces. Consumers in Boston, Phila- 
delphia, Atlanta, New Orleans, Seattle, and Los Angeles all depend on 
interstate shipment of meat. They depend on the same federally 
inspected plants from which the Armed Forces get their supplies. 

Under the quota system, we can and we do give greater quotas to 
plants which supply the Armed Forces. This means that federally 
inspected plants are able to get enough livestock to supply meat to 
the men in our Army, Navy, and Air Force and also to ship meat 
across State lines to civilian consumers in those States which do not 
produce enough meat. 

Before May 1951, when we adjusted our quotas to provide for the 
Armed Forces, the Quartermaster General was experiencing difficulties 
in filling military needs. After this provision was made, the Defense 
Department reported to us that those difficulties had disappeared. 

In the last war, before quotas were established, somebody suffered— 
either the Armed Forces did not get enough meat or civilian consumers 
outside the Middle West did not get enough meat. We do not want 
this to happen again. But it is very likely to happen if we do not have 
slaughter quotas. 

We are receiving numerous protests from trade associations that the 
industry is meeting increasing difficulties in obtaining livestock sup- 
plies. The National Association of Meat Producers and Wholesalers, 
which includes a large proportion of the customers of the slaughterers; 
the Metropolitan Slaughterers Association, who represent virtually all 
independent slaughterhouses in the metropolitan New York and New 
Jersey area; the National Association of Independent Beef Slaughter- 
ers, who represent a large number of independent slaughterers, all 
predict chaos in the distribution of meat without quotas and declare 
it is imperative that slaughtering quotas be ania if price control is 
to be effective. OPS is also receiving reports from individual slaughter- 
ers that, without quotas, they find it much more difficult to obtain 
livestock through normal channels. 
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The argument against slaughter control is that it limits marketings. 
This is wrong. It is based on a misconc eption of how the quota 
system worked. This is the way we administered the program: 

OPS consulted the Department of Agriculture every month. It 
then estimated the number of cattle, sheep, and hogs which would be 
brought to market. 

If the estimate was that the hogs brought to market in July 1951, 
would be 110 percent of those slaughtered in July 1950, each packer 
was permitted to slaughter 110 percent of what he slaughtered in 
1950. That way each packet was able to obtain the same share of 
the total supply of hogs he obtained in 1950. 

If more livestock was brought to market than OPS estimated, 
simply increased quotas. Sometimes it increased quotas in a par- 
ticular area. We did that within 24 hours in particular areas. We 
also acted on a country-wide basis to increase quotas. In July, for 
example, OPS increased hog quotas from 105 to 110 percent of 1950. 

The regulation was fle xible in meeting situations that were beyond 
the slaughterers’ control. Among suc h cases in our files is that of a 
fire at a feed lot. Within 5 hours of the first re port, the owner of the 
establishment was allowed to exceed his quota in order to slaughter 
all his damaged cattle. Nowhere was the flexibility of the program 
more evident than in the recent Kansas-Missouri flood. The action 
taken by the OPS to prevent serious meat shortages from developing 
included the transfer of quotas from damaged to nondamaged plants 
of slaughterers serving the metropolitan Kansas City area, and the 
waiving of quotas of other local slaughterers who were willing to service 
the outlying areas which were cut off from supplies due to crippled 
transportation. 

Of the total of 13,679 plants which were registered up to the time 
quotas were eliminated, on July 31, 1951, less than 1,200 slaughtering 
plants had requested adjustments. That only 9 percent found cause 
for even seeking adjustment is good evidence that the industry could 
operate under the slaughter quotas without undue hardship. 

OPS cattle quotas were usually below 100 percent. This is because 
in every month of 1951 to date, cattle ene have been below 
1950. They were below 1950 before quotas and they were below 1950 
after quotas. 

This is shown in the table below which also shows that in every 
month marketings have been below quotas. That is the answer to 
the argument that quotas limit marketings. 

(The table referred to follows:) 


Cattle: Salable receipts at 12 principal markets, January-July 1950 and 1951 


Cattle receipts 
(in thousands) oe ae 
Month Percentage, 


2 
rae r e 1951 of 1950 OPS quota 


1950 1951 
| 


January in 2 ee a - 878 
February . . .. ss. . : 724 47 
PEON. ii... .0- ee eS 766 | 665 
eg — : 711 | 696 
May.... ee a a i 799 | 711 
tae ; as 731 561 
OW sot. 5 ae 805 | 735 | 


865 


! Includes extra quotas for deliveries of beef under Armed Forces contracts. 
Source: U. S. Department of Agriculture and Office of Price Stabilization. 
83762-—51—pt. 4 6 
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Mr. D1Satie. Marketings have been low, yet we have more cattle 
on the hoof than in 1950. This is true because back on the farms, 
behind the markets, there are well-recognized variations in produc- 
tion in response to market conditions. These variations ae not 
coincide with market conditions. They lag behind or step out ahead. 
How much, depends on how long it takes to produce the particular 
animals for market. It may take as long as 3 years to plan and 
produce cattle and get them marketed. In hogs the period is less 
than a year. Since 1948 farmers have been increasing their cattle 
herds because of favorable feed prices in relation to prices of beef 
cattle. New producers have come into the cattle industry, and have 
been building up their herds. 

This expansion of herds causes more cattle to be held away from 
markets for breeding and for heavier weights. When farmers are 
building up herds, the ratio of slaughter to herds may be as low as 
30 percent. When they are reducing herds as in 1945, 1946, and 
1947, the ratio of animals slaughtered to those kept in herds was 40 
percent or more. 

This explains why the cattle population is a poor measure of the 
number which will be marketed and available for slaughter in a 
given year. It, and not quotas, is the real reason for the reduced 
marketings of cattle this year. 

Quotas do not restrict the total slaughter of cattle. Every head 
of livestock marketed can be slaughtered. When cattle quotas were 
set at 90 percent vou heard a lot of talk about “where was the other 
10 percent?” The answer is that there was no other 10 percent. 
The quotas in any given month are enough to absorb all cattle coming 
to market. The quota is not 90 percent of marketings for the coming 
month of 1951, but 90 percent of marketings for the corresponding 
month of 1950. 

Senator DovGtias. Do I understand your position is that if a larger 
number of cattle are sent to market than your quotas provide for, 
you raise your quotas? 

Mr. DrSatue. Yes; we have done it. For instance in the St. Paul 
market where they had an unusual run of calves, we adjusted the 
quota upward immediately to make adjustment for that. In Ala- 
bama, where they had a glut of hogs coming to market, we immediately 
made adjustment of quotas to make allowance for that. 

Senator Bricker. In the same way? 

Mr. DrSautie. Within hours, as soon as the situation becomes 
evident. 

Senator ScooeprEL. Mr. Chairman, since we broke in, I would 
like to ask this question. 

When cattle are ready to move out of the feed lots, for instance, in 
the big Blue Stem area in my State, where we have, I think, around 
400,000 cattle, normally over a period of about 2 weeks, 2 or 3 weeks, 
then in they go. They either go into the packers, some that are 
finished— they | are not finished, obviously—or they go to the feed-lot 
buyers for further feeding. How do you adjust those quotas to the 
packing houses? Do you mean to say that the farmer would not 
have to hold those cattle over in the stockyards in Kansas City, 
because those packers in there during those run times would say, 
“We cannot take any more cattle because we are exceeding our 
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quotas?” then they pile up. That is the complaint I am getting 
already on hogs 

Mr. as. First of all, Senator, in our original estimate for the 
accounting period, we include in the estimate of cattle coming to 
market those cattle through the feeding process and ready to market. 
Now, it is only in an unusual circumstance that in a particular area 
all the feeders in that area may decide to go to market one day. In 
fact, if they have anything to do about it, they do everything possible 
not to flood a market on any particular day, because if there is a great 
flood of cattle to market on a particular day, it means lower prices 
so their inclination is against that. But should that situation de- 
velop, immediately upon notification, we can increase the quotas in 
that particular area to take up any surplus there might be over their 
quota, adjust the quota up 5 percent, or 10 percent. 

Senator Dovetas. The purpose of the quota is not to restrict the 
total number of units marketed, but to insure that there is a fair dis- 
tribution between packers of the units which are marketed? 

Mr. DiSauue. The purpose of quota is to divide among the slaugh- 
terers the available marketings, the available cattle. 

Senator ScHorrret. What you are doing then, Mr. DiSalle, is this— 
I have heard you say you do not think that we will have to come to 
rationing meat to the housewife. 

Mr. DiSauue. That is right. 

Senator ScHoEPPEL. But what you are doing against the livestock 
raiser and the feeder is rationing that animal on the hoof back in the 
farms, and you just let those people move that animal into market as 
the packers want it? 

Mr. DrSatue. No; that is not so. He can move it any day that he 
wants. The only thing we do is say to the packer, ‘“You can only buy 
90 percent of what you bought a year ago because that is all that will 
be in the market,” but if it should be raised to 120 percent of what was 
available last year, we certainly will tell the slaughterer that that is 
his quota, 120 percent. 

Senator ScHoEPPEL. We have 6 or 7 million more cattle this year 
than last? 

Mr. DrSatue. Yes, but they are not coming to market. 

Senator ScHoEPPEL. That is a very good point, and one of the 
reasons why they are not coming to market now is because we have 
had so much of this uncertainty. First, they were confronted with 
a roll-back of nine more percent. They thought at one time that was 
adjusted. We had a good growing season. What happened all over 
the ecountry—and I am sure I am right on it; if I am wrong then the 
sources of my information from the ranches and feed lots all over the 
Midwest are in error—what they did was merely to open the feed 
pen gates when these disturbing factors came in. They did not go 
ahead to feed the corn into these cattle, alfalfa meal and all of that, 
but turned them out on pasture, and that is where a lot of them are 
today. Now we have uncertainty again, but the cattle are back 
there. The percentage of cattle is greater than we had last vear by 
far, and they are out there. They are going to have to move some 
time, and it looks to me as though—frankly I may be wrong, but it 
looks this way to me listening to your argument here— what you 
are distributing in order that we may have proper quotas among the 
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packers, you are saying to the cattle raiser and the man who puts 
them in the feed lot, “Well, we will take care of the big packer boys 
so they can distribute their products down the line, but we will just 
dam them up and let you bring them in only when those packers can 
use them.” That is going to be the deterrent factor with the farmers. 

Mr. DiSatxie. That is possibly the greatest misconception that 
has been stated today. January, February, and March, without 
quotas or ceilin~ on livestocks, marketings were still below the com- 
parable period of a year ago. 

Senator ScHoEPPEL. You do not get your heavy marketing in those 
months. 

Mr. DiSaute. Regardless, it is still relative. You would not have 
the heaviest marketings in January, February, and March of 1950, 
either. 

Senator ScHorrPe.. I agree with you on that, but I am talking 
about the areas, now. I am talking about the areas where these runs 
come in, where there is an overly large number that move to market— 
seasonal, thinking in terms of that. Those are things we have to 
take into consideration, and there must be some quick readjustments 
on those to compensate for that. 

Mr. DiSaute. I think most experts will agree with the statement 
that in this period of time they are building up herds because of the 
high price of cattle with relation to the price of grain. 

Senator ScHOEPPEL. I am inclined to agree with you on that. If 
they think the price is good, they are going to keep the “she’’ herd 
back. 

Mr. DiSauue. I think in constantly rising market—for instance, 
in January a cattle producer or feeder, if he fe alt he might get a — 
price for his cattle the next month, might hold down, if he could, 
his cattle were not just ready, and in February if he felt the ~ 9 
would be higher in March, he might still hold out. 

Senator Bricker. How do you adjust them, day by day? 

Mr. DiSauie. We adjust monthly. But we can adjust daily, and 
have. 

Senator Bricker. In anything except the instances you gave a 
while ago. 

Mr. DrSatite. You mean Alabama and St. Paul? The fire that we 
cite in here, the Kansas-Missouri flood situation, there is a very flexible 
program. We have done it every time it has been required. There 
has been no case—— 

Senator Bricker. Your 90-percent quota on standard beef cattle, 
has that been varied generally except on these unusual cases you cite 
here? 

Mr. DiSauue. Oh, ves, every month. 

Senator Bricker. Within the month? 

Mr. DiSauie. Only when occasion demanded. There has never 
been a case—— 

Senator Bricker. Has the occasion demanded? 

Mr. DrSatun. Well, the situation that I cite, I do not know how 
many more there might be in our files. The Alabama and St. Paul 


situations, being situations I am familiar with myself, but I know of 


no case where we have had a complaint of failure to adjust a quota 
upward when the marketings have required it. 
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The CHarrMaN. I am glad to hear that answer to the question, 
because that has been raised to me, because the Savannah River 
project, with the influx of people there, there would be no doubt 
about your raising the quota for those war workers. 

Mr. DiSauie. No. Under the standards that we have established 
for the granting of quotas, that was one of the economic factors, the 
economic necessity of the community. 

The Cuarrman. They are going to move 25,000 more cattle into 
that area in the next year, and they tell me there is some shortage 
there. Of course, you cannot keep it up as fast as they move, but it 
will be adjusted. 

Senator Bricker. Can you tell me why the big packers want it 
and the small ones do not? 

Mr. DiSauue. I do not think that is the situation. We have had a 
resolution from the Indiana Packers Association—— 

Senator Bricker. That does not include Ohio? 

Mr. DiSatue. I do not know whether it includes Ohio or not. 

The CHarrMAN. That is what I got from home. I did not vote for 
this, as you know, Mr. DiSalle, but that is exactly what the inde- 
pendent small packe rs tell me. 

Mr. DiSauuie. They come into my office and say that they needed 
quotas, and are opposed to price control, but as long as we are going 
to have it, they wanted quotas. 

Senator Bricker. What about the stock feeders, and the farmers? 

Mr. DiSauue. Stock feeders and farmers—I suppose they are 
generally opposed to it. 

Senator Bricker. Why is that? 

Mr. DiSatue. Well, the argument they give me is they claim that 
the packer uses it as an argument to drive their price down. 

Senator Bricker. I do not see—— 

Mr. DirSauue. Well, I would imagine negotiation between the 
slaughterer, feeder, and producer has been going on for a century or 
more as to what is the reasonable price for a lot of cattle, and I 
suppose the producer, no doubt——— 

Senator Bricker. If he has to hold them a day or two, he will sell 
for less. 

Mr. DiSauie. He might say if you do not pay my price somebody 
else will who has room in his quota forit. Itisa matter of negotiation. 
It is just like the grading of cotton. 

Senator ScHorpPEL. You can store cotton, but you cannot store 
cattle; they have to be watered, fed, and attended; and they have a 
shrinkage. 

The CuarrMan. There is no argument about that. I have told the 
independent packers in my State I would be glad to have them come 
here and testify because I am not going to shut anybody out. They 
claim the big packers will get the meat. I do not say they are right, 
| do not know. 

Senator Moopy. For the record, Mr. Chairman, I would like to say 
I have several protests from small packers in Detroit at the time these 
quotas were taken off, because they felt if they did not have quota 
protection they would not get the meat they needed to slaughter. 

The Cuarrman. They have nothing against big packers. I am 
only stating what happened. 
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Senator ScHorpre.. I want to say for the chairman, and for the 
record here, that I have absolutely not one single request in my file, 

unless it has come in since I have been here in the Senate today and 
here at this hearing, from my entire area. 

Mr. DiSau.e. Did you receive a copy of the resolution adopted by 
the National Independent Packers Association? 

I will supply that resolution and other material on that point for 
the record. 

(The information referred to follows:) 


STATEMENTS BY TRADE AssoctaTIOns FavorinGc SLAUGHTER Quotas 


The trade associations have made statements in favor of slaughter quotas at one 
time or another—before DR 1 was issued, while the quotas were in effect, and 
after they were banned. 

Before the issuance of DR 1: 

August 11, 1950.—The National Independent Meat Packers Association repre- 
senting the largest number of independent slaughterers in the trade, in a statement 
of policy on controls, registered opposition to Government controls used during 
the last war: 

“But if conditions make it absolutely essential that some controls be approved, 
these suggestions were approved by unanimous vote. 

* * * * * * * 

““(d) All species of livestock should be allocated under a quota allocation pla: 
which would assure the supply of livestock being channeled through established 
firms and proper protection designed to prevent black marketers from using the 
available supply in unlawful channels.” 

After the issuance of DR 1: 

February 14, 15, 16, 1951.—Western States Meat Packers Association (then 
with a membership of 335, including slaughterers as well as related businesses 
in nine Western States). At the fifth annual meeting of the association in San 
Francisco, vice president Albert T. Luer’s statement, as reported in the National 
Provisioner of February 24, is in the same vein: 

“‘Luer said that early in the discussion of price regulation, he had made the 
suggestion that if controls must come, slaughter licenses should be frozen, slaughter 
quotas set, and sufficient margin be.allowed for operation.” 

The beef committee of WSMPA also stated, according to the National Provi- 
sioner, that it ‘should also insist on equitable issuance of slaughter permits and 
quotas and proper administration of the distribution order so that livestock 
slaughter is done by responsible operators and detrimental expansion of slaughter 
facilities is avoided.” 

July 12, 1951—The National Association of Independent Beef Slaughterers, 
representing some of the largest as well as the smaller independent meat firms, 
said in a press release: 

“The ban on slaughter controls will not result in the slaughter of an additional 
pound of meat, but it will result in the slaughter of many of our independent 
slaughtering firms. Slaughter controls, in a period like the present, are the onl 
assurance independent slaughterers have of getting their share of meat animals for 
slaughter. Without slaughter controls, the supply of animals is gobbled up by the 
monopolists and by the black marketers. * 

‘We don’t want this situation to recur, and we ea to Congress not to turn 
the meat industry over to the monopolists and black marketers by abolishing the 
slaughter control program.”’ 

July 20, 1951—The Nationa! Association of Meat Processors and Wholesalers, 
Inc., which represents a large proportion of the customers of the slaughterers on 
whom they depend for their supply of dressed meat and packing-house products, 
were so concerned over congressional action to eliminate slaughter controls that 
they wired to BPA to express their fear that ‘‘there will be complete chaos in 
distribution of meat.” 

After quotas were banned: 

August 8, 1951—-The Metropolitan Slaughterers Association, Inc., who claim 
to represent virtually all the independent slaughter houses in the Metropolitan 
New York and New Jersey area, sent to OPS copy of telegram they addressed to 
Senator Capehart in which they said: ‘We believe it is imperative that slaughter- 
ing quotas be restored if price control is to be effective at all.” 











pro 


\ 
a fc 


on 


wh 
firn 
ave 


me 


for 
by 


co! 
sul 


pr 


an 


pr 
th 





A 


Ly wea 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2877 


NIMPA SraTEMENT OF Po.ticy ON ConTROLS AS APPROVED AucGustT 11, 1950: 
GENERAL SUBJECTS AND ACTION THEREON 


1. Registered opposition to controls features as follows: 

(a) Price ceilings 

(b) Quotas on meats 

(c) Rationing 

(d) Roll-back in prices 

(e) Subsidies 

But, if conditions make it absolutely essential that some controls be approved 
these suggestions were approved by unanimous vote: 

(a) There must be price ceilings on live animals which are fair to producers, 
so as to encourage continued and increased production. 

(b) Wholesale-meat price ceilings must reflect a fair margin for slaughtering, 
processing, and marketing meats derived from ceiled livestock. 

(c) Whatever live-animal price ceilings are approved must be accompanied by 
a formula for assuring price ceilings on all byproducts such as fats, oils, and hides, 
on a fair level. 

(d) All species of livestock should be allocated under a quota-allocation plan 
which would assure the supply of livestock being channeled through established 
firms and proper protection designed to prevent black marketeers from using the 
available supply in unlawful channels. 

(e) The association took no action and made no recommendations on retail 
meat prices. 

(f) Wholesale meat quotas should properly insure these protective measures: 

1. Established distributors should be given priority over new outlets such 
as those set up by black marketeers. 

2. Established nonslaughtering processors must be assured an uninterrupted 
and customary supply. This includes the granting of slaughtering quotas 
designed to permit such firms to use these quotas if necessary to have live 
animals slaughtered by custom killers. 

(g) In any roll-back of prices some arrangements must be made to compensate 
for depreciated values of inventories of legitimately established firms, but not 
by means of subsidies. 

(hk) The most troublesome element responsible for much of World War II 
control troubles was the impractical and impracticable slaughtering payments or 
subsidies. 

(i) Wages in the industry must be definitely tied in with livestock and/or meat 
prices. In other words, the ‘‘freezing’”’ and ‘‘modification”’ of wages and livestock 
and meat prices must always move together. 

(j) Livestock and meat prices must be adjusted simultaneously. 

(k) It is absolutely essential that every protection be given to nonslaughtering 
processors, so as to avoid the frightfully unfair punishment of that segment of 
the industry. 

(1) The wording formerly in the Barkley-Bates amendment to the OPA law 
in World War IT must be incorporated in the present legislation. 

(m) There must be no new facilities permitted or licenses granted until it is 
certain that present facilities are inadequate. 

(n) The present legislation must require Government agencies administering 
the controls to set up industry advisory committees, which committees must 
include large and small companies, and they must be consulted in all cases where 
changes are contemplated. This must be prescribed in the statute if it is to be 
effective. 

(0) All plants must be required to participate in supplying Government require- 
ments, and it is urged that a law designed to make Federal inspection available 
to plants such as was done in the Patman law during World War II, be passed. 

(p) To discourage black marketeers, all machinery, packing, packaging and 
container materials, tools, etc., must be distributed under strict priorities, with 
preference to established firms. 

(q) If slaughtering quota limits are to be established, it is very essential that 
the owner of the live animals slaughtered by custom killers shall be designated 
as the owner of a quota equivalent to the live weight of the dressed meat derived 
from the animals which had been custom-killed for him. 
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SPECIAL STEERING 









COMMITTEE TO WORK FOR THE ADOPTION 
APPROVED BY THE BOARD 


OF THE 





POLICIES 

















In order to aid in accomplishing the objectives approved in the policies outlined 
above, the Board approved the appointment of a special steering committee 
composed of those named below. 

The Board authorized the committee to employ help in preparing data, in- 
cluding consulting economists, and to recommend such special assessment as may 
be found essential to carrying out the work assigned to them. 


THE COMMITTEE 


Fred M. Tobin, president, Tobin Packing Co., Inc., Rochester, N. Y., chairman. 

W. G. Mueller, Jr., president, American Packing Co., St. Louis, Mo. 

Oscar Emge, Emge Packing Co., Inc., Fort Braneh,. Ind. 

Wells E. Hunt, president, John J. Felin & Co., Philadelphia, Pa. 

W. A. Barnette, president, Greenwood Packing Plant, Greenwood, 8. C. 

H. J. Guggenheim, president, Guggenheim Packing Co., Wichita, Kans. 

John A. Heinz, president, Heinz Riverside Abattoir, Inc., Baltimore, Md. 

Hugo Slotkin, president, Hy-Grade Food Products Co., Detroit, Mich. 

C. P. Elsen, comptroller, E. Kahn Sons Co., Cineinnati, Ohio 

L. E. Liebmann, president, Leibmann Packing Co., Green Bay, Wis. 

C. E. Finkbeiner, president, Little Rock Packing Co., Little Rock, Ark. 

Henry Neuhoff, Jr., president, Neuhoff Bros., Dallas, Tex. 

J. E. Thompson, president, reliable Packing Co., Chicago, III. 

W. F. Schluderberg, president, William Schluderberg-T. J. Kurdle Co., Baltimore, 
Md. 




























NATIONAL AssociATION OF Megat Processors & WHOLESALERS, INC., 
Washington, D. C., July 23, 1981. 

Following is copy of a telegram which we sent Friday night after the vote of the 
House of Representatives killing slaughter controls: 

Hon. Micuaent V. DiSaue, 
Director of Price Stabilization, 
Washington, D. C. 

In view of House vote tonight eliminating slaughter controls, it is imperative 
that OPS issue immediately, with absolutely no further delay, a distribution 
regulation allocating meat equitably from the slaughtering level at least down to 
and including the independent meat-wholesaling and processing levels. Other- 
wise, there will be complete chaos in distribution of feat. Please answer this 
plea from we who supported your quota program and who now fear that in its 
absence allocation is our sole remaining prop if meat distribution goes awry as we 
believe it will. 

Danzansty & Dicrey, 
General Counsel, National Association of Meat Processors and Wholesalers. 

We are continuing to press for this allocation order to try to have it ready to 
take effect when the slaughter-control program expires, or shortly thereafter, so 
as to prevent severe dislocations in distribution of meat. 

From a reading of the language of the Butler-Hope antiquota amendment, it 
would appear that there is no restriction on a meat-allocation program such as 
we have been seeking. 

We will continue to keep you informed. 

DaNZANSKY & Dickey, 
Ceneral Counsel. 






For release after 6 p. m. Thursday, July 12, 1951. 
From Ely M. Aaron & Herman A. Greenberg, Counsel, National Association of 
Independent Beef Slaughterers, Chicago, Ill., Washington address: 917 Fifteenth 
Street NW.; telephone, STerling 6166. 








SLAUGHTER-QUOTA BAN 






FAVORS MONOPOLISTS AND 
INDEPENDENT 





BLACK MARKETEERS, SAY 
SLAUGHTERERS 


The National Association of Independent Beef Slaughterers warned Congress 
today that elimination of slaughtering quotas on meat would harm independent 
small business and turn the meat industry over to monopolists and black marketeers. 
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The organization which comprises some of the largest as well as the smaller 
independent meat firms, said that Congressmen who voted tentatively- Tuesday to 
prohibit OPS from setting quotas on livestock slaughter “apparently were under 
the mistaken impression that they were helping small business. They were 
completely wrong.” 

“In our experience as law-abiding independent slaughterers,’”’ the association 
declared ‘‘we find nothing to support the claims made in Congress that abolition 
of OPS slaughter controls will either increase the slaughter of meat or help the small 
and independent slaughterers. 

“The ban on slaughter controls will not result in the slaughter of an additional 
pound of meat, but it will result in the slaughter of many of our independent 
slaughtering firms. Slaughter controls, in a period like the present, are the only 
assurance independent slaughterers have of getting their fair share of meat animals 
for slaughter. Without slaughter controls, the supply of animals is gobbled up 
by the monopolists and by the black marketeers. 

“We speak from experience. Our members have been in business for many 
years—some have been in continuous business for more than 50 years. The 
investments of all of us run into the many millions of dollars, and we employ 
many thousands of people. We have slaughtered cattle and distributed meat 
through good times and bad, and we want to stay in business. 

“We saw what happened to the orderly distribution of meat when slaughter 
controls were lifted during the last war. Immediately fly-by-night slaughterers 
sprang up in areas where cattle are produced, and drained off the supply of 
cattle. Legitimate meat supplies dropped sharply in the heavy industrial areas 
where our members’ plants are located and where the bulk of the population 
works and lives. Not only was the orderly distribution of meat wrecked but the 
country lost great amounts of much needed supplies of pharmaceuticals and 
leather because the fly-by-night slaughterers, who made a killing on meat, didn’t 
bother with the byproducts. 

“We don’t want this situation to recur, and we appeal to Congress not to turn 
the meat industry over to the monopolists and black marketeers by abolishing 
the slaughter-control program.” 

The officers of the association are president: Eugene Meyer, Illinois Packing 
Co., Chicago, Ill.; vice presidents: Max N. Lampert, Somerville Dressed Meat 
Co., Somerville, Mass.; Jack T. Ruddy, Peerless Packing Co., Cleveland, Ohio; 
Carl Rothschild, M. Rothschild & Sons, Inc., Omaha, Nebr.; David Resnick, 
Monarch Meat Packing Co., Milwaukee, Wis.; secretary-treasurer: Sol A. 
Merdinger, Siegel-Weller Packing Co., Chicago, Ill. 

The directors of the association include, in addition to the officers listed, Meyer 
Averch, Capital Packing Co., Denver, Colo.; J. R. Cohn, CeeBee Packing Co., 
Chicago, Ill.; Harold Dugdale, Dugdale Packing Co., St. Joseph, Mo.; Isadore 
Gentner, Gentner Packing Co., South Bend, Ind.; Thomas Graver, H. Graver 
Co., Chicago, Ill.; Fred Hagenauer, Lincoln Meat Co., Chicago, Ill.; Ira Loewen- 
stein, Superior Packing Co., St. Paul, Minn.; Milton Marshall, Cross Bros. Meat 
Packer, Inc., Philadelphia, Pa.; Floyd A. Segel, Wisconsin Packing Co., Mil- 
waukee, Wis.; Leroy Wimp,Wimp Packing Co., Chicago, Il. 

Senator ScHoerpe.. I do not recall that I did. I had a telephone 
call that one such was being forwarded. 

Mr. DiSauue. Of course, gentlemen, I think the test should not be 
whether the packers want it or the producers want it. The question 
ought to be whether it is a technique that is necessary for orderly 
price controls. 

The CHartrman. And the benefit of the people? 

Mr. DiSauue. That is right. 

The CuHarrMan. And the small packer says it is not going to benefit 
him. 

Mr. DiSatur. One Senator told me at ore time that the packers 
had not let him know they wanted it. Well, after all, you certainly 
have to make a judgment on. the facts as to what is necessary if we are 

jJuag é 
going to have a price control program. 

Senator Bricker. Their opinion is certainly important in determin- 
ing what the market needs are, and what the operation of the packing 
industry is. 
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Mr. DrSatue. If we followed their opinions, we would not hav» 
price controls. None of them have come up cheering and saying they 
wanted price controls. 

The C HAIRMAN. You said you had to raise the price of beef the 
other day, is that right? 

Mr. DiSauie. There was a newspaper story to the effect that we 
were considering it. 

The CuHarrMaNn. Hides have gone down 25 percent, or some such 
statement as that. 

Mr. DiSauue. Hides and tallow have gone down. 

The CuarrMan. In other words, the consumer has to pay more for 
meat, whereas the leather manufacturer gets leather cheaper to make 
shoes. 

Mr. DrSavuz. We try to maintain processors’ margins, you know. 
You would not want us not to do that. 

The CuatrMan. I would like to know how this thing will follow 
through, if tallow and hides are down 25 percent, and you have to 
raise the consumer 2 cents to get beef. How can we arrange under 
the law to change the law so he can get the benefit in buying a pair 
of shoes cheaper? 

Mr. DrSauue. That is one of the reasons we would like to have 
roll-backs to be able to take advantage of the decrease in leather 
prices if it should occur in the finished product, and then the consumer 
gets the benefit. 

Farmers are expected to increase the number of cattle on farms for 
another three or more years, which means that for some time relatively 
fewer animals will be coming to market. As long as this trend keeps 
up, slaughter quotas are desirable in order to distribute fairly the 
supply of cattle coming to market. The relatively low rate of market- 
ing of cattle is a direct justification for quotas on cattle slaughter. 

It is my urgent recommendation that Congress repeal these three 
amendments which | have discussed today: 

(1) Seetion 402 (d) (4)—the roll-back-limitation, roll-forward 
requirement for manufacturers and processors; 

(2) Section 402 (k)—the percentage margin provision for dis- 
tributors; and 

The last sentence of section 101——the prohibition of slaughter 
quotas. 

I wish I could promise that if these sections were repealed we could 
guarantee an absolute stability of prices for the next year. I can 
promise that, whether or not these sections are repealed, we will do 
the best, most honest, most sincere job within our power to accom- 
plish. 

You realize, of course, that a wide area of the cost-of-living is not 
within our control. This includes all agricultural commodities below 
parity, rents, charges of most public utilities and common carriers, 
professional services (including, now, barbers and_beauticians), 
insurance premiums, motion pictures and newspapers, and a wide 
range of similar items. 

But even in the area for which we are responsible, an absolute 
holding of the price line may not be possible. 

Senator Bricker. Is there an inference there that the cost of 
living is controlled by cost of living items that are below parity? 
Mr. DiSaurs. Those are factors in the increase. 
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The CaarrMan. If you did not have parity, the farmers would 
never have planted what they have planted. 

Mr. DiSatue. We would have to have some comparable standard, 
so IT am not saying that is not something that we ought to have, 
should not have, but I do say that is a large area that is not under our 
control at the moment, and which is subject to upward price fluctua- 
tion. 

Price ceilings must be generally fair and equitable. Some cost 
increases are bound to occur. We cannot and should not close our 
eves to these. This does not mean that reasonable cost absorption 
cannot or will not be required. But fairness and equity require 
limitations on the extent of such absorption. It should be recalled 
that retail prices, although reaching an all-time peak in July, have 
still risen substantially less than prices of basic raw materials. Much 
of the increase in these raw materials prices occurred before price 
controls were begun. In fact, most of it occurred even before Sep- 
tember 8 when the price control authority first became available. 

Our program for tailored regulations at manufacturing levels has 
been almost completely stalled since early June, awaiting legislative 
developments. We are still in the interim stage of self-computed 
ceilings, and unless section 402 (d) (4) is repealed, we will have great 
difficulty getting beyond that stage. Thus we have lost several 
priceless months of relatively mild inflationary pressures that should 
have been used to build a strong structure of controls at the manu- 
facturing level. 

More important, business and public support and understanding 
of our program are impaired. The manufacturer who computed new 
interim prices to become effective May 28, has been bewildered and 
irritated by delays, postponements, and extensions. He may not like 
the prices he computed last May, but he often wishes that he could 
know what his prices were going to be and what he could exnect. 
Today, he faces new calculations and new filings, with firm uniform 
tailored regulations still in the uncertain future. This cannot help 
but leave some permanent mark on our program. 

Repeal of these provisions will not provide us with a perfect price 
control law, but it will give us an act under which we can move 
forward with a sound and workable stabilization program. 

The CuarrmMan. Mr. DiSalle, there is one auestion I would like to 
ask. I unfortunately was called out for a few minutes at quarter 
past five. 

I understood you brought up some questions on the black market. 

Mr. DrSaute. I did not bring them up. 

The CHarrMAN. You were asked them. Now, we have Mr. 
Wells here from the Agriculture Department, and I asked the 
Secretary if he would be generous enough to spare his talents to this 
committee as he knows about as much about the Agriculture Depart- 
ment as anyone else. 

I would like to suggest that Mr. Wells and Mr. L’Heureux of the 
staff confer with your people so we might find out about these black 
markets, and if necessary we will have them investigated during the 
recess. Is that agreeable to the committee? 

Senator CaPEHART. Yes. 

The Cuarrman. If you will do that for me, Mr. Wells, after we 
recess tomorrow, because you know agriculture, and I understand 
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you can get anybody you might need in Agriculture to assist you 
and Mr. L’Heureux from the staff make a study. If there are any black 
markets, I want to know about them; and I tbink the rest of the com- 
mittee does. I think that is Senator Capehart’s wish. 

Senator CaPEHART. Yes. 

The Cuatrman. While I do not doubt there are, frankly I would 
like to be enlightened. 

Without objection, Mr. Wells and Mr. L’Heureux will confer with 
the Department of Agriculture, and whoever you suggest to make a 
complete study of this thing so we will know where they are. 

Senator Caprenart. Mr. DiSalle, you said, at about the end of 
your statement there, it would not be a perfect control bill. While 
we are at it, why do we not make a perfect one, and what else would 
you suggest be done outside of the repeal of these three amendments? 

‘Mr. DiSauxie. Well, we would be very glad to give you recom- 
mendations. We made several recommendations before, which wére 
not adopted. That would help a great deal if the recommendations 
we made—— 

Senator Capenart. Why do we not try with respect to wage and 
price control? 

Mr. DiSaue. Oh, certainly. 

Senator Caprnart. What were they? 

Mr. DiSauue. In fact very few of the recommendations we origi- 
nally made were adopted. 

Senator CapeHarT. What were some of the recommendations? 

Mr. DiSauue. Instead we got limitations. 

Senator CarenArT. What is it you would like to have us do in 
addition to repealing the three amendments? 

Mr. DiSauuie. Well, you might consider knocking out the limitation 
that was written into the law which says that we cannot roll back 
prices below 90 percent of the price on May 19. 

Senator Caprnart. In other words, you would like to have the 
the right to roll egricultural commodities back to any point you wish? 

Mr. DiSauue. No; we could not roll them back below parity. 

Senator CapEHART. You were talking about one thing, beef. 

Mr. DiSatie. Well, that is beef, yes. There are other agricultural 
products. 

Senator CaPpEHART. What else? 

Mr. DiSauie. That would be one. I could think of a dozen or so. 
I would be glad to get them for vou. 

(The information referred to follows: ) 

Hon. Burnet R. MAyBANnk, 
Chairman, Joint Committee on Defense Production, 
United States Senate, Washington 25, D. C. 

Dear SENATOR MaysBank: This is in response to your committee’s inquiry as 
to what changes, in addition to those already under consideration by the com- 
mittee, I believe would be desirable to strengthen the Defense Production Act. 

As already indicated, I believe the act would be strengthened by the changes 
proposed in the President’s message of August 23, 1951. 

The Congress adopted some, but not all, of the amendments proposed in 5. 
1397 as originally introduced. I believe the act would be strengthened by adop- 
tion of the remainder of those amendments. 

In addition, I believe the act would be strengthened by elimination of the 
changes introduced by sections 104 (b), 104 (h), and 109 (b) of the defense 
production amendments of 1951. 

Very sincerely yours, 
MicuakEu V. DISaLie. 
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Senator Capenart. You can think of a dozen or so items that ought 
to be incorporated in this bill? 

Mr. D1Sauue. That would be very helpful, yes, sir. 

Senator Capenart. W hy do you not present them along with these 
three repeal amendments? If we are going to do the job, let us do it 
right. ; 

Mr. DiSauue. I understood the committee was limiting its con- 
sideration to those amendments introduced in the Senate until 
Wednesday. 

The CuHarryan. And including the amendment you are going to 
suggest tomorrow. 

Senator CapEHART. I was thinking we ought to find out if there are 
other things we ought to consider. 

Senator Moopy. Mr. Chairman, we did consider a lot of those 
proposals that were voted down by this committee. I am perfectly 
willing to open them up again, but I submit to you that instead of 
going ‘after a perfect bill sometime in 1955, let us go after a bill which 
will be enforceable some time in the next few weeks. 

The CuatrMan. I might as we say we have had 106 days of hear- 
ings in this committee this year; I think that is more than any other 
committee had. If we went inte all these things, we would have 206 
more days. Only Sundays would be exe mpted. 

Senator Dove.as. I take it another provision you would like would 
be to repeal the provision of the act which places restrictions on the 
importation of fats and oils. 

Mr. DrSauuie. That would be helpful. 

Senator Doucuias. There are four now. I am sure we can broaden 
that total. 

Senator CaPpEHART. My point is it seems to me that with that lan- 
guage that Mr. DiSalle used at the tail end of his speech there, if price 
control and wage control do not work he is going to blame the Con- 
gress. If it does work, he is going to take credit for it himself. That 
is why I insist that we ought to perfect this bill, and ought to open up 
and consider all the things that he thinks ought to be written in the 
bill. 

Mr. DiSatue. There is very little credit I need in this job, Senator. 
I did not run for it, nor did I have to be reelected to it. 

The CHairMAN. Some things will run out. For instance, optome- 
trists are not included in the professional list. 

Mr. DiSauue. Yes, they are asking to be considered as a profession. 

Senator Bricker. What about opthalmologists? 

Mr. DiSauux. | do not know that they have applied yet or not. 

Senator Bricker. They are out, are the ‘vy not? 

Senator Capenart. I have another question, Mr. DiSalle, and that 
is this: Why, as a courtesy to the members of this committee, and 
particularly to myself, because a certain amendment is called the 
Capehart amendment, did you not sit down and discuss that amend- 
ment with me and other members of the committee? At no time did 
you ask my opinion of the amendment, or interpretation of it. At 
no time did you ask my opinion as to how it might be enforced. 
At no time did you do me or any member of this committee, including 
the chairman, the courtesy of stating to us, in person, that you did 
not like the bill that we wrote. Are we going to continue to have that 
sort of practice? 
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Mr. DrSatte. I do not think that is so. I think I have discusse</ 

it with members of the committee quite at length. 
Senator CapEHART. What members of the committee? 

Mr. DiSauue. I think it was not too long ago that I suggested that 
possibly you would like to come over and help us interpret some of 
the provisions. 

Senator CapEHART. My answer was I would be happy to sit down 
with you any time and any place you suggested, and you never once 
suggested any. 

Mr. DiSaute. Shortly after that the hearings were set on this. 

Senator Capenart. My point is after we make whatever changes 
the Congress decides to make in this legislation, are we then going to 
be confronted with the same thing we have heretofore, that the bil! 
is no good, it is unworkable, we cannot control prices, we cannot 
control the black market? 

Mr. DrSatue. | think, Senator, that will largely depend on what 
kind of bill we have. 

Senator CapgeHartT. Do you know the kind of bill you have now? 
You are asking for only three things. 

Mr. DiSaute. Knowing the bill that we have now, I have said that 
there were certain amendments that I required to make the bill work- 
able. I have no way of knowing that we are going to get those 
amendments, and after we get those amendments, I will have a better 
idea of what kind of bill we will have to work with. 

Senator CapEHART. I notice that you left a note at the tail end of 
your speech there haranguing the Congress of the United States for 
any failures of the Administration. 

Mr. DiSauun. I have been very hesitant about blaming Congress 
as a whole for the price control bill, or anything else, because I realize 
there is a sharp division in Congress on these various amendments. 
A good many of these ame ndments were lost or won by one vote, 
and so 1 think—— 

Senator Brickmr. None of these three. 

Mr. DrSatuer. | think the slaughter quota—no, the beef roll-back 
was lost by one vote. 

Senator Bricker. That is not one of the three. 

Mr. DiSatuze. Some of the amendments were lost by as little as 
one vote, so it would be highly unfair to take Congress as a whole and 
say all of Congress is responsible. 

Senator Moopy. I am grateful to Mr. DiSalle for making that dis- 
tinction, and I think the suggestion of the Senator from Indiana that 
we ought to write as good a bill as we can is a good suggestion. The 
Senator from Virginia, Mr. Robertson, a number of times suggested 
that we might renew the old law as it stood. If the Senator from 
Indiana wants to write the kind of law Mr. Wilson asked for, he 
several times this morning repeated he would like to have the old 
law. I think that a very simple amendment might be to repeal this 
law and reenact the old. I do not suppose that is a practical legisla- 
tive proposal, but if the Senator from Indiana wants to support that, 
I will be glad to support it. 

Senator Bricker. Mr. DiSalle, I have just a question or two: 
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How many public information or publicity men do you have on 
your staff? 
~ Mr. DiSauie. Nation-wide? 

Senator Bricker. Yes; both in the offices and here. 

Mr. D1rSaue. Including stenographic help and clerical help, cover- 
ing the United States, 380 people. 

The CHarRMAN. How many would be stenographers? Half? 

Mr. DiSauue. Oh, I would say possibly a third clerical and typists. 

Senator Bricker. I note here—— 

Mr. DiSautue. We have 103 district and regional offices. 

Senator Douctas. They do a large part of their work in letting 
business know what the rulings are. Is that not true? 

Mr. DiSauue. That is the primary function that they afford. 

Senator Dovetas. The publicity is not to glorify the Administrator 
or the Administration, but to let business concerns know what it is 
about. 

Mr. DiSautie. We feel compliance is an essential part of price 
control. It eases up the pressure on enforcement, and so these people 
are available to trade association groups and chambers of commerce 
for the purpose of explaining the regulations, or explaining the need 
for the program—why and what we are doing in the program. 

Senator Moopy. What would the reaction be if businessmen around 
the country wrote in to you asking for information about these pro- 
crams and you could not answer the letters because you had no one 
there to do the job? 

Mr. DiSauue. I do not think it would be good. At one time we 
received a volume of 25,000 letters a day in the nationai office, and it 
was no little task to keep abreast of that. 

Senator Bricker. I appreciate your frankness. It is impossible, 
perhaps, as Mr. Wilson said, to hold down prices, but I wonder if you 
have a copy of problem No. 7 which you can submit for the record. 
I do not know exactly how you designate it. It was said you passed 
it out to your press agent and writers in the News Division, and par- 
ticularly warned them or cautioned them to avoid overzealousness 
that we are going to stop or can stop inflation. We are not justified 
in making such positive claims. 

There are several other items here in regard to it. The agency 
news writers are urged instead to speak not of extra money, but of 
additional earnings and added purchasing power, and according to 
the OPS policy line these present reduced prices are a lull, temporary 
in nature. The agency news writers are advised to make constant 
reference to continued fight against inflation in certain words and 
phrases. The policy notes have become objectionable to OPS critics. 
Among these are references to controls and the price-control program. 
The press agents are urged to avoid excessive references to these, using 
instead words like “stabilization.”” I noted that in the testimony of 
\Mr. Wilson. Phrases like OPS has been criticized for wanting to per- 
petuate controls. It is suggested news writers be delicate in their 
choice of language in order to clear up this impression. 

| would just like to know what motivated it and what the order 
really is, if you have a copy of it. 

Mr. DiSauue, Certainly if we issued it, we have a copy of it. 
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The CuarrMan. Without objection, it will be placed in the record. 
(The information referred to follows:) 


OFFICE OF PRICE STABILIZATION, 
OrFriceE oF PuBiic INFORMATION, 
Memorandum August 9, 1951. 
To: Information Division Staff 
From: Max Hall 
Subject: Copy problem and policy sheets 

Attached are drafts of the first of a series of copy problem and copy policy 
sheets we are going to develop. 

These are intended to help all of us think through our basic information prob- 
lems and arrive at copy policy that will help us all do our jobs. 

These are not to be confused with “fact sheets.”” Many of them will be sup- 
plemented with fact sheets. 

We want everyone's best thought on these problems. 

Will you carefully read the attached sheets? If you have any ideas about 
changes, additions, or deletions that should be made, give them to Paul Duncan 
in writing by Tuesday, August 14. 

Also if you think of other topics on which copy policy should be formulated, 
tell Duncan. 


Copy Problem No. 1 
PRICE STABILIZATION IS AN EssENTIAL PART OF THE DEFENSE PROGRAM 


We have the problem of helping everyone understand that price stabilization is 
very closely related to the entire defense effort and essential to its sucess. 

It is easy for people to forget that price stabilization is a part of the emergency 
program. Some groups try to separate considerations of price stabilization from 
fts place in the defense program. 









COPY IDEAS 





It is difficult to continually tie price stabilization to the emergency defense 
program. However, here are three points we try to work into copy: 

1. Price stabilization is an essential part of the defense program. 

2. It helps make defense production possible. It enables industry to pre- 
dict costs and plan large scale production. It keeps living costs at levels 
that enable workers to move to defense production centers, 

3. It is essential to national security. It keeps living costs at levels that 
enable people to maintain the vitality, health and morale essential for 
defense production. 












































Copy Problem No. 2 


PRESSURES AHEAD AND THE PRESENT LULL IN PRICES 


We have the job of helping people appraise the dangers of inflation that lie 
ahead. 

Many groups are interpreting the present lull in prices as evidence that controls 
can be relaxed. The lull distracts attention from the pressures that lie ahead 
The lull may continue for some time. But big pressures are coming. 














SOME POINTS WE SHOULD EMPHASIZE 


1. Prices went up after Korea—consumer goods, defense materials. 

2. Since the OPS price freeze prices have leveled off—some have dropped. 

3. Sure there is a lull in prices—that is an achievement. It is what we 
have been working for. It is not a sign that. inflationary pressures are over. 

4. The defense program is just beginning. It is not nearly over. 

5. No one knows exactly how big inflationary pressures will be. Present 
plans call for doubling rate of defense expenditures in year ahead—from rate 
of $35 billion a year to $65 billion by June 1952. 

6. Until firm international understandings are reached, military outbreaks 
at other trouble spots on the globe can quickly release new inflationary 
dangers. 
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SOME COPY IDEAS 


Everyone knows about the dangers of inflation that accompany our large-scale 
defense effort. Everyone remembers what happened to living costs and defense 
costs right after war broke out in Korea. Living costs shot up 8 percent in seven 
months. Costs of raw materials needed for defense production shot up an average 
of 59.8 percent. Examples of other drastic price increases are available. 

After the OPS price freeze began to take effect in February 1951 the cost of 
living has been held almost steady for seven months. It rose less than 1 percent 
between February and June 1951. The prices of defense raw materials went 
down more than 17 percent. 

Of course, there is a lull in prices now. That is exactly what we have been 
working for. OPS helped create that lull. That was our objective. That lull 
is a measure of success. 

But that lull does not mean that the dangers of inflation are over. Our defense- 
production program is just beginning; it is not ending. 

Until firm international understandings are reached, no one can predict how 
large our defense expenditures will be. At the present time we plan to double 
them in the year ahead—from $35 billion rate now to $65 billion rate in June 1952. 

But these plans are based on the hope that no new military emergencies will 
develop. 

The big point is that at this time no one knows when another attempt at mili- 
tary aggression may again frighten people and businesses into another wave of 
scare buying. No one knows how much additional military expenditure may be 
necessary. 

No one knows how big inflationary dangers will be—or how suddenly they may 
increase. During such times we must keep our guard up. 


Copy Problem No. 3 


Bic INFLATIONARY PREssURES AHEAD Can Be CoNTROLLED 


We have the continual problem of keeping people informed about the big 
inflationary pressures ahead without making them fear that those pressures can- 
not be controlled. 

If our copy should make people fear big pressures cannot be controlled that 
fear itself would create inflationary pressures. 

That fear would also cause people to lose confidence in OPS. Loss of confidence 
would weaken OPS’s ability to do its job. 

We need to keep people informed about the dangers of inflation and the reasons 
for the OPS program. We must also keep people informed about the fact that 
inflation can be controlled if they help OPS make controls work. 


SOME IMPORTANT FACTS AND COPY IDEAS 


There are big inflationary pressures ahead. 

Defense expenditures are scheduled to increase from a rate of $35 billion a year 
at present to $65 billion a vear by mid-1952. 

Those pressures can be controlled. OPS is controlling them. Since the OPS 
price freeze began to take effect in February 1951 living costs have been held 
almost steady. 

OPS is equipped to make whatever price adjustments are necessary to make 
controls fair and equitable. OPS is also equipped to control the big pressures we 
face and prevent run-away inflation. 

Avoid statements which give the impression that the big inflationary pressures 
growing from the defense program are too big to be controlled. When writing 
about the big dangers ahead always add that they can be controlled. 


Copy Problem No. 4 


InruaTion Is Not Out or Hann—OPS Is Conrrouumna INFLATION 


Statements that make people think inflation is out of hand increase inflationary 
pressures and undermine confidence in OPS. 

_Part of our job is to make people understand that OPS is controlling inflation. 
We must let people know that inflation is not out of hand. 

We must avoid statements which lead people to feel that inflation is out of 
hand—or inevitable. 


83762—51—pt. 4——-7 
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SOME IMPORTANT FACTS 


Between the outbreak of war in Korea and February 1951 when the OPS pric: 
freeze took effect, prices rose rapidly. 

Since the OPS price freeze, prices have been held almost steady. Some have 
gone down. 

It will be necessary for OPS to make some price increases in the future. But 
so long as OPS has control of prices they cannot run wild. 


SOME COPY IDEAS 


Before OPS got control there was a rapid rise in prices. 
The OPS price freeze checked the rapid rise in prices. 
Avoid statements that give impressions that prices are running away. 


Copy Problem No. 5 
Suppuies oF Crivitian Goops 


We have the long-term problem of keeping people aware of inflationary dangers 
without stimulating unnecessary buying. This is partly a matter of keeping 
facts correct and partly a matter of getting facts in correct settings. 

Our copy could stimulate scare buying and create artificial inflationary pressure. 
We must avoid this. 

FACTS ABOUT SUPPLY 


So far, since Korea the total production of civilian goods has gone up slightly. 
Over-all, civilian production is expected to rise slightly, at least until mid-1952 

Adequate supplies of food and clothing are expected between now and mid-1952 

By the fall of 1951 and winter of 1952 we will be producing fewer refrigerators 
vacuum cleaners, automobiles, and some kinds of building materials. Depending 
on the defense production schedule, production of such things may be lower or 
higher. The supplies of such things will be smaller than the amounts people wil! 
want to buy. No serious shortages are expected. 


SOME COPY IDEAS 


As our defense production program moves ahead, the amounts of money people 
have to spend will increase faster than supplies of available goods. 
The production of military supplies and equipment will limit the amounts of 
some kinds of civilian goods that can be made. 
Avoid statements that create impressions of serious shortages. 
Check copy against phrases like the following: 
goods will be scarce .. . 
there will be fewer goods to buy . . 
there will be shortages . 


Avaust 17, 1951. 
Copy Problem No. 6 


Price STABILIZATION AND PRopUCTION IN TIME OF EMERGENCY 


We have the problem of helping people understand that in time of emergency, 
price stabilization helps achieve large-scale production of essential goods. 

Some people claim that price stabilization interferes with production. They us 
that claim as an argument that price controls should be relaxed or abandoned 
Such claims are not true, but they do confuse people and undermine confidence i! 
the price stabilization progran. 

The facts show that, at times when large-scale defense production is essential! 
price controls aid production. We must try to make that fact clear to everyone 


SOME IMPORTANT FACTS AND COPY IDEAS 


1. The Defense Production Act is designed ‘‘to facilitate the production of good 
and services necessary for the national security and for other purposes.” 

2. Right now production is going up. At the end of the first 6 months of pric: 
stabilization, production was about 10 percent higher than before the Korean wa: 
began. Stabilization helped achieve these results. 
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3. During World War II, between 1942 and 1944, when price controls were 
strongest, production went up at record speed. Total national output shot up 
32 pereent. Machinery. production went up 29 percent. Chemicals production 
went up 16 percent. 

In those same two years labor productivity increased at a rate twice as fast as 
it did in the preceding 40 vears. 

4. Of course, in times of emergency the production of some nonessential goods 
must be decreased. We want military production instead. We produce fewer 
automobiles, refrigerators, and electric fans. But we produce more planes, tanks, 
guns, uniforms. Total production goes up. Even the total production of civilian 
goods has been rising slightly since our defense production program began. 

5. No one wants price controls in normal times. But in times of defense 
emergency, price stabilization aids production in five ways: 

A. Price stabilization improves labor productivity. Ceilings on prices 
and rents help maintain living standatds. This protects the vitality, health, 
and morale of workers. It helps prevent misunderstandings between labor 
and management. 

B. The stabilization of prices, rents, and wages helps the nation use its 
energies in the industries and cities where they are needed. 

Without price and rent controls, living costs would go up in crowded 
defense centers. Workers would be unable, or unwilling, to work there. 
Controls enable workers to move to the defense production centers where 
they are most needed. 

C. Price stabilization discourages the hoarding of essential raw materials. 
When prices arestabilized, producers are encouraged to sell their products 
instead of withholding them for higher prices. This helps maintain the 
steady flow of materials. 

D. Price stabilization helps make our emergency materials allocations 
plan work. Price controls back up materials allocations and help prevent 
nonessential producers from outbidding essential producers for scarce 
materials. 

E. Price stabilization helps producers make long-term plans for big-scale 
production. It enables them to predict costs and go ahead with contracts. 

For more details, see Fact Sheet ‘‘How Stabilization Helps Defense Production.”’ 


SOME THINGS TO AVOID 


Statements that imply that we believe controls are desirable in normal times. 

Statements that imply that price controls alone are responsible for production. 
(Use the idea that in times of emergency they help). 

Claims that all kinds of production go up. We can hit head-on the fact that the 
production of some nonessential goods must be decreased. But total production 
is up. 


Copy Problem No. 7 


Certain phrases and expressions, which in themselves are not objectionable, 
may be overused or come to have objectionable connotations among persons 
critical of OPS. 

Things to avoid: 

1. Excessive reference to “‘controls’’ and “price control program.”’ 

OPS has been criticized for wanting to perpetuate controls. Use instead 
“stabilization,” ‘“‘price program,” ‘“‘controls on prices,”’ “efforts to hold prices 
down,”’ “‘efforts to hold the line.” 

2. Reference to “‘defense spending.” 

Use instead ‘‘defense production,” ‘production of military equipment and 
supplies,” with emphasis on “‘production”’ rather than ‘‘spending.”’ 

3. Positive statements that OPS has stopped or can stop inflation. 

We need not be ovérzealous to claim that OPS has ‘‘checked inflation.” 
We are not justified in making such positive claims. 

4. References to the ‘‘lull in prices.” 

Integrate the “‘lull’”’ into the continuing fight against inflation. Continue 
to give consumers and the OPS credit for helping achieve the steadying of 
prices but do not write of the ‘“‘lull’”’ as an accomplished fact. As its name 
implies, the ‘‘lull’’ is a temporary easing during a period of tension. Refer- 
ence to the “‘lull’’ should be followed up by statements that show an aware- 
ness of the pressures ahead. 

5. References to ‘‘extra money.” 
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The average consumer doesn’t have “extra money.” Speak of ‘“‘additional earn- 
ings,’”’ “‘added purchasing power,”’ ete. 

Mr. DiSauue. I see nothing sinful. 

Senator Bricker. I did not mean that at all. I just wanted to 
gage it in the light of the promotion of the program and of the educa- 
tion of the public, possibly, in the support of your motion, and 
whether it contained any reference to Congress, and so forth and so 
on. I think it would be well if we might know just what the Depart- 
ment is passing out so that we might interpret it in the light of public 
reactions we get. We get them the same as you do, you know. We 
do not have those instruments of advising the public except making 
speeches on the floor that oftentimes do not create much attention. 

Mr. DiSa.xe. It is not a bad instrument. 

Senator Bricker. You do not get much attention unless you make 
extravagant statements. 

Senator Caprnartr. Mr. DiSalle, would you be satisfied with the 
1950 Defense Production Act just as it was written? 

Mr. DiSauue. Yes, I would. 

Senator CapeHArt. You would be satisfied with that? 

Mr. DiSauue. Yes. 

Senator Capenart. Well, I just want to call to your attention that 
this committee and the gentlemen sitting up here, with the exception 
of Mr. Moody, wrote that act, and we did it without your help, or 
Mr. Johnston’s, or Mr. Wilson’s. 

Senator Bricker. And many of us voted to continue that act for 
a period of 3 months, 6 months, even tried it at 9 months at one time. 

Mr. DiSatue. I am not one to sit here and say just because you 
wrote it you do not have the right to change it. 

Senator Moopy. Why not just renew the 1950 act? It seems to 
be unanimous it was a good law. I think it would be a fine thing. 

The CHarrMan. Senator Schoeppel wants to ask a question. 

The committee, of course, would have to deliberate a long time 
before it could renew the act. 

Senator Dovetas. I like Mr. DiSalle’s testimony very much. It 
is like a breath of fresh air, and I enjoy having him appear before us. 

Senator Scuorpren. Mr. C hairman, before you recess this meeting, 
might I ask a few questions? 

On page 35, Mr. DiSalle, you made the statement that prices have 
risen substantially less than prices of basic raw materials. Before 
that you said if should be recalled that retail prices, although reach- 
ing an all-time peak in July, have risen substantially less than prices 
of basic raw materials. Then you say in fact most of it occurred 
even before September 8, when the price control authority first became 
available. 

I am wondering if you could furnish, if in the wisdom of the com- 
mittee it was thought advisable to have it for.the benefit of this com- 
mittee, a record of the increase in prices, say, 6 months before Korea, 
and 6 months immediately following Korea. I am wondering—|! 
do not mean in every detail, but in general the stable items that you 
use asa gage. Could you furnish that? 

Mr. DiSauue. Certainly; we have that available. 

Senator Sc HOEPPEL. Now, one or two other—— 

Mr. Disauie. Do you want to limit it to 6 months after Korea, 01 
would you like to have it brought down to date in stages? 
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Senator ScnorrreE.. I think it would be well to have it brought 
down to date in stages. I think it would be most helpful. 
(The information referred to follows:) 


Selected price indexes 


[January 1950= 100} 


General | Peak 
Commod- |_. ee 
ity Price Latest? 
Regulation | | Index | 


; Defense 
Group Korea Production 
Act 


Spot commodity prices: 

General index... a 105. 8 132.1 | Feb. 16,1951 

Foodstuffs ___- A es 106. 7 120. 2 et do 

Raw industrials peiingdmanl 107. 138. 0 .3 | Jan. 24,1951 
Monthly wholesale price index-_-._- 103. 111.9 | 21. Mar. —, 1951 
Raw materials _- | 104. 113.8 | 24. _.do 
3 
‘ 


129.4 
118 
136. 
118. 
118. § 
120. 
118 


ap = 


Qo on oo 


Semimanufactured _- . 5 102. 114.3 | do 
Manufactured products-._____- | 103. 
Weekly wholesale: 
All commodities 103. 
Farm products_- | 106. 
Foods... | 104. 
All other than farm and food 102. 
Textile products__.........._.- 99. 
Fuel and lighting - - oe ate 101. 
Metals and metal products__ - 102. 
Building materials.___......__- 106. 
Chemicals and allied products. 99. 
Consumers’ Price Index: 


rw OO ore 


ow 


110. May —, 1951 | 


| Mar. 20,1951 | 
| do 

Feb. 13,1951 | 

Mar. 27, 1951 | 
| Apr. 3,1951 | 

Apr. 10,1951 
| Mar. 6,1951 | 
| Feb. 27,1951 
| Mar. 6,1951 | 128. 


= 
= 


112.0 | 

117.2 | 127. 
114. 9 | 118. 
108. § 117. 
112.9 | 131 
102.8 103. 
105. $ 11 
114 118. 
111. 125. 


116. 6 
122. 
121. 
113. 
121. 
104. 
111. 
115. 
121. 


Om me mw Ows 
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i 101. 
Sadan hos cn cechancesane 103. 
Apparel 99. 
Rent ; ania | 101. 
Fuel, electricity, and refrigera- 

tion... : 99. 
Housefurnishings- ---.......--- 100. 


Miscellaneous. -_-- 


| July —,1951 | 110. 
do.... } 116 

| May —,1951 | 110 

| July —, 1951 105 


103. 8 109. 
107.1 | 115. 
102. 6 109. 
101.9 | 103. 


110. ¢ 
116. : 
109. ¢ 
1085. 
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100. § 102. Mar. —, 1951 103.0 | 102.¢ 
105.1 | 113.5 | May —,1951 | 115.1] 115. 


101.7 | 105.2 |{----40---- \ 106.4} 106.4 


ow 


é 








! Latest dates: Spot prices, Aug. 29; monthly data, July 


1951; weekly, week ended Aug, 28, 1951. 


Note.—Dates differ for each series; those nearest the event are used. 
Source: Based on data from Bureau of Labor Statistics. 


Senator ScHOEPPEL. I note on page 28 you make reference to the 
military, and their supply of meat—beef. I recall that General 
Marshall testified they had absolutely no difficulty in obtaining meat 
for the Armed Forces. Do you have any information to the contrary, 
Mr. DiSalle? 

Mr. DiSauue. As I said in my statement, until we adjusted our 
quotas, the military was having trouble. That was the time they were 
talking about buying off shore. We made adjustments in quotas, 
and now they tell us they are experiencing no difficulty in buying their 
needs. That was something that I would hate to be nailed down to a 
date, but my recollection was that sometime in May they were having 
trouble acquiring enough meat for their supply. 

Senator ScHoEPPEL. I took the matter up with someone in the 
Quartermaster Corps of the Military, and frankly my recollection is— 
I am going to check my records on it—that they had not experienced 
any difficulty. There was some wonderment about what they would 
do if the supplies got short, and that is the reason—— 

Mr. DiSauue. I| think you will find on checking with them that they 
were having trouble for a period of time, for about 30 or 60 days, and 
then we finally allowed 15 percent to the slaughterers who were 
furnishing the military. 
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Senator ScHorprEL. Was that on the west coast area? 

Mr. DrSauuiz. That was country-wide. 

The CuHarrMan. Senator, I understand we are going to be here 
late tonight, and of course everybody wants to be present in the 
morning to hear Mr. Johnston. I do not know what the committec 
believes, but I think it might be better to make it 10:30, rather than 
10 o’clock tomorrow. 

Senator Bricker. I was told we were going to have an early session 
in the morning, that is not the final word, but they told me we were 
going to start early tomorrow so as to conclude action on this bill. 

The CHarrMan. I am at the committee’s disposal. 

Senator Dovetas. 10:30 in the morning? 

The CHatrMan. If we stay until 11 o’clock tonight, it might be 
better, if it is agreeable. If something else comes up, we may have 
to come over here. 

Senator Dove.as. Senator Schoeppel, do you have more questions? 

Senator ScHorrPeL. No. 

Senator Bricker. One question with regard to Senator Schoeppel’s 
question: Are Army purchases now under price control? They were 
not at the time of the hearings. 

Mr. DiSauue. Everything except that which is strictly military in 
nature, tanks, planes 

Senator Bricker. Beef and meat are now under price control. 

Mr. DiSauue. Yes; what is civilian in nature as well as military 
are under control. 

Senator Bricker. That is all, Mr. Chairman. 

Senator Doveias. Senator Capehart, have you any questions? 

Senator CaprHart. No. 

Senator Dova.ias. Thank you, Mr. DiSalle. 

(Mr. DiSalle’s prepared statement, with attached letters, follows:) 


STATEMENT BY MicHaEet V. DiSauie, Director or PrRIcE STABILIZATION 


I last formally appeared before this committee on May 15 when the committee 
was considering the amendment and extension of the Defense Production Act. 
That was 3% months ago. 

In the memorandum which I filed with the committee on that day, I reviewed 
the record of the first 4% months of price control. I am proud of that record. 
In that short period of time, we had made a real start on a successful program. 
We had passed rather smoothly and rapidly from the first step—a general freeze 
of most prices—and were well along in the interim stage of development toward 
the ultimate goal of workable, effective tailored regulations. 

We had weathered the inflationary hurricane that was blowing when we first 

set out. Our actions had brought reassurance to businessmen and consumers, 
who had previously been engaged in a panicky flight from the doiiar. We had 
weathered the first blow and were, with reasonable confidence, getting ready for 
the heavier storm that lay ahead. 
I wish I could be as well satisfied with the record of the past several months. 
True, we have not been idle. We have issued 14 major regulations and 114 
amendments and supplementary regulations. We have continued to make prog- 
ress in a number of areas. But in the important field covered by our manufac- 
turers’ regulations, we have lost precious months of relative calm which could and 
should have been used to get ourselves fully prepared for the pressures ahead, 


The manufacturers’ regulations 


When I appeared before you on May 15, our manufacturers’ regulations wer’ 
due to become effective on May 28. Within the next few days we had received 
many requests from manufacturers for additional time to complete their calcula- 
tions. In an attempt to judge the appropriateness of this request we consulted 
with business controllers around the country and with independent accountants 
who had been retained to do this type of work. Various dates were suggested 
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ranging from June 15 to July 15 or even later. We concluded that a 1-month’s 
extension would be reasonable. 

In order to make the new prices effective on a Monday we planned to make 
them effective on July 2. 

On June 30, Congress extended the Defense Production Act for 31 days, 
with what amounted to a freeze on price regulations during that time. Again 
our manufacturers’ regulations were postponed. 

Then at the end of July Congress again extended the act. With respect to 
manufacturers’ prices, Congress specifically provided that roll-back regulations 
previously issued but not yet effective could become effective. But Congress 
followed this authorization with a mechanism that not only put a serious crimp 
in any roll-backs, but in many cases required roll-forwards in price ceilings. 

I shall discuss this particular amendment in detail later. At this point I 
want to speak generally about price-control techniques and goals, and the relation 
of our manufacturers’ regulations to those techniques and goals. 

The technique of individual pricing 

Our manufacturers’ regulations were never intended as permanent regulations. 
In my May 15 report I said: ‘‘The manufacturers’ regulation, unlike the retail 
regulations, is not intended to be an enduring regulation. It is a general interim 
regulation which will be replaced in due course by tailored regulations for the 
particular industries and commodities.”’ 

As an enduring price-control technique, it is for most industries not good to 
have individual prices which each manufacturer computes and applies. Such 
individually computed prices have numerous weaknesses: 

(1) They impose a heavy burden of computation and reporting on business; 

(2) Because they are individually computed prices, they are not clear 
and known to buyers and sellers alike. No one except the seller can tell 
whether he is selling in compliance or in violation of regulations without 
elaborate and time-consuming check of the seller’s private records; and 

(3) In many industries, uniform prices have always prevailed in the 
past. That is what sellers and buyers want. It makes allocations easier 
for the National Production Authority. It makes compliance and enforce- 
ment easier. It makes price control easier at other levels of processing or 
distribution. 

Why then did we issue a regulation with these weaknesses? The answer is 
simple and I believe the reasons were generally understood by responsible business 
firms. The general freeze regulation, issued at a time when panic inflation gripped 
our markets, caught some businesses and some manufacturers at a severe dis- 
advantage, but caught others with prices which were both excessive and unreason- 
able. The manufacturers’ regulation was an interim device that could operate 
promptly and simply to relieve squeezes, roll back excessive prices, and restore 
reasonable order to markets. Meanwhile we could move carefully and deliberately 
at the job of working out fair prices, as uniform and clear and enforceable as 
OPS, with the help of industry, could make them. 

The manufacturers’ regulation started with pre-Korean prices—which were 
normal in their structure and interrelationships—and adjusted them for the ele- 
ments of cost change that could be measured directly and with relative ease. It 
was a feasible step only if it were left as a first approximation of a better result 
which we should shortly achieve. 

The enactment of section 402 (d) (4) into the Defense Production Act enshrined 
into permanent legislation this technique of individual calculation, which was 
originally devised merely as an interim step. Thereby it denied to OPS the use 
of the basic long-range techniques we were about ready to use. This makes far 
more difficult the job of stabilizing prices, and it imposes on business a burden of 
paper work and a kind of price control that is complicated and unsatisfactory. 
Most businesses tell us that they would much prefer to operate under tailored 
regulations, and, if possible, dollars-and-cents prices. 


Tailored regulations 


In cooperation with our Industry Advisory Committees, we had already made 
considerable progress toward tailored regulations. By ‘‘tailored regulations’’ we 
mean regulations that cover reasonably uniform segments of industry with 
uniform rules and uniform price schedules that fit the business conditions and 
methods of operation of each segment. Instead, we are now faced in the new 
Act with a mandate of entirely different nature. We must comply with a new 
standard of pricing—again of the broad adjustment-formula type. But the new 
standard bases ceilings on the highest price level during the first half of 1950 
with adjustments for changes in all costs. 
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Changes én all costs 


The recognition of changes in all costs—rather than material and factory labor 
costs—is meant to be an improvement. And it would be an improvement if 
it were a workable concept. But it is not. Every accounting expert will tell 
you that for most industries there is no definitive and indisputable way of measur- 
ing changes in all kinds of costs as required by this provision. It might be thought 
to be a matter of simple arithmetic about which no two honest men could disagree. 
But that is not the experience of business. 


The problems of cost determination 


In many industries, the task of measuring and allocating all costs to each unit 
of material has baffled businessmen, accountants, and economists. Experience 
shows that under identical circumstances, accountants can come up with widely 
different cost figures, each based on an accepted method, with no one able to say 
that one is right and the other wrong. For example, Long’s Cost Accountants 
Handbook, which is highly respected by accountants and industrial controllers, 
has an extensive discussion of different methods of allocating overhead. Pages 
1062 and 1063 summarize 17 different methods of overhead allocation all of which 
are in use and all of which are in accordance with reasonable principles of account- 
ing. 

The discussion of these alternative methods is followed by a quotation from 
volume 19 of the National Association of Cost Accountants Bulletin. In the 
article quoted, Halligan points out some wide fluctuations in unit costs that can 
result from different methods of applying overhead. The industry in question 
manufactures mechanical rubber products. He states, and I quote: 

“Tt has been my pleasure to survey cost systems used in one branch of the 
mechanical goods industry known as the molded goods group. Among the 40 
manufacturers investigated, I found several different methods of applying over- 
head to the cost of product: 

“(1) The poundage basis. 

(2) The prime-cost basis. That is, overhead is applied in relation to the 
combined material and direct labor values in each product. 

(3) Total direct-labor dollar basis. That is, the total direct-labor cost 
of each product is used as a basis for applying overhead. 

“(4) Departmental direct-labor dollar basis. That is separate overhead 
rates were used for each operation, based on direct-labor dollar method. 

“‘(5) The machine hour method. Some companies follow the plan of ap- 
plying all overhead in the entire plant on a machine hour rate, depending 
upon the curing time at the press. 

““(6) Lastly, what we recommend as the correct method, departmental 
rates, using direct labor dollar method as a basis in all departments except 
those where the direct labor time does not correspond with the machine time. 

“T have calculated the total production costs for two products, A and B, using 
each of the methods listed above.” 

He then reports that these six different methods of allocating overhead resulted 
in the following costs for 100 units of product A: 14.57 cents, 23.68 cents, 26.59 
cents, 22.37 cents, 21.87 cents, and 26.08 cents, a range of 82.5 percent from the 
lowest to the highest. In the case of product B, the costs calculated by these 
six different methods were $35.87, $20.43, $17.99, $30.68, $30.49, and $20.93, a 
range of exactly 100 percent from the lowest to the highest. Need I tell you 
more about the difficulty of setting ceiling prices on the basis of all costs? 

The cost-accounting records of most firms that keep such accounts are based 
upon ‘‘standard”’ rates of overhead cost. Such standard rates are no real measure 
of actual overhead costs. They are arbitrary measures, which serve a useful 
planning purpose, but they are not suitable for the requirements of the new 
amendment. Another interesting study, which also appeared in volume 19 of 
the National Association of Cost Accountants Bulletin, related to the frequency 
of revision of standard overhead rates on the part of 224 companies. Presumably 
these were companies with reasonably adequate cost accounting systems. Of the 
224 companies only 40, or 17.8 percent, revised their overhead rates more often 
than once a year. Some companies reported no change in overhead rates for 
periods up to 15 years. Overhead cost data submitted for price control purposes 
are frequently nothing more than unadjusted standard rates. Particularly in 4 
period when output is at higher than average levels, these rates will almost 
invariably overstate the actual cost. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2895 


Absence of cost-accounting records 


Difficulties in determining actual overhead costs arise even where detailed cost 
estimates are available. Yet careful studies show that no more than 15 percent 
of American business firms maintain accounting records adequate for such pur- 
poses—and these records provide cost estimates only by a process of elaborate 
calculation based upon general assumption and time-consuming research. The 
other 85 percent would have to estimate their costs by crude methods, which 
could easily be rigged by those who wish to be dishonest to give the the results 
desired. 

Price ceilings on this basis would be determined largely by guess and assump- 
tion. Experts have assured me that there are not enough accountants to check 
up on all the figures required for providing American industry with ceilings calcu- 
lated in this way. With no possibility of an adequate check by OPS, sellers would 
practically have to set their own ceilings. Each business would naturally base its 
costs on the most advantageous estimates. 

The result of this would be no price control at all. We would set off a scramble 
for higher prices and higher wages such as we had after the outbreak of war in 
Korea. In such a scramble, business and labor naturally would have to use all 
their resources to protect themselves. The American consumer, once again, 
would be caught in the middle. 

If, on the other hand, we were to make an effort to combine such a method of 
price setting with reasonably effective checking, we would have to hamper the 
work of industry by unendurably long delays and grave uncertainties. 

Practicing accountants and controllers whom we have consulted, recognizing 
this dilemma, are almost unanimous in telling us that this is not a method of price 
control under which industry can operate. 

I have with me a few letters which confirm this statement. I should like to 
read them to you. 

(The letters referred to have been separately reproduced and appear as a sup- 
plement to this statement.) 


Inadequacies of a cost standard 


It may appear that I am giving too much importance to the difficulties of 
pricing on the basis of changes in all costs. After all, it might be said, OPS is 
not compelled to use this standard. It is offered only as a permissible alternative 
to allow roll-backs which would otherwise be prohibited by the first sentence of 
section 402 (d) (4). But this view greatly underestimates the significance of the 
new standard, and for two entirely different reasons. 


Need for roll-backs 


I want to say sincerely that there is a need for roll-backs. It is well known 
that the prices of some products rose much more than the prices of others between 
the outbreak of war in Korea and the general freeze. During that time some 
sellers raised their prices much more than others. Without authority to roll-back 
those excessive price increases, speculators’ prices would become ceiling prices 
which all consumers would have to pay. 

Inflationary price movements before the freeze were most dramatic in the case 
of scrap metals. Prices of many kinds of metal scrap were frozen at levels higher— 
in some cases much higher—than prices of primary metals. Nickel scrap for 
example shot up to more than $2 a pound while the price of primary nickel was 
50.5 cents a pound. Fortunately we have been able to correct this situation 
and many others like it. 

But similar situations still exist with respect to other waste materials, and new 
ones may arise as a result of changes in production patterns. Yet, all these 
waste materials are important raw materials for industries which cannot operate 
efficiently unless they can get these materials at reasonable prices. 

Not only waste materials are involved. For example, before the freeze, steel 
was extremely scarce and gray-market prices were often double the standard mill 
price. The freeze regulation made these gray-market prices into legal ceiling 
prices. Unfortunately our regulations in this field had not yet been issued when 
the roll-back prohibitions first became effective. 

Last year, crude rubber was bid up drastically in the world market. It has 
come down substantially. But the trade expects it to come down much further— 
perhaps to half its present price. That would bring the raw-material costs for 
manufacturers of rubber products far below the level of last January and Feb- 
ruary. But there is little likelihood that actual prices for rubber products would 
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automatically reflect the drop in raw-material costs. Even in such extrem: 
cases there can be no rolli-back until we have gone through the long and involve: 
accounting procedure I described a few minutes ago. 


The cost standard becomes overriding 


There is a second reason why so much importance must be attributed to this 
difficult method of pricing. The new standard in 402 (d) (4) has the power to 
override all other price-control standards. For the same standard is mandator: 
upon application by individual sellers. 

Once individual sellers are given the right to get their ceilings adjusted for al! 
increases in their cost between certain dates, the use of that right becomes in 
each industry most attractive to those sellers who have permitted their costs to 
rise the most. It gives a bonus.to those who have been least efficient managers 
and who normally are penalized in our competitive system by getting a smaller 
profit than their more efficient competitors. Uuder this provision, however, the 
are entitled to price increases unless OPS should find that the increases wer 
unreasonable or excessive. 

Once they get these increases, it will in many instances be impossible to deny 
the same ceiling prices to their competitors even though the competitors cannot 
claim them individually on the basis of their own costs. This is true because 
many industries cannot for long function properly with different prices for various 
sellers of the same commodity. Nor can price control function that way. How 
could we place any uniform ceiling, for instance, on a bag of standard fertilizer if 
the various fertilizer manufacturers had to pay widelv varying prices for their 
materials. How could we set uniform ceilings at retail for any kind and cut of 
meat if some packers were given substantially higher ceilings than others— 
whether because their cost changes were really different or merely because they 
used different methods to allocate their costs. 


Cost absorption and the cost standard 


One final fundamental point. The cost standard requires that the price of 
each material bear a predetermined relationship to its costs—the relationship 
that existed immediately prior to the Korean incident. In addition to the numer- 
ous difficulties that I have already discussed, this involves the fundamental mis- 
conception that such a fixed relationship of costs and prices is a normal procedure 
in business. On the contrary, within fairly wide limits, prices for individual ma- 
terials often fluctuate up and down quite without relationship to costs. 

The manager of a large industrial enterprise is quite accustomed to having his 
margins over costs change frequently on the various lines or items he makes. As 
long as some margins go up as others go down, he is satisfied. He looks at the 
results of his whole business operation or whole sectors of his business operation 
to judge how well or how badly he is doing. 

An efficient price-control operation can and should, again within limits, use 
this same business standard. Merely because costs have gone up on one thing 
made by an industry doesn’t mean that the price of that item needs to be raised. 
Perhaps costs have gone down on other things. The real test is whether the 
over-all operations of that business or industry are satisfactory. When price 
control uses this test, it is using business’ own standard. 

Business has practiced “cost absorption” for years. In fact, American business 
has prided itself on its ability to absorb cost increases, yet maintain or lower its 
pete. By this technique it has increased its volume and expanded its markets. 

Juring @ prosperous time like this, when volume is at peak levels and markets 
are expanding, it is not unreasonable to abide by this time-proven principle of 
sound business procedure. 

Nor is this new in Government price control. Just a few weeks ago the In- 
terstate Commerce Commission granted certain railroad freight rate increases. 
These increases took the form of blanket percentages applying across the board 
to numerous roads and numerous commodities. Of course it is a fact that each 
commodity or class of commodities carried by rail has its own separate rate. A 
different rate applies to coal than applies to watches or fertilizer or shirts. Car- 
rying each of these classes of commodities involves different costs, due to the 
need for different handling, and so on, and has involved different changes in cost. 
Likewise, different carriers have not experienced identical over-all cost changes. 

But the Commission did not try the impossibly complicated job of measuring 
separately the changes in hauling costs for each commodity. It did not grant 
different rate increases for different carriers and different commodities. Trying 
to measure the cost o: hauling a ton of pork chops as opposed to a ton of gasoline 
is as impossible as trying to measure the cost of producing pork chops or the 
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cost of producing gasoline, and for the same reason. Pork chops come off the 
same pig as bacon, ham, lard, and pigskin. We know how much the packer paid 
for a hog but no one can say how much of that total cost goes into pork chops 
instead of bacon, Gasoline is only one of numerous products made by refining 
a single barrel of crude oil. It is almost impossible to determine how much of 
that total cost can be allocated to gasoline and how much to kerosene or fuel 
oil. 

The same locomotive hauls coal, perfume, lumber, furniture, books, and neckties, 
The Interstate Commerce Commission didn’t try to measure these separate 
costs or cost changes. Rather it found that considering the total impact of all 
the increases in cost on some items, and the decreases on others, the general level 
of rates needed to be increased. 

I should add that no Government agency has ever successfully been able to 
measure costs on individual materials or services for use in regulation of any 
kind, except with long delay and excessive controversy. Consider the problems 
of mail pay. Consider the arguments over contract renegotiation (many of which 
are still pending). But these dealt only with a small percentage of the total 
number of business firms. OPS must deal with them all. 

The Bureau of Internal Revenue deals with all business firms. It often spends 
months auditing a single corporate tax return. But it has only the problems of 
excessive or unreasonable cost claims. It never has to determine proper costs on 
groups of products or individual products, or costs as of a particular date. It 
operates only on an over-all profit-and-loss statement for a full year period. 
OPS does not have or will it ever have the accounting staff of the Bureau of 
Internal Revenue. Yet this cost standard for adjustments on an individual 
company and individual material basis requires OPS to find prompt answers to 
all of the problems encountered by the Bureau of Internal Revenue and many 
more besides. 

I still have not yet covered all the problems raised by section 402 (d) (4), but 
I don’t think I need take up more of your time. I feel confident that what I 
have told you is sufficient reason for my request to eliminate this section from the 
act. 1 am now turning to section 402 (k), which deals with the margins of 
distributors. 


The distributive trades amendment 


Section 402 (k), like 402 (d) (4), purports to correct what I freely admit is a 
problem in price control. But like the section already discussed, it raises new 
problems more numerous and more difficult than the old ones it tries to solve. 
This section provides generally (with an exception to be discussed later) that no 
price ceiling may be set which would deny to distributors ‘‘their customary per- 
centage margins over costs of the materials during the period May 24, 1950, to 
June 24, 1950.’’ 

According to the statements made when this amendment was introduced, it is 
based on the assumption that the maintenance of historic margins is fair and 
necessary and would not interfere with tight price control. The facts are other- 
wise. 

As distributors’ invoice costs rise, an unchanged percentage margin leads to 
higher gross profits. This is fair and necessary if the distributors’ operating costs 
are rising at the same time and in approximately the same proportion. All past 
experience shows that operating costs and invoice costs do not increase at the 
same time or in the same amount. 


Expense rates 


In fact, distributors’ operating costs fluctuate less than their sales volume’ 
Consequently, their operating cost per dollar of sales decline as sales increase’ 
and vice versa. The figures for 1950 show a decline in the expense rate—that 
is, the ratio of operating costs to sales volume—as sales increased following the 
Korean outbreak. 

It was claimed in support of this amendment that a substantial portion of 
distributor’s costs were directly related percentagewise to cost of goods. Ex- 
amples given were occupancy costs, selling commissions, insurance, credit, losses, 
and similar factors. 

In many cases, however, occupancy cost is fixed. This is particularly true of 
those large retailers who occupy their own buildings. Selling commissions like- 
wise are not paid by all distributors. Many small distributors do not employ sales 
personnel. Large distributors often pay only a fraction of their sales personnel on 
& commission basis. 
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The other factors mentioned do not in all instances rise as volume goes up, and 
very rarely rise as much as sales volume does. These specifically named costs 
represent only a portion of total operating costs of distributors. Any increases 
they may experience in these costs are usually offset by reduction in other costs, 


Markdowns 


Moreover, ‘‘customary”’ margins of distributors are in normal times modified 
periodically by markdowns, clearance sales, and similar price reduétions. On the 
average, therefore, distributors do not receive their customary percentage margins 
for all their sales. In an inflationary period, however, there will be few mark- 
downs and clearance sales. Maintenance of full customary percentage margins, 
therefore, in reality increases the total gross margin. 

The significance of markdowns in retail operations and the difference in practice 
during the wartime sellers’ market is dramatically illustrated by the statistics 
of the Controllers’ Congress of the National Retail Dry Goods Association. It 
should be noted that these statistics show markdowns as a percentage of all 
sales, not only the sales of markdown merchandise. Nonetheless, they show 
that markdowns of department stores in the years 1947 through 1949 averaged 
from 6.9 to 7.5 percent of sales, with the exact figures varying according to the 
size of the stores. Before the war, from 1935 through 1939, they were only 
slightly lower—from 6.6 percent to 6.8 percent. But during the inflationary 
war period from 1942 through 1945, they averaged from 4.3 percent to 4.7 per- 
cent. In other words, they were about a third less than before the war and 
almost two-fifths less than after the war. 

The contrast was even greater in the small department and specialty stores, 
which reported markdowns of 7.1 percent before the war, 4.5 during the war, and 
7.4 percent after the war. 

Still greater was the contrast in the larger specialty stores covered by the 
Controllers’ Congress. Their markdowns were 8.9 percent of all sales before 
the war, 4.9 percent during the war, and 8.1 percent after the war. 


Expense rates must be considered 


Now I want to emphasize that it is recognized by OPS that distributors’ 
margins must be large enough to assure a fair return for their efforts, and we have 
set ceilings accordingly. This is required by the provision in the act that ceilings 
must be ‘“‘generally fair and equitable.”’ 

Where distributors’ invoice costs do not rise, there is no problem. Where 
invoice costs rise and operating costs also rise to such an extent as to require the 
maintenance of the customary percentage margin, that margin will be maintained. 
It would be neither necessary nor fair, however, to maintain the customary 
percentage margin where invoice costs rises, but operating cost per dollar of sales 
declines, or rises at a much smaller rate. 


, 


Dollars-and-cents margin often used 


In fact, there are a good many distributive trades which would not think of 
using a fixed percentage margin as the basis for their normal operations because the 
prices of the commodities they deal with fluctuate so much more sharply than their 
operating costs. This is especially true in the distribution of many industrial 
materials, and these distributors are covered by section 402 (k) together with 
those distributing consumer goods. 

Let me again give you an example. Industrial molasses has risen to about four 
times its pre-Korean price. Maintaining the percentage margin for distributors 
of this product which existed during the month before Korea, therefore, would give 
distributors four times as many dollars and cents—clearly a fantastic increase in 
profit. 

These distributors have faced very sharp price fluctuations before and cus- 
tomarily use a dollar-and-cents margin rather than a percentage margin in setting 
their sales prices, and: it is reasonable for OPS to continue this practice. The 
same is true in regard to a good many other industrial materials subject to sharp 
price fluctuations. 

Maintenance of the customary percentage margin in such cases would needlessly 
increase the effect on the entire price level of unavoidable price increases at earlier 
levels of production or processing. This is not maintenance-of tight price control. 


Experience under OPA 


Experience under wartime price coptrol confirms all that I have told you about 
this provision and clearly proves that it is neither necessary nor fair. OPA required 
distributors to accept a reasonable amount of cost absorption. Congress did not 

a 
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prohibit it, although that was frequently proposed. But even with some cost 
absorption the distributors found a decline in their operating costs per dollar of 
sales. And they enjoyed a very substantial increase in their net profits. 

This is dramatically illustrated by all available information on the subject. 
To give you concrete figures, I have to turn once more to that segment of the 
distributive trades for which the largest amount of statistics is available—that is, 
the department stores—and I am again citing figures collected by the Controllers’ 
Congress of the National Retail Dry Goods Association. 

These figures show that gross margins of department stores in 1940 were 
between 36.4 and 37.6 cents per dollar of sales. In spite of cost absorption 
required by OPA, they were between 38.2 and 39.2 cents in 1944, the last wartime 
year for which the figures are available. But operating expenses which in 1940 
had been between 34.1 and 35.4 cents per dollar of sales, were in 1944 only between 
26.1 and 27.8 cents. The result was a spectacular increase in net profit. In 1940 
the stores netted from 2.2 to 2.8 cents per dollar of sales, but in 1944 their net was 
between 11.2 and 13.1 cents—about five times as much as in 1940—and all in 
spite of cost absorption and reduction in the percentage margin included in 
individual ceiling prices. If the Congress had imposed maintenance of the 
customary percentage margins by OPA, distributors’ net profits would have risen 
even higher and the entire price level would have been substantially and needlessly 
raised. The same considerations apply today. 

It is true that section 402 (k) would permit an exception but only in regard to 
specific items of a line of material that is in short supply. Moreover, the exception 
would be permissible only if the Government had taken specific action to encourage 
production of the item in question, and if there were a formal finding that the 
reduction was not only generally equitable but also ‘‘proportionate to the reduction 
at all levels of production and distribution’’—e, finding which as a practical matter 
could almost never be made. Actually, where specific action is required in order 
to encourage production, such action might very well be an increase in margins at 
producer levels. 

The very fact that this exception is allowed in section 402 (k) points to a basic 
misunderstanding from which this provision arose. It was apparently assumed— 
and it was so stated in the testimony of the American Retail Federation—that 
price control is not really necessary, except where a shortage of a particular item 
exists. This view completely ignores our experience with inflation in 1950. 
There was no shortage of most goods and materials last fall. But prices went up 
and up. Prices went up because of the pressures from heavy fear buying by both 
business and consumers. Last vear’s inflation infected all goods and all markets 
until action by OPS removed the fears which had led to panic and speculative 
buying. 

The inflationary pressure we face today stems from an imbalance as between 
total consumer income and total supply of available consumer goods. Certainly, 
inflationary pressure is not confined to those items which are both in acutely short 
supply and so essential as to require specific Government action to encourage their 
production. 

I, therefore, feel fully justified in asking the Congress to eliminate section 402 
(k) from the Defense Production Act. 


Price controls on beef 


I also spent some time on May 15 telling you about our price-control program 
on beef. Here again we thought we were building well, and were proud of our 
short record. Trying to profit by the mistakes of World War II price control, we 
started our program—our very first action—with a regulation setting up slaughter 
quotas. This device was used during part of the World War II period. While in 
use it showed itself to be an effective and workable way of avoiding black markets. 


Beef roll-backs 


I also told you abeut our program for beef roll-backs for this summer and fall. 
After consideration, Congress decided that the future ro!l-backs should be pro- 
hibited. However, Congress rejected proposals for decontrol of beef which had 
been strenuously urged. Congress demonstrated that it wanted OPS to maintain 
ceilings and to make them effective, workable, and firm. 

But at the same cime, acting on the pleas of those who wanted no controls on 
beef, Congress threw out the system of slaughter quotas upon which an effective 
and sensible controls program must be based. 

This has resulted in an inconsistenev between the objectives of price stabilization 
expressed by Congress and the procedures provided for achieving those objectives. 
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Quotas are essential to meat price control 


Without slaughter quotas our efforts to maintain effective price controls o7 
beef will be made vastly more difficult. It may well be that the issue presented 1. 
Congress is whether we shall have meat price controls or whether we shall no: 

I realize that this is putting the matter strongly. I do not mean to suggest tha 
we will revoke price controls on meat if you do not give us back the power to contro! 
slaughter. On the contrary, we will not give up. We will do our best to mak« 
meat price control work even without quotas. We will do this because we hav. 
to, because we know that the end of meat price controls might mean the end of 
the whole stabilization program. 

But the whole experience of OPA indicates that without slaughter quotas we 
cannot deal effectively with the black market and we cannot protect the legitimat: 
packer and meat distributor against serious losses. 

Slaughter quotas are important for several reasons: 


Quotas are needed to make the caitle ceilings work 


To begin with, our cattle price ceilings may be unworkable without quotas. 
Already there are signs that cattle prices are beginning to run away from us 
Our ceiling on prime cattle is $37 at Chicago and yet in the last few days prim: 
cattle have been selling on the Chicago market at $39. 

Not only that, but legitimate packers in the Middle West, old and substantial 
companies, cannot purchase cattle at the price compliance levels. One company 
is down to 35 percent of normal volume. Its former quota is already going 
somewhere else. 

You may ask why we need quotas to make cattle ceilings work; why we do not 
simply put our enforcement people on the job? The answer to that is they are 
on the job; we have a vigorous enforcement program. But aggressive enforce- 
ment, although it is essential to support controls, is not enough. This is because 
of the way the cattle ceilings work. 

All of you know that the worth of an animal depends on its quality or grade 
and on the amount of meat it will yield when slaughtered. You also know that 
you can’t tell the grade and yield of an animal until it is slaughtered. 

For this reason we do not place a ceiling on the individual animal. Our ceilings 
are limits on what a slaughterer may pay on the average for all cattle slaughtered 
during an accounting period. There is no ceiling on the individual animal, nor 
is there any ceiling applicable to the seller. Slaughterers may pay more for one 
head or lot of cattle provided they pay less for another head or lot. They are in 
compliance with the regulation if their purchases average out at-the end of the 
month. 

It is not practical under ceilings of this type to police individual purchases since 
no individual purchase is a violation of the regulation. Hence it is possible for 
one or more slaughterers to bid up the price beyond compliance limits in a particu- 
lar market and other slaughterers must either pay the price or withdraw from the 
bidding. 

The quota system made the compliance ceilings workable by operating as a 
limit on the volume of livestock for which any slaughterer could bid and as an as- 
surance to each slaughterer that he would obtain his normal share of the total! 
available supply without bidding up the price. It also automatically deterred 
violations of the compliance ceilings because there would be downward adjustment 
of quotas in the event of such violations. 

hat is the situation on beef. We may not be able to hold the cattle ceilings 
without quotas. The first 2 months of OPS price control demonstrated that you 
cannot hold beef prices without cattle ceilings. And I dislike to think of what wil! 
happen to our economy if we cannot control the price which the working man must 
pay for so important a food item as beef. 


Quotas are necessary to stop the black market 

That is only part of the story. I know that many people in Congress believe 
that since we can still register slaughterers we can control the black market, eve! 
though we do not have quotas. This is a misconception. Registration helps 
We are better off with registration than without it. But it is not enough. Meat 
price controls are so complex that we need every weapon in the control arsenal. 

Quotas assure each packer of his normal share of the total available supply of 
livestock. If a packer gets his normal volume and if our price regulations are 
fair and equitable, a packer can make a profit. If the average packer can make 4 
profit he will not violate our ceilings. This is because the average packer, lik: 
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the average businessman in other fields, is basically law-abiding and wants to 
obey our regulations even when he doesn’t like them. 

But if a packer finds his kill way down he knows he is going to lose money. 
You ean write and rewrite your ceiling prices until doomsday, but in a narrow- 
margin business like meat packing, there is no way a packer can break even let 
alone make a profit, if his volume is way down. 

What is likely to happen in a situation like this is that the packer looks around 
and sees the chiselers taking the livestock away from him. He has been in 
business for years and has an investment to protect. The temptation to pay 
overceiling prices for cattle in order to get his volume up is almost irresistible. 
Experience shows that some packers succumb to the temptation, pay over- 
ceiling prices for cattle and then charge overceiling prices for meat in order 
to come out. The strictly honest ones suffer. 

That is the beginning of the meat black market. It starts with the packer 
but it goes all the way down the line. The wholesaler and retailer go to the 
legitimate packer who has supplied them all along and find he has no meat. If 
they want to stay in business they must buy meat from the chiseler at over-ceiling 
prices, and if they want to make a living they have to resell meat at over-ceiling 
ices. 

The net of all this is that the honest businessman suffers, other businessmen 
are forced to go black and the consumer has to pay over ceiling prices for meat— 
all because livestock are diverted from normal channels. 

And, of course, when cattle go into the black market, there are the added dis- 
advantages of unhygienic slaughtering, loss of animal by-products used in making 
vital drugs such as insulin and ACTH, and loss of valuable hides. 

You have heard a great deal about the black market in meat under OPA. 
The point I want to make is that under OPA, the problem was not production 
but distribution. Meat production was high and increased steadily all during 
OPA. Similarly our problem is not one of production but rather of distribution. 
Quotas enable us to preserve a norma! distribution pattern. 


Quotas are needed to take care of the Armed Forces 


There is a third reason why a slaughter quota system is essential. It is neces- 
sary to assure fair distribution of meat among civilians in cases where the Armed 
Forces take a large proportion of the available meat supply. 

We have about 3,500,000 men under arms. They will need plenty of meat. 

The Armed Forces get their meat only from federally-inspected plants. 

These federally-inspected plants are the only ones which can ship meat across 
State lines. 

Every area of the country except the Middle West consumes a great deal more 
meat than it produces. Consumers in Boston, Philadelphia, Atlanta, New 
Orleans, Seattle, and Los Angeles all depend on interstate shipment of meat. 
They depend on the same federally inspected plants from which the Armed Forces 
get their supplies. 

Under the quota system we can and we do give greater quotas to plants which 
supply the Armed Forces. This means that federally inspected plants are able 
to get enough livestock to supply meat to the men in our Army, Navy, and Air 
Force and also to ship meat across State lines to civilian consumers in those States 
which don’t produce enough meat. 

Before May 1951, when we adjusted our quotas to provide for the Armed 
Forces, the Quartermaster General was experiencing difficulties in filling military 
needs. After this provision was made, the Defense Department reported to us 
that these difficulties had disappeared. 

In the last war, before quotas were established, somebody suffered—either the 
(Armed Forces did not get enough meat or civilian consumers outside the Middle 
West did not get enough meat. We don’t want this to happen again. But it is 
very likely to happen if we do not have slaughter quotas. 

Distribution is beginning to suffer 

We are receiving numerous protests from trade associations that the industry 
is meeting increasing difficulties in obtaining livestock supplies. The National 
Association of Meat Producers and Wholesalers, which includes a large proportion 
of the customers of the slaughterers; the Metropolitan Slaughterers Association, 
who represent virtually all independent slaughterhouses in the metropolitan New 
York and New Jersey area; the National Association of Independent Beef 
Slaughterers, who represent a large number of independent slaughterers, all 
predict chaos in the distribution of meat without quotas and declare it is impera- 
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tive that slaughtering quotas be restored if price control is to be effective. OPS 
is also receiving reports from individual slaughterers that, without quotas, they 
find it much more difficult to obtain livestock through normal channels. 


Quotas do not limit marketings 


The argument against slaughter control is that it limits marketings. This js 
wrong. It is based on a misconception of how the quota system worked. This 
is the way we administered the program: 

OPS consulted the Department of Agriculture every month. It then estimated 
the number of cattle, sheep and hogs which would be brought to market. 

If the estimate was that the hogs brought co market in July 1951, would be 
110 percent of those slaughtered in July 1950, each packer was permitted to 
slaughter 110 percent of what he slaughtered in 1950. That way each packer 
was able to obtain the same-share of the total supply of hogs he obtained in 1950, 

If more livestock was brought to market than OPS estimated, it simply 
increased quotas. Sometimes it increased quotas in a particular area. We did 
that within 24 hours in particular areas. We also acted on a country-wide basis 
to increase quotas. In July, for example, OPS increased hog quotas from 105 
to 110 percent of 1950. 

The regulation was flexible in meeting situations that were beyond the slaugh- 
terers’ control. Among such cases in our files is that of a fire at a feed lot. 
Within 5 hours of the first report, the owner of the establishment was allowed to 
exceed his quota in order to slaughter all his damaged cattle. Nowhere was the 
flexibility of the program more evident than in the recent Kansas- Missouri flood 
The action taken by the OPS to prevent serious meat shortages from developing 
included the transfer of quotas from damaged to nondamaged plants of slaugh- 
terers serving the metropolitan Kansas City area, and the waiving of quotas of 
other local slaughterers who were willing to service the outlying areas which were 
cut off from supplies due to crippled transportation. 

Of the total of 13,679 plants which were registered up to the time quotas 
were eliminated, on July 31, 1951, less than 1,200 slaughtering plants had re- 
quested adjustments. That only 9 percent found cause for even seeking adjust- 


ment is good evidence that the industry could operate under the slaughter quotas 
without undue hardship. 


Why cattle quotas were below 100 percent 
OPS cattle quotas were usually below 100 percent. This is because in every 
month of 1951 so far, cattle marketings have been below 1950. 
1950 before quotas and they were below 1950 after quotas. 
This is shown in the table below which also shows that in every month market- 


ings have been below quotas. That is the answer to the argument that quotas 
limit marketings. 


They were below 


Cattle: Salable receipts at 12 principal markets, January-July, 1950 and 1951 


Cattle receipts (in 
thousands Percentage 
1951 of 
1950 


Month 


1950 1951 


January 
February 
March. 
April 
May 
June 
July 


878 
724 
766 
711 
799 
731 
805 | 


1 Includes extra quotas for deliveries of beef under Armed Forces contracts. 


Source: U. 8. Department of Agriculture and Office of Price Stabilization. 


Marketings have been low, yet we have more cattle on the hoof than in 1950. 
This is true because back on the farms, behind the markets, there are well- 
recognized variations in production in response to market conditions. The 
variations do not coincide with market conditions. They. lag behind or st 


| ) 


out ahead. How much, depends on how-long it takes to produce the particular 


animals for market. It may take as long as 3 years to plan and produce cattle and 
get them marketed. In hogs the period is less than a year. Since 1948 farmers 
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have been increasing their cattle herds because of favorable feed prices in relation 
to prices of beef cattle. New producers have come into the cattle industry, and 
have been building up their herds. 

This expansion of herds causes more cattle to be held away from markets for 
breeding and for heavier weights. When farmers are building up herds, the 
ratio of slaughter to herds may be as low as 30 percent. When they are reducing 
herds as in 1945, 1946, and 1947, the ratio of animals slaughtered to those kept in 
herds was 40 percent or more. 

This explains why the cattle population is a poor measure of the number which 
will be marketed and available for slaughter in a given year. It and not quotas 
is the real reason for the reduced marketings of cattle this year. 

Quotas do not restrict the total slaughter of cattle. Every head of livestock 
marketed can be slaughtered. When cattle quotas were set at 90 percent you 
heard a lot of talk about ‘‘where was the other 10 percent?’”’ The answer is that 
there was no other 10 percent. The quotas in any given month are enough to 
absorb all cattle coming to market. The quota is not 90 percent of marketings 
for the coming month of 1951, but 90 percent of marketings for the correspond- 
ing month of 1950. 

Farmers are expected to increase the number of cattle on farms for another 3 
or more vears, Which means that for some time relatively fewer animals will be 
coming to market. As long as this trend keeps up, slaughter quotas are desir- 
able in order to distribute fairly the supply of cattle coming to market. The 
relatively low rate of marketing of cattle is a direct justification for quotas on 
cattle slaughter. 


Recommendation 


It is my urgent recommendation that Congress repeal these three amendments 
which I have discussed today: 

(1) Seetion 402 (d) (4)—the roll-back limitation, roll-forward requirement for 
manufacturers and processors; 

(2) Section 402 (k)—the percentage margin provision for distributors; and 

(3) The last sentence of section 101—the prohibition of slaughter quotas. 

Can prices be stabilized? 

I wish I could promise that if these sections were repealed we could guarantee 
an absolute stability of prices for the next vear. I can promise that, whether or 
not these sections are repealed, we will do the best, most honest, most sincere job 
within our power to accomplish. 

You realize, of course, that a wide area of the cost of living is not within our 
control. This includes all agricultural commodities below parity, rents, charges 
of most public utilities and common carriers, professional services (including, now, 
barbers and beauticians), insurance premiums, motion pictures and newspapers, 
and a wide range of similar items. 

But, even in the area for which we are responsible, an absolute holding’ of the 
price line may not be possible. Price ceilings must be generally fair and equitable. 
Some cost increases are bound to occur. We cannot and should not close our eyes 
to these. This does not mean that reasonable cost absorption cannot or will not 
be required. But fairness and equity require limitations on the extent of such 
absorption. It should be recalled that retail prices, although reaching an all-time 
peak in July, have still risen substantially less than prices of basic raw materials. 
Much of the increase in these raw-materials prices occurred before price controls 
were begun. In fact, most of it occurred even before September 8, when the price 
control authority first became available. 

Our program for tailored regulations at manufacturing levels has been almost 
completely stalled since early June, awaiting legislative developments. We are 
still in the interim stage of self-computed ceilings, and unless section 402 (d) (4) 
is repealed we will have great difficulty getting beyond that stage. Thus we have 
lost several priceless months of relatively mild inflationary pressures that should 
have been used to build a strong and viable structure of controls at the manu- 
facturi g level. 

More important, business and public support and understanding of our program 
are impaired. The manufacturer who computed new interim prices to become 
effective May 28 has been bewildered and irritated by delays, postponements, 
and extensions. He may not like the prices he computed last May, but he often 
Wishes that he could know what his prices were going to be and what he could 
expect. Today, he faces new calculations and new filings, with firm uniform 
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tailored regulations still in the uncertain future. This cannot help but leave 
some permanent mark on our program. 

Repeal of these provisions will not provide us with a perfect price-contro] law, 
but it will give us an act under which we can move forward with a sound and 
workable stabilization program. 


Price WATERHOUSE & Co., 
New York, August 29, 1951 
Mr. Paut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Washington, D. C. 

Dear Sir: In your letter of August 27th you have requested our views on the 
following question: 

“Without reference to the desirability of price control and without expression 
of your opinion as to whether prices are now high or low, or whether they should 
be higher or lower than they now are, do you believe that from a technical account- 
ing point of view it is advisable to administer price control on the basis of total! 
costs, including selling and administrative expenses, broken down by individual 
units of material or products?” 

In our view it is highly impracticable to administer price control on the basis 
of costs, including selling and administrative expenses, broken down by individua! 
units of materials or products for the following reasons: 

(1) Most business enterprises are not in a position to furnish information 
showing allocations of the total costs of production, distribution, and admin- 
istration by individual units of materials and products. 

(2) The revision required in cost systems to furnish this information would 
involve an inordinate expense. It would also involve a very considerable 
time interval for the preparation of the information—of such an extent as 
to invalidate its usefulness as a basis for price control. 

(3) Even if all industrial companies were able to furnish the detailed 
information required, the Office of Price Stabilization would have to organize 
a work force of thousands of accountants to study and review the reports in 
order to administer price control. Such a development is neither practical 
nor desirable. We do not believe that a sufficient number of competent 
accountants could be found to do sueh a tremendous administrative task 

As requested in your letter, we have confined our views to a technical accounting 
viewpoint without consideration of the general desirability of price control or of 
possible alternate methods of implementation. Furthermore, we have not con- 
sidered whether the question submitted to us is a proper interpretation of the 
requirements of the price-control statutes now in effect. 

Yours very truly, 

Pric—E WATERHOUSE & Co. 


Unitep States Street Corp., 
New York 6, N. Y., August 29, 1951. 
Mr. Paut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Economic Stabilization Agency, Washington, D. C. 

Dear Mr. GREEN: We have your letter of August 27 with respect to the ad- 
ministration of the so-called Capehart amendment to the Defense Production 
Act of 1950. 

It is our opinion that the discussions leading to the enactment of the Capehart 
amendment, as well as the spirit and intent of the present law, are on the basis of 
total cost. The law defines cost as “including material, indirect and direct labor, 
factory, selling, advertising, office and all other production, distribution, trans- 
portation and administrative costs.’”’ That being the case, we feel that the Cape- 
hart amendment permits administration of price control on a total cost basi 
without change in the law. 

In some cases it may be desirable to present cost changes on a specifie product 
for-sale basis, and in such cases it appears to us that the law will allow such produc! 
by-product presentations. In other words, it is our judgment that the law is 01 
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proad basis and can be interpreted in a practical way to deal with the myriad 
conditions encountered in industry and commerce. 

In cases where there are a great many products for sale, further varied by size, 
finish, ete., it would be extremely burdensome to calculate individual product 
costs to be submitted to substantiate allowable price changes. The detail of 
checking these numerous items would be very costly to the Office of Price Stabili- 
zation in such cases, but, as indicated, the individual product approach may be 
practical in some instances. 

We recommend that the general approach to the measurement of the increases 
and decreases of cost of production and selling and administrative expenses be 
by calculation of cost item changes on an over-all basis, and that the total of 
allowable price change be so determined. Following is-a listing of typical cost 
items and an approach to the measurement of increases and decreases in item costs: 


Employment costs: 
Wages and salaries General changes. 
Social security taxes___.....------- Rate and other changes. 
Payments for pensions - - - . Plan changes. 
Insurance and other benefits____-_ _- Do. 
Products and services bought (illustrative 
details): 
Scrap Change in market prices, Jan. 1, 1950 
to July 26, 1951. 
Pig tin : Do. 
Ores Lae Do. 
Coal- Ge eee se Oo) Do. 
Repair parts and materials, ete___ - -- Do. 
Freight Rate changes. 
Electric power Do. 
Contracted service, etc- Do. 
Wear and exhaustion of facilities Change in investment or lives. 
Interest and other costs of long-term Change in rates, charges, or debt. 
debt. 
State, local, and miscellaneous taxes Rate and assessed value changes. 
(excluding Federal taxes on income). 


It will be noted that the indicated items measure increases and decreases in 
costs of production and include as well all the components of selling, advertising, 
office and other distribution, transportation, and administrative costs. 

Sincerely, 
E. M. VoorH#EEs, 


Norton Co., 
Worcester 6, Mass., August 29, 1951. 
Mr. Paut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Temporary S Building, Washington 25, D. C. 

Dear Str: You have requested an opinion with reference to the following 
question: 

“Do you believe that from a technical accounting point of view it is advisable 
to administer price control on the basis of total costs, including selling and adminis- 
trative expenses broken down by individual units of materials or products?” 

It is my opinion from a technical accounting point of view it is advisable to ad- 
minister price control on the basis of total costs. A dollar spent, whether it be for 
materials, supplies, factory wages, clerical wages, sales salaries, or real-estate taxes, 
is a cost under present accounting principles. One cannot say that expenditures 
for materials and factory wages are the only items of cost. Certainly the wages 
of billing clerks are cost items just as much as the wages of the production worker. 

‘The variations in the treatment of costs in industry make it advisable to ad- 
minister price control on the basis of total costs. 

I regret that. more time was not available to consider this matter. 


Norton Co. 
E. E. McConneE Lt, 


Controller. 
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GENERAL Motors Corp., 
Washington 6, D. C., August 29, 1951. 
Mr. Paut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Washington 25, D. C. 


Dear Mr. GREEN: We have your letter of August 27 asking for our opinion 
as to whether it is advisable to administer price control under the Capehar 
amendment on the basis of total costs, including selling and administrative 
expenses, broken down by individual units of material or products. 

The question raised in your letter is not new. We had a similar situation 
under OPA as to the manner in which cost data should be shown and presented 
for review. Again, within the past year, automotive industry representatives 
met in a series of meetings sponsored by OPS under Mr. John Hancock to draft 
a practical approach to a pricing formula for the passenger car industry. Both 
of these instances involved the preparation of cost data for a purpose similar to 
that which you are now considering and a basis of reporting was worked out which 
did not require the calculation of total unit costs. 

In these cases, the basic approach was the same. This contemplated an 
understandable, workable, and verifiable presentation of the increase in cost 
segregated as to (1) material (direct and indirect), which was based on the change 
in the cost of materials entering into production of a product, and (2) payroll, 
based upon the change in wage rates (including fringe benefits), during a given 
period. Minor variations of this principle were available which provided flexi- 
bility for the single product and the multiproduct company. I believe that the 
intent of the Capehart amendment provides for a continuation of this same 
principle which can be administered. It would be most unfortunate for all 
concerned if we were now to depart from a principle and practice which has been 
proven. While the quotation contained in your letter is directed solely at the 
practicality of determining ‘total unit costs, including * * *,” the body of 
the letter indicates that you are primarily concerned with the administration of 
the Capehart amendment. As we explained to you yesterday morning, we feel 
that the intent of the Capehart amendment can be met satisfactorily by dealing 
with cost increases (or decreases) since the base period. The Capehart amend- 
ment itself does not contain any reference to total ‘“‘unit”’ costs and our experienc 
indicates that cost increases can be determined without dealing with total “unit” 
costs. 

As you know, we have determined a “‘cost increase factor’ for our individual 
car lines which we believe adequately demonstrates the total material and wage 
and salary payroll increases since the base period. This is subject to verification 
by review of our records. These increases can be calculated as a percent of 
unit sales price in determining the increase per unit required to reflect these cost 
increases. 

We recognize the difficulty of determining total unit costs, under usual cost 
accounting practices which in our case do not cover the allocation of all expenses, 
beyond standard factorv costs, on a unit basis. To require a company to demon- 
strate the validity of so-called total unit costs by a series of detailed accounting 
breakdowns is not practicable in the case of a multiproduct company. We should 
like to emphasize, however, that it is quite practicable to show a cost increase 
factor on a unit basis that is a realistic measure of the type of cost increases re- 
quired to be reflected by the Capehart amendment, and we would urge that the 
OPS direct its attention at this aspect of the problem. 

In order to comply with the over-all intent of the Capehart amendment it is 
only necessary to give consideration to the other elements of cost such as deprecia- 
tion, insurance, taxes, advertising, etc. These cost elements do not normall) 
lend themselves to measurement in terms of cost per unit of production. While 
accounting practices and systems vary greatly from industry to industry and, 
indeed, from company to company in an industry, and while many companies 
may not be in a position to furnish unit costs broken down by individual units 
of production for these elements, nevertheless increases or decreases can readily 
be calculated. 

As an example of what we have in mind, the following formula sets forth the 
basis on which a calculation could be filed under the Capehart amendment: 
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_ Price 
| Amount | increase 
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Net price, base period 


Material increase (based on bill of material for best-selling item in each category) 
Labor increase 
Labor cost ratio to sales (percent) 
Increase in payroll (percent) 
Other cost increases 
Base period: 
Total company net sales ee $500, 000 
Other costs (amount) 10, 000 | 
Sales ratio (percent) 2.0 
Current period: 
Total company net sales.......................- vee cteeeseeseweeee $350, 000 
Other costs (amount) 10, 500 
Sales ratio (percent) -......-.- tes raiiattiace ie 3.0 


Total cost increase 
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We believe, as we have stated above, that a workable system of price control 
can be applied under the terms of the Capehart amendment based on readily 
available accounting data showing (1) the increases in labor costs and material 
costs from a ‘“‘base date’’ to some current date on a unit basis for the best-selling 
commodity of a production line or category, and (2) the increases in all other costs 
shown in the aggregate. 

Yours very truly, 
R. C. Marx, Comptroller. 


LYBRAND, Ross Bros. & MonrTGcoMERY, 
CrertiFiep Pustic ACCOUNTANTS, 
New York 4, August 29, 1941. 
Mr. Paut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Washington, D. C. 

Dear Mr. Green: This is in response to your letter of August 27 in which you 
solicit our opinion on a question arising out of the Capehart amendment to the 
Defense Production Act. 

With the exception of companies dealing in a single product having no variations 
in size or quality, the accounting systems of industry generally are not designed 
to develop unit costs including ‘‘selling, advertising, office, and all other distribu- 
tion, transportation, and administrative costs.’”’ While costing procedures in 
different industries and as among different companies vary, it is a rare case where 
they are designed to distribute, among the products manufactured, costs other 
than those relating to material, direct and indirect labor, and factory (or produc- 
tion) overhead. 

We are familiar with situations under which it has been necessary to make some 
distribution of selling, distribution, and similar expenses among lines of production 
(as, for example, in justifying cost differentials under the Robinson-Patman Act). 
In our experience, such determinations have always required special costing analy- 
ses and have been exceedingly time consuming. Difficult questions of allocation 
arise, many of which must be decided along arbitrary lines without the guidance 
of standards developed by general practice. 

Accordingly, it is our opinion that generally it would be impracticable for in- 
dustry, without amplifying, supplementing, and extending accounting systems 
currently in use, to develop dependable and defensible “total costs, including 
selling and administrative expenses, broken down by individual units of material or 
products.” 

Very truly yours, 
LYBRAND, Ross Bros. & MonrTcomMERY. 
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Hasxins & SELLs, 
Certirieo Pusiic ACCOUNTANTS, 
New York 4, August 29, 1951. 
Mr. Paut M. GREEN, 
Director of Accounting, 
Office of Price Stabilization, Washington 25, D. C. 

Dear Mr. Green: I have your letter of August 27 in which you refer to th 
provisions of the Defense Production Act, as amended, and request that I answer 
the following question: 

“Without reference to the desirability of price control and without expressio: 
of your opinion as to whether prices are now high or low, or whether they should 
be higher or lower than they now are, do you believe that from a technical account- 
ing point of view it is advisable to administer price control on the basis of tota 
costs, including selling and administrative expenses, broken down by individua 
units of material or products?” 

In answering your question I shall not attempt to interpret the accounting 
requirements of the Defense Production Act, as amended; my comments will bh 
limited to the practicability from a technical accounting point of view of adminis- 
tering price control on the specific basis stated in your question. 

As you well know, cost accounting for a manufacturing company is a compli 
cated process which involves many matters of judgment and many alternative 
procedures which are acceptable but which do not tend to produce comparable 
results between industries or even among companies in the same industry. The 
administration of a price-control act that is related to cost is complicated and 
difficult at best. It seems to me that to the extent that it is based on extensive 
costing procedures, it rapidly becomes more difficult to administer even to the 
point of beeoming impracticable not only from the standpoint of enforcement 
by a Government agency, but also from the standpoint of compliance on the part 
of manufacturers. Based upon many years of public accounting experience, it is 
my impression that while many manufacturing companies have reliable records 
of total costs and of increases in total cost, the vast majority of manufacturing 
companies do not have cost records which would be reliable as to cost of individual! 
units of material or products. Even when one considers the simpler elements of 
cost accounting such as direct materials and productive labor, there are many 
difficulties involved because of inconsistencies between companies as to what 
materials are considered direct materials and as to what labor is considered 
productive labor. 

In computing unit costs these difficulties increase as other items, such as factory 
overhead, are added to the computation, and it seems to me that it becomes 
impracticable to achieve comparable results when an attempt is made to allo- 
cate selling, advertising, distribution, and administrative costs on a unit basis. 
It is probable that there are not many companies in the country whose account- 
ing systems provide for the allocation of selling, advertising, distribution, and 
administrative costs in their costing procedures. 

Nothing that I have said heretofore is intended to refer to the question of 
whether total cost, including selling and administrative expenses, should be 
considered in administering price control, which I consider to be a policy ques- 
tion; it is intended to apply only to the breaking down of such costs to individual 
units of material or products. If selected as the basis for price control, total 
costs or increases in such costs probably could be demonstrated without the 
necessity of computing total unit costs. However, in answer to your specific 
question, it seems to me, for the reasons outlined in the foregoing paragraphs, 
that from a technical accounting point of view it is not practicable to attempt 
“to administer price control on the basis of total cost, including selling and 
administrative expenses, broken down by individual units of material or products.” 

Yours very truly, 
Joun W. QUEENAN. 


ScovELL, WELLINGTON & Co., 
ACCOUNTANTS AND AUDITORS, MANAGEMENT CONSULTANTS, 


New York, August 28, 1951. 
Paut M. GREEN, 


Director of Accounting, Office of Price Stabilization, 
Washington 25, D. C. 
Dear Mr. GREEN: This statement is sent to you, in answer to your request of 
August 27, for presentation at a meeting of the Senate Committee on Banking 
and Currency. It is based on the experience of the writer and of his firm cover- 
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. 
ing more than 40 years. The writer is one of the original members of the National 
Association of Cost Accountants and he and his firm have devoted a substantial 
part of their professional practice to cost accounting. 

In spite of the advice of professional accountants, the National Association of 
Cost Accountants, and other organizations interested in better cost accounting, 
it is an unfortumate fact that even today only a small proportion of the corpora- 
tions in this country have adequate cost systems. Most of those companies 
having cost systems that are reasonably adequate are able to determine only the 
zosts of manufacturing various products, and have not developed satisfactory 
methods for allocating to each product a proper share of administrative expenses 
or selling and distribution expenses. 

Even if a company has an adequate system which enables it to determine the 
total cost of each individual product, covering not only manufacturing costs but 
costs of distribution, selling, and administration, such a total cost determined 
today would not be accurate a month or 2 months from now, because of changes 
that would occur in the volume of production and sales. Such changes in volume 
would affect not only the over-all costs for the company for manufacturing over- 
head, selling, and administrative expenses in relation to the total products, but 
would affect the costs of individual products, as one product or group of products 
would increase in volume while other products or groups of products would 
increase at a lesser rate or actually decrease, Calculations of the effect of changes 
in volume that have occurred, or that are anticipated, can be made for an indi- 
vidual company that has an adequate cost system. 

Therefore, while a certain few companies can produce the data regarding costs 
as defined in the Capehart amendment, in my opinion, the amendment can be 
applied in practice only to support an application of an individual company 
showing that the total costs of individual items manufactured and sold by such 
company are in excess-of the then ceiling prices of such articles. 

In my opinion, the provisions of the Capehart amendment are such that, for 
most companies, they cannot be applied to the costs of individual units of material 
or products, but they must be applied on an over-all basis. 

Sincerely yours, 
C. OLtIveR WELLINGTON. 


Toucne, Niven, Bartey & SMART, 
CERTIFIED PusBiic ACCOUNTANTS, 
Detroit 26, Mich., August 28, 1951. 
Mr. Paut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Washington 25, D. C. 

Dear Mr. GREEN: This is in reply to your letter of August 27 to our Mr. 
John Kohlrieser. 

In that letter you asked the following question: 

“Without reference to the desirability of price control, and without expression 
of your opinion as to whether prices are now high or low, or whether they should 
be higher or lower than they now are, do you believe that from a technical ac- 
counting point of view it is advisable to administer price control on the basis of 
total costs including selling and administrative expenses, broken down by indi- 
vidual units of material or products?” 

The essence of the question, from a technical accounting point of view, is 
whether it is possible for the administrative agency to obtain reliable total costs 
by individual units. That, in turn, breaks itself down into whether companies 
can furnish reliable data on total costs by products, on the one hand, and, on the 
other hand, whether information by individual products will provide such volumin- 
ous detail that effective administration will be impossible. 

It has Leen my experience that large numbers of commercial and industrial 
companies do not have adequate and reliable individual cost data. In some cases 
the number of products is so great that individual changes can be measured more 
readily by changes in material and component parts, rather than by changing 
constantly the complete cost data. Many companies are not accurate for pricing 
purposes in the allocation of overhead. This is true particularly of selling and 
administrative overhead, which in many cases is not allocated to product. Ad- 
ministration on the basis of individual product costs would be very difficult in 
those companies; however, even in these cases, it is practical and, I think, ad- 
ministratively workable to use totai costs on an aggregate basis, and to measure 
the changes in costs from period to period. 
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On the other hand, there are companies that do have reliable product costs, 
do have a comparatively small Saeatar of products, and do have a reasonable 
basis of allocation for even selling and administrative expense. In those com- 
panies it would seem to me that it would be possible to have price control on the 
basis of individual product costs. 

In view of the great variety of conditions and the differences in the nature of 
all products, and differences in the customary pricing habits, it would seem to me 
unwise to require that individual produet costs must be used or, on the other hand, 
unwise not to permit their use in proper circumstances. 

Very truly yours, 
Geo. D. Barney. 


WILMINGTON, DeEt., August 30, 1951. 
Paut GREEN, 


Director of Accounting, Office of Price Administration: 


I have studied carefully your letter of August 27, 1951, and, against the back- 
ground of the Capehart amendment, I am not sure that I fully understand the 
question set forth therein. It would seem that it should be possible to devise a 
practical system, within the framework and intent of the Capehart amendment, 
under which manufacturers could compute and reflect in the ceiling prices for 
their products appropriate amounts to cover any increases or decreases in over- 
head costs, such computations being made substantially along the lines outlined 
in CPR 22 for treating with increases or decreases in labor costs. 

Du Pont Co. 
W. C. Lana. 


(Whereupon, at 6:10 p. m., the committee recessed until 10:30 a. m. 
Friday, August 31, 1951.) 
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FRIDAY, AUGUST 31, 1951 


Unitep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:30 a. m., in Room P- 
63, the Capitol, Senator Burnet R. Maybank (chairman) presiding. 

Present: Senators Maybank, Robertson, Douglas, Benton, Moody, 
Capehart, Bricker, and Schoeppel. 

The CuarrMAn. The meeting will come to order. 

Mr. Johnston, will you proceed in your own way. 

We have before us, as you know, these amendments to the Defense 
Production Act that were introduced in the last few days. At the 
time of the reading of the President’s message you gave us some 
information, and we had the pleasure of hearing Mr. Wilson and 
Mr. DiSalle yesterday. 

Mr. Wilson thought you might be able to get together to get a 
clarifying amendment so that it could be worked administratively 
correct. Has that been done? 

Mr. Jonnston. That will be submitted to you today, I believe. 

The CuatRMAN. What time would it be, today? I do not mean 
to pin you down, because we will not be able to have more hearings 
on it today, anyhow, but I would like to have it to study over the 
week end. 

Mr. Jounston. It is in Mr. Wilson’s chief counsel’s office, and I 
understand it will be out this afternoon. 

The CuatrMAN. As soon as it is provided to the committee, it 
will be distributed to the members. I do not believe we can do 
anything about it today, but we will have a chance to study it over 
the week end. Give a copy to every Senator as soon as it comes 
into the office. 

(The amendment referred to will be found on p. 2942.) 

The CuatrmMan. We had quite a long session yesterday, which you 
probably heard about, 

Mr. Jounston. Yes, Senator, I did. 

The CuatrMANn. We are trying to see if we can do something to 
make it work. We want to catch the crooks and give the benefit 
to the hard-working people. What we want to do is get an amend- 
ment to clarify the act, and make it enforceable, and cut out a lot 
of red tape. 


You may go ahead. 
2911 
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STATEMENT BY ERIC JOHNSTON, ADMINISTRATOR, ECONOMIC 
STABILIZATION AGENCY 


Mr. Jounston. Gentlemen, I want to express my appreciation for 
the opportunity to review our stabilization situation with you. 

I realize what a back-breaking load each of you carries, on this 
committee, on your other committee assignments, and on the Senate 
floor. I know what a sacrifice it is for you, after so many long months 
of deliberation on this legislation, to go back once more over what 
must seem to you the same weary ground. 

In justification, I can only say that, in my opinion, the issue is 
serious enough to warrant the time and effort you are giving to it; 
for I believe that the new law has brought the stabilization program to 
a crisis. 

In enacting the Defense Production Act in September 1950 the 
Congress laid down a mandate: Control prices and wages to prevent 
the defense program from wrecking our economy through inflation. 

The Congress provided generally adequate authority to carry out 
this mandate. Under the law as it was written last September, the 
inflation touched off by the Korean war was halted in its tracks. 

Price and wage controls have proved effective. The cost of living, 
which had soared more than 8 percent in just a few months, has been 
held to an increase of only 1 percent since direct controls were invoked 
in January. 

When the Defense Production Act was amended a month ago, 
however, the Congress left the mandate in the act—but took away 
authority needed to carry it out. 

If the act stands as now written, the consequences will be costly. 
They could be disastrous to our country, and to the whole free world. 

Senator Capenart. Will you yield just a moment? 

Mr. Jounstron. Yes, sir. 

Senator CapeHart. You say the price and wage controls have 
proved effective. Are we to understand, then, that the criticism 
directed at the old 1950 Price and Wage Control Act was unwarranted? 

Mr. Jounston. No, we feel that there should be some clarifying 
amendments to the 1950 act, Senator, but we feel that the 1950 act 
was far preferable to what we have now. 

Senator CaprHart. Preferable to the so-called 1951 act? 

Mr. Jounston. That is right. 

The CuarrMan. Let me say one thing more: Yesterday afternoon 
when we decided to appoint the committee, consisting of Mr. Wells and 
Mr. L’Heureux to investigate the black market, I told them to use 
whatever funds are necessary to make a trip to Kansas City, or Chi- 
cago if it is required. They are authorized to do that, because it will 
be done before we meet again after we recess today. 

Senator ScooreprreL. Mr. Chairman, I would like to ask one clari- 
fying question here: 

In the very last paragraph on page 1 you say the inflation touched 
off by the Korean war was halted in its tracks. Am I to assume that 
the 1950 law did that? 

Mr. Jounston. I think that the 1950 law was very effective in 
doing it. There were other things in addition to that, but I think the 
1950 law was effective, Senator. Wage and price controls gave people 
confidence that prices would not goup. Asa result I think that people 
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did not continue the hoarding or the speculative buying as they had in 
the past. 

Senate ScHoEPPEL. Was not also one of the big factors that people 
were awakened to the fact that the wholesale index of the country 
showed a terriffic oversupply of stocks, and people just realized that 
there was a little different situation than a scarcity economy? 

Mr. Jonnston. That realization did not occur, Senator, until quite 
a time after wage and price controls were invoked. That realization 
did not occur until March, and the controls were invoked on January 
26. 

Prior to that time, and for almost a month thereafter, there was still 
tremendous buying, tremendous inventories. People were still plac- 
ing orders for long future deliveries, along in March, people began to 
realize that price and wage controls were effective. They began to 
realize that prices were not going up, and they stopped their spree buy- 
ing in ee they had been engaged for many months. That is what 
we feel. 

Senator Moopy. You do not feel it was a complete coincidence 
that prices went up very rapidly until the freeze order was put on? 

Mr. Jonnston. We do not think it was a coincidence at all. We 
think that the wage and price freeze had a very material effect in 
stopping the upward spiral. 

The CuarrMan. You still have that wage and price freeze, do you 
not? 

Mr. Jonnsron. That is right. 

The CHarrRMAN. You do not have to roll back, you can let things 
stand as they are. 

Mr. Jounston. No, we cannot very well, Senator, because you 
cannot let things be static. You have got to grant some price 
increases where they are justified. 

The CuarrMan. I do not question that in certain hardship cases. 
But the 1950 law you speak of was in effect in January. Most of it 
is still in effect today, unless you want to invoke the amendments to 
the basie act. 

Mr. Jounston. We want these amendments removed. 

The CuarrMan. You do not have to roll back to pre-Korea, that 
is not the law. 

Mr. Jounston. We never intended to roll back to pre-Korea. 

The CuatrMan. That is the only thing that this so-called Capehart 
amendment says, that if you go to pre-Korea, you must take these 
costs into effect. 

Mr. Jounston. It also says each individual applicant can apply. 

The CuHarrMan. Only in cases where he was not satisfied with the 
price ceiling under which he was operating. 

Mr. Jounston. But we have not the opportunity of fixing ceiling 
prices On various industries, as we had previously. 

The CHarrMaNn. I understand, but 1 wanted to make the record 
clear that that should be a clarification of this amendment. Is it 
necessary to abolish the amendment? 

Mr. Jonnston. We think the amendment ought to be rescinded. 

The CaarrMan. Take the entire amendment out? 

Mr. Jounston. That is right. We think we would be far better 
off under the old law. 
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Senator Moopy. Would you be better off if some of the language 
of this amendment were clarified? I think you can get from what 
the chairman has said that he feels it is doubtful that it is possible 
to rescind it, but I am hopeful that his remarks mean 

The Cuarrman. Now, I want to make myself clear. I said in my 
opinion that Congress had just passed this bill by an overwhelming 
vote in the House and in the Senate; it was my guess they would not 
entirely do away with it. I did not say this committee would; I did 
not mean it that way. 

Senator Moopy. You are entirely willing to have a quick action on 
a clarification or improvement of this thing. 

The CuarrmMan. I would like to see a law that can be enforced, 
and inflation stopped, but I do not want to see people punished. 

Senator Capenart. As I understand what Mr. Johnston has said 
up to this time in his remarks, the old law was a good law and price 
and wage controls have proved effective, that they have done a good 
job, and they would be perfectly satisfied to go back to the old law. 

Mr. Jounston. What I have tried to say, Senator, is that the old 
law is better than the amendments which we have in the new law. 
We would like to see the old law strengthened, and further on in my 
statement I will suggest that we come back to you again, but cer- 
tainly not now. 

The Cuatrman. Mr. DiSalle said yesterday he would be satisfied 
on the old law. 

Mr. Jonnston. Certainly we would be much more satisfied with 
the old law than with the amendments in the new one. 

Senator CapeHArtT. You say the inflation touched off by the 
Korean War was stopped in its tracks as a result of the old law. 

Mr. Jounnston. That is right. 

Senator CapeHART. Then the old law in your opinion was a good 
law, and you have halted inflation in its tracks, and therefore all this 
discussion pro and con that we had in the newspapers, and for weeks 
and weeks of hearings on the old bill, was unnecessary. 

Mr. Jounston. Senator, it was a good law for the conditions under 
which it was supposed to operate. But the economy has not received 
the real inflationary pressures as yet. When those occur, and Gov- 
ernment spending goes to about 65 billion on an annual basis—and 
when these inflationary pressures really occur—we think that. the old 
law would need strengthening in order to control prices and wages. 

Senator CapEnart. Well, the old law gives you the right to control 
prices and wages. 

Mr. Jonnston. We understand that it gives us the right. 

Senator Caprnart. And ‘the only limitation on your actions is 
that the prices must be fair and equitable; is not that about the only 
limitation? 

Mr. Jounston. There were certain amendments we requested in 
the old law. 

Senator Cargenart. I understand that the certain amendments 
you wanted—I do not know that they had to do with price and wage 
controls—you wanted to build defense plants, and the right to set 
parity formulas to go for 1 year, you wanted the right to license 
businesses. 

Mr. Jounston. We wanted to control parity for a crop season, 
you remember that. 

Senator Capenarr. Yes. 
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Mr. Jonnston. Rather than having the parity fluctuate up and 
down. 

Senator CapeHArT. But now you say it was a good law, that you 
stopped inflation in its tracks, but you say, of course, that we have 
not as yet reached the pressure stage. 

Mr. Jounston. That is right; in my opinion that is true. 

Senator Carpenart. But if you have the right to control prices and 
wages, I do not know how you can get much more power and author- 
ity. Of course the outgrowth of these amendments that you are 
objecting to were all written in on the floor of the Senate or the 
House, or they occurred in conference. Under the parliamentary 
situation the conferees were required to follow certain rules and regu- 
lations. There were certain things they could and could not do, 
regardless of their individual feelmgs on the matter. If you will 
mandate the Senate bill denied you the right to roll any prices 
back bey ond January 25, and then on the floor of the Senate the so- 
called Millikin amendment was put in, which gave you the right to 
go back to pre-Korea under certain conditions. Then when the con- 
ferees got together, they found that in the Senate bill, nothing in the 
House bill pertaining to it at all, so it was a matter of reconciling 
the two. Of course, you violently object to what the conferees did. 

I, as one who helped write the 1950 Defense Production Act, and 
one who insisted that wage and price controls be made a part of the 
act, in the face of the opposition by the President of the United States, 
I am delighted to have you say as you did that you were able to stop 
it in its tracks, that it was a good law, and you were able to control 
inflation. 

I think you might well congratulate the Congress and the commit- 
tee for having the foresight to put price and wage controls in the act 
last September. 

Mr. Jounston. I have done that several times, Senator, in the pasts 

Senator Capenart. That is the historical background of exactly 
what happened. I think we are getting pretty close to a reconciliation 
on this whole thing, and that is the matter of what costs should be 
added, what mandatory costs we should impose upon you, as the 
Administrator, and you object to having to take into consideration, 
in a mandatory way, certain costs. 

Mr. Jonnston. That is true. 

Senator Capenart. About the only difference between what you 
are asking, and what the conferees did in the so-called Capehart 
amendment, is a matter of whether the conferees allowed too many 
costs, or whether or not it is administratively workable. I said in a 
speech I made on the floor the other day certainly there was room for 
honest argument between honest people in respect to that matter, 
but the conferees possibly had no other choice in doing what they did, 
at least they had to do something, so I think we are getting this thing 
pretty well down here to a fine point. 

Now, there has been a bill introduced by three Senators to repeal 
the so-called C apehart amendment and the Herlong amendment, and 
Senator Maybank and myself introduced a law to repeal slaughtering 
quotas. 

The CuarrMan. For hearing purposes. 

Senator Capenart. For hearing purposes: as the Senator just 
stated; so we are down to those three things. 

Mr. Jounsron. That is correct. 
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Senator CapeHart. We asked Mr. Wilson yesterday to write a 
clarifying amendment for the so-called Capehart amendment, but 
nothing has been done yet in respect to the a amendment, 
and no decision has been made with respect to the slaughtering quotas. 

I am delighted that you feel that you have stopped inflation in its 
tracks, and that the old bill has proved effective. You will remember 
that some of us offered motions to continue the old bill. 

Mr. Jonnston. Senator, the old bill, we think, was a good bill for 
its time. We think when next year rolls around, you will need many 
of the amendments that we suggested to the old bill. 

Senator Capenart. They are amendments that help in administra- 
tion, rather than being in principle, would you say? 

Mr. Jonnston. No; I think there are some amendments of prin- 
ciple. For instance, control of speculative trading on commodity 
exchanges, and the seasonal control of parity so it will not, for a 
seasonal crop year—— 

Senator CapgeHnart. Both of those are a matter of principle rather 
than administration. 

Mr. Jounston. That is right. 

Senator Benron. May I suggest the power to build defense plants 
which the President again mentioned in his message. 

Mr. Jonnston. That is right. 

Senator Moopy. Mr. Johnston, there has been a lot of talk in the 
last few days about who intended to do what, and the fact that Con- 
gress did a good job last September. The conferees were under pres- 
sure and no individual Senator was responsible for the wording. | 
think all of that is true, but is not the issue here whether you are go- 
ing to have a law that is workable, or whether you are going to have 
a law that is not workable, and the fine points of the wording in these 
couple of amendments make the whole difference of whether we stop 
inflation or whether we do not. Is that your position? 

Mr. Jounston. That is our position. 

The CHarrMan. I am glad to hear you say that. 

Senator Carpenart. Mr. Chairman, I do not believe that is Mr. 
Johnston’s position. 

Senator Moony. He just said it was. 

Senator CapreHart. In his statement here, he says he has already 
stopped inflation, that the old law worked, it worked satisfactorily, 
and now, of course, the question is will the new law, with the amend- 
ments, work as satisfactorily as the old law. His position is that it 
will not. 

Senator Moopy. I do not know whether the Senator from Indiana 
or Mr. Johnston knows better what Mr. Johnston’s position is. I am 
sure he would prefer the old law. I think the Senator from Indiana 
will agree with me that this has gotten down to a fine point of whether 
these amendments as written in the conference will work, or will not. 
We have now heard from Mr. Wilson, Mr. DiSalle, and Mr. Johnston, 
and a unanimous vote of the President’s Advisory Committee which 
includes representatives of business, farmers, labor, and the public 
unanimously saying that it will not. Now, I do not think it is im- 
portant who wrote it, who did not write it, or who is responsib!e for 
it. I think it is important that we have a law on the books that will 
enable these people to check the rising prices, and I hope the com- 
mittee takes action at a very early date to make it possible. 
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Senator. Capenart. I am glad to have the able Senator from 
Michigan repeat what I have just said. I am glad to note we are in 
agreement, because that is exactly what I said a moment ago, and if 
he will take a look on his desk, he will find that Senators have already 
introduced bills to repeal these laws. 

Senator Moopy. I hope the Senator from Indiana will support those 
amendments, or else support clarifying amendments. 

The CHatrrMAN. We will have to do that in executive session. I 
think it would be better to let Mr. Johnston get along. 

I wish to be excused for a few minutes. I will be back shortly. 

Mr. Jounston. To continue: We feel if the act stands, prices will 
have to go up unnecessarily. Wages will have to go up unnecessarily. 
The costs of rearming will go up unnecessarily. Taxes will have to go 
up unnecessarily. The dollar will sink in value unnecessarily. 

Senator Capenart. Is there any way, either under the old bill, or 
if we repeal the amendments, that we are talking about, is there any 
way of rolling back prices of the gougers to the point w here we could 
get a reduction in the cost of living, is there any possible way of doing 
that, or must we reconcile ourselves to prices at least remaining as 
high as they are at the moment? 

‘Senator BENTON. Assuming we have the old bill? 

Senator Carenart. I thought I said that. 

Mr. Jonnston. Yes, he said that. 

Senator Moopy. You mean the 1950 act, or 1951? 

Mr. Jonnston. We had hoped, Senator, that we could get sufficient 


‘roll-backs to reduce the cost of living slightly. We would not reduce 


it very much, but we thought we could reduce it some. There would 
be some increases to offset the roll-backs, but we thought the net effect 
might be a slight reduction in the cost of living. 

Senator CaprHart. And you think you have the authority to do 
that under the old act? 

Mr. Jounston. Under the old law we are quite sure we had that 
authority. 

Senator CapEHART. And you feel you will be able to roll many prices 
back, but the end result will be possibly the same level of prices—— 

Mr. Jounston. A slightly lower level, we hoped. In other words, 
there would be some roll-backs, and some roll-forwards, but the net 
result would be a slight lowering in the cost of living. 

Senator Moopy. Are you talking about the 1951 act, or the 1950 act? 

Mr. Jonnston. The 1950 act. To continue with my statement: 

It is vital that none of these things be permitted to occur; yet they 
are the inevitable consequences, if thelaw stands. As a Nation, we 
will be weakened when we so urgently need to be stronger. 

This act has put a lot of dents in our economic armor. The dents 
need attention, but they can wait until a little later. 

What cannot wait for attention are three big, gaping holes the act 
has opened in our economic defenses. That damage needs to be re- 
paired at once. It cannot wait, if we are to cope with the inflationary 
pressures being generated by our accelerating spending for armament. 

That is why I come before you today, to ask you to repair this 
damage by prompt repeal of these three ‘amendments in the law: 

Section 402 (d) (4), a catch-all device for boosting price ceilings 
whenever business wants to use it; 
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Section 402 (k), which snowballs every price increase at the manu- 
facturer’s level into much bigger increases at the wholesale and retail 
levels; and 

The last sentence of section 101, which prohibits the quota system 
for orderly marketing of livestock, and thus yanks the rug from under 
effective control of meat prices. 

Senator SHorppeL. Mr. Johnston, where you say a “catch-all 
device for boosting price ceilings whenever business wants to use it,” 
do you infer that business can do whatever they want to do under 
this? 

Mr. Jonnston. Yes, business can ask for increases at any time 
that it wishes if it has the cost figures to substantiate them. 

Senator ScHornrpeL. That is the point I wanted to make. [ 
honestly feel that that statement standing alone is not a fair state- 
ment. They must make their application, it must be substantiated 
by proof that the agency of which you are a part makes the deter- 
mining factor of whether it justifies that petition. Am I correct in 
that? 

Mr. Jounston. Yes, you are correct in that, but let me answer 
you. 

Senator Brenron. Mr. Johnston, may I remind you, because you 
may not have seen the record of Mr. Wilson’s testimony, that he 
brought out on this‘subject that one manufacturer may make 40,000 
items. I remember hearing testimony before the Small Business 
Committee that the Army and Navy have a list of 5 million items 
which they purchase, and that the problem is not that on the indi- 
vidual item, where Senator Schoeppel might be wholly correct, where 
the administration breaks down is that you could have 5 million appli- 
cations on which no army of accountants and lawyers in the world 
could operate successfully. Is not that the problem and the answer 
to Senator Schoeppel’s question? 

Mr. Jounston. Yes. 

Senator Moopy. Is that not the explanation of the point you make 
here, that business would have virtually the right to do as they please 
because you would not be able to get to all the applications that would 
have to be made? 

Mr. Jounston. We would have to rubber-stamp them, probably, 
or allow them to be self-administrative. We could not possibly 
process all the applications that might come in. 

In addition to that, of course, we cannot get cost absorptions which 
we should be allowed to get, and under the old law we could get. 
You know if a firm produces a hundred thousand of a certain item, 
the overhead is a certain amount per item, but if it produces 500,000 
of the same item, the overhead per item is decreased. 

Now, we take that into consideration in fixing prices, but we cannot 
do that under the present law, Senator. 

Senator ScHornpreL. The point I wanted to make to the dis- 
tinguished gentleman here, who has a wide range of experience in the 
business field, is that whenever business wants to use it, they have 
got to do it under the rules of the game, and a finding has to be made. 

Now, I do not quarrel with you, Mr. Johnston, on 1 the cumbersome 
method and the accumulated volume you might have to process, but 
certainly I do not want business tagged with a statement that I think 
is somewhat unfair; that people get the idea coming from a man like 
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you in a responsible position, with a wide experience such as you have 
had, that business can do that. I merely want to get the record 
straight that they have to go through certain procedural processes 
and certain findings must be made. 

Now, you and I may seriously differ, and I am inclined to agree 
with you that we cannot burden an administrative agency with a 
mass of details and expect prompt handling. 

[ just thought that was too broad to let stand alone. 

Mr. JounsTon. Senator, | am glad you called that to my attention. 
[ do not think it is too broad, because I think really business could do 
pretty much as wished, because, as we have said before, we could not 
possibly process these applications, but would simply have to make 
them self-administrative, or rubber-stamp them. 

Senator ScHoOEPPEL. How many have you had? 

Mr. Jonnston. We have not had any, Senator, because we have 
not any forms out to ask for applications. We anticipate we will 
have hundreds of thousands of them when forms go out. 

Senator Bricker. Upon what do you base that? 

Mr. Jounston. We base that upon indexes now available that 
many businesses are going to ask for relief. 

Senator Benvon. Mr. DiSalle yesterday spoke of a meeting of 
businessmen recently where they all agreed that they were going to 
put in these applications. 

Senator Caprnart. Let me ask you this: You say there will be 
thousands 

Mr. Jounson. I said hundreds of thousands of them. 

Senator CapEHART. Does that mean, then, hundreds of thousands 
of businesses whose costs have legitimately increased? 

Mr. Jounsvon. It means hundreds of thousands of businesses can 
qualify for price increases under a formula in which you can pass 
through all labor costs, and all material costs, and all direct and in- 
direct costs up to July 26. 

Senator CapgeHart. You think hundreds of thousands could? 

Mr. Jounston. Items, not businesses. Hundreds of thousands of 
items. 

Senator CapsHart. I thought you said hundreds of thousands of 
businesses. 

Mr. Jounston. Hundreds of thousands of items by business. It 
may be millions of items. We cannot tell you. 

Senator CaprHarr. Do you think that their costs have increased 
on all those items? 

Mr. Jounston. Their costs may have increased, Senator. But if 
we allow to pass through all costs direct and otherwise, to which the 
present bill entitles them, they would undoubtedly be entitled to a 
price increase. 

Senator Benton. Is it not true that businesses hire lawyers and 
accountants to prove they have increased cost. It is the claim—— 

Senator CapeHarT. Under the amendment, they must prove their 
cost. 

Senator Moopy. Does the amendment not say specifically, Mr. 
Johnston, that the President shall grant cost increases unless it can 
be indicated that they are not justified. If you had hundreds of 
thousands of applications, those price increases would all automati- 
cally go into effect unless and until you could reach each one and make 
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a complicated determination of whether or not you would wipe out 
the CPR 22, which was the enforcement regulation, which must have 
been fair because there were not many protests under it? 

Mr. Jounston. Most businesses thought it was pretty good. 

Senator CapeHArtT. Mr. Chairman, I do not know how we are 
going to get anywhere unless we stick to the facts. I notice a tendenc y 
on the part of some not to stick to the facts. Let me read the 
language: 


Upon application and a proper showing of his prices and costs by any perso: 
subject to a ceiling price, the President shall adjust such ceiling price in the manner 
deseribed in clause 1 of the preceding sentence. For the purpose of this para- 
graph the term “costs” includes material, indirect and direct labor, factory, 
selling, advertising, office; and all other production, distribution, transportatio: 
and administration costs ‘except such as the President may determine to be un- 
reasonable and excessive. 

Now, you say here whenever business wants to use it. Now, no 
business in the United States, under what I just read, could auto- 
matically increase their prices. They have to make application to 
you, and you must approve them. That is why I think the statement, 
when business wants to use it, is unfair. They cannot use it without 
your permission, and then they cannot use it—you can deny it, if in 
your opinion, acting for the President, their costs are excessive and 
unreasonable. Furthermore, you leave the impression, whenever 
business wants to use it, that it goes on and on and on, when you know 
that the act specifically states that no increases in costs, regardless of 
what they are, can be used for the purpose of asking for a price in- 
crease after July 26. 

Mr. Jounston. Senator, upon application—— 

Senator CaprHart. I do not deny vou the right to question the 
workability, and the end result of that particular amendment, but | 
dislike, and I agree with Senator Schoeppel, you saying, “whenever 
business wants to use it,” I think you are doing an injustice both to 
the conferees and the Congress who passed this language, and to 
business generally, because I do not believe it is the fact. I think we 
have got enough propaganda in the United States beating the dickens 
out of the productive enterprises of America without going out of our 
way. The amendment may well go wrong, but it certainly does not 
give business the right to automatically use it. There is no language 
in the bill at all—you could wait a matter of 6 months, could you not, 
to act on these applications? 

Mr. Jounston. I do not think we could. 

Senator Capenart. Legally you could. 

Mr. Jounston. I doubt it. I think we would be accused of many 
things if we tried to wait that long. 

Senator Capenart. I want to call your attention to one other thing. 

Under the existing act, the old act in which you were mandated to 
make the prices fair and equitable, under that act we set up a special 
provision wherein if a seller of these hundreds of millions of items you 
are talking about was dissatisfied with the price that you gave him, 
he had the right to take you into court. 

Mr. Jounston. That is right. 

Senator Capgenart. Under the old act—— 

Mr. Jonnston. He still has that right. 

Senator Capenart. Under the old act, these hundreds of thousands 
of businesses you are talking about have a right to take you into court, 
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and you might well end up some of these days with 100,000 court 
actions. Therefore, in principle, the old act, and this, are one and the 
same, excepting, of course, in the old act they are permitted to goto 
court which is more expensive than filing an application. 

Mr. JounsTon. Senator, what we are trying to say is this: Of course 
a man must make an application, but under the formula outlined by 
paragraph 4, there are too many costs that he can include, and we 
know—— 

The CHAIRMAN. That gets down to what Senator Capehart has 
been saying. 

Senator eae There are so many applications he can put in. 

Mr. Jonnston. Yes; so many—— 

Senator CappHart. And so many lawsuits he can file. 

Mr. Jonnston. No; the people do not do that, Senator. 

Senator CapEHART. They have the right to do it. 

Mr. Jounsron. There are so many applications they can put in, 
that the only thing we could do is either allow them to be granted on a 
self-exec uting basis, or to rubber-stamp them, and that is what we 
are trying to say to you. 

Senator BrickER. Why? 

Mr. Jounston. Because you could not possibly process all of them. 
We do not have enough accountants in America to do it. 

Senator CapEnarr. Of course what we were intending to do with 
this was to give you a formula to roll these prices back. 

Mr. Jounsron. Right. 

Senator Capnuart. That is what we wanted to do, and that was 
the intention of the amendment, a roll-back amendment, because it 
was to replace the Millikin amendment, which was a roll-back amend- 
ment. We were trying to say to you to take the pre-Korean price, and 
roll everybody’s price “back to that, and then let them add their legi- 
timate increases in costs, and then if their se lling price today is more 
than the pre-Korean price plus the legitimate selling cost you roll that 
fellow’s price back to that point. If his selling price today is not as 
much as his pre-Korean selling price plus his increase in costs, then if 
he wanted, the seller—he could not do it automatically—he would 
have to file an individual application with you, and then, after you 
reviewed it, if you wanted to, you could permit him to increase his 
cost. ’ 

That is what we tried to do. Evidently we failed, at least we did 
in your opinion. 

Mr. Jounston. We have no criticism of your intent. We are trying 
to say from our point of view it is unworkable. It cannot be done. 

Senator Capenart. The thing I object to is that even in your 
statement here, “whenever business wants to do it,’’ you have been 
trying to misrepresent, or leave the wrong impression with the people 
in the United States about the intention of the amendment. 

Mr. Jounston. We do not think so, Senator. Again that may be a 
difference of opinion. 

Senator CapEHART. Well, whenever business wants to use it. 

Mr. Jounston. Whenever business wants to make an application 
for an item, Senator, if we have hundreds of thousands of them and 
cannot process them, we have to rubber-stamp or allow them to be 
self-executing. Does that not mean when business wants to do it, 
they have the opportunity? 
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Senator CapgpHart. All they have got to do is send out a new price 
list to their customers, is that not true? 

Mr. Jounston. There is no intention of saying that. 

Senator CaPpeHArT. I do not believe you intended to do it, but | 
think you did. 

Senator Moopy. I do not believe he said that. 

Mr. Jonnston. We did not intend to say that. And I do not be- 
lieve we did. 

Senator Moopy. Is there not some confusion over what the intent 
of the drafters of this amendment was, and the actual effect of the 
amendment? I believe, from listening to the members who were on 
the conference committee that that intent was to write approximate ‘ly 
the same principle into the law that was written into the regulation by 
yourself and others under your order No. 22, but, as you see the 
situation, in translating the rough approximation of that wording into 
law, they set it up in such a way that you say—and I think it is quite 
obvious—that it cannot be effec tively administered. 

I think this talk of what people intended is over the dam. Let us 
get to the question of whether it will work or not. I think it is a 
question of whether the law is properly worded, or is not. 

Senator Capenart. Unfortunately the able Senator from Michigan 
was not a member of the conference. He does not know what our 
intentions were. 

Senator Moopy. I was merely saying you had good intentions, 
Senator. 

Senator Capenart. My chief objection, and I shall continue to 
fight the President of the United States, or anybody else that mis- 
represents what | think was the intention, and good intention, of the 
Congress of the United States. 

Senator Moopy. Does the Senator from Indiana object to my 
crediting the conference with good intentions? 

Senator CapeHart. It makes very little difference to me what the 
Senator from Michigan says or thinks. 

Senator Bricker. You are allowed to take direct costs into con- 
sideration in fixing price? 

Mr. Jounston. Yes, sir. 

Senator Bricker. What has been the average weekly pay increase 
of labor in this country in the last 2 years, if you know? 

Mr. Jounston. I would say the average weekly pay increase for 
labor as a whole since January 1950 has been about 8 percent. 

Senator Bricker. What has been the average increase in the cost 
of living? 

Mr. Jonnston. About 10 percent. 

Senator Bricker. I have an article here, from the Wall Street 
Journal of August 20, 1951, which states that the cost of living in the 
past 2 years increased 9 percent, while the average weekly pay of all 
factory workers has climbed 18 percent since mid 1949. White- 
collar workers have not fared so well, it says. The income of insur- 
ance clerks has risen. 7 percent, that of retail clerks 8 percent, and that 
of bank workers 11 percent. Steel workers have gone up about 25 
percent, soft coal a little more; all manufacturing on the average !s 
up about 18 or 19 percent; electrical machinery is up about 17 or 18 
percent; banks, about 12; autos, about 12 percent, according to this 
schedule. 
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rice Would you say that that was wrong? 
3 Mr. Jounston. No; I would not say that is wrong. We feel that 
7 from January 15, 1950, which was a relatively stable period, Senator, 

it 1 Ge all wages, including those of the insurance people, the white-collar 
1 workers, and the smaller fac tories, has probably gone up an average 
‘ of about 8 percent. 

be. & We have the figures here. They went up from May 1950, where 
Oe they were $57.14, to $65.44, in June 1951, or an increase of $7 and 

ent 9 some cents. 

the & Senator Benton. Is that factory workers? 

on Mr. Jounston. Those are factory workers; yes 

ey @ Senator Benvon. Is it not true, though, in line with this study with 

by [3% which you may be familiar on families making less than $2,000 a year, 

the [ME this very fine study by the Joint Committee on the Economic Report, 


nto [that these increases are very irregularly distributed? Senator Bricker’s 
ite [RE figures tend to bring that out clearly. Teachers, postal workers, all 
kinds of people on fixed incomes are suffering tremendously because 





us ME their incomes do not reflect the increase in the cost of living. 

3a Mr. Jonnston. That is very true. If we went into the retail trade, 
for instance, wages have increased in dollars, not in purchasing power, 

an from $46.94 to $49.99, which is an increase of only 65 percent. 

yur In the building industry, from 73 to 82-again an increase of only 
about 12 percent. 

ns, In non-durable-goods manufacturing, from 53 to 59, an increase of 
11 percent. In durable-goods manufacturing, from 62 to 71, an 

to increase of about 15 percent. 

Lis- In all manufacturing, from 58 to 65, an increase of 12 percent. 

the Senator Bricker. For what base period? 

Mr. Jounston. From May 1950, to June 1951, a little more than 
ny a year. 

Senator Bricker. Is there any reason why you could not put 
he CPR 22 in effect immediately? 

Mr. Jounsron. Yes. 

n- Senator Bricker. Why? 
Mr. Jounston. We would have to remodel it to take into consider- 
ation the changes made in the present law. 
Ase Senator Bricker. What changes? 

Mr. Jounston. And then it could be put in effect. The law says 

for Pe that you must reflect many items which CPR 22 and CPR 30 do not 

e allow you to reflect, and those items include indirect labor, factory 

st [Me selling and advertising, office and ali cther production, distribution, 
transportation, and administrative costs. 

Senator Bricker. That is in your individual applications. Is there 
et any reason why you could not put CPR 22 as you have it now in 
he effect and let the individual applications come later? 
all Mr. Jounston. No; no legal reason, but you would have to do it 
te- all over again. 
1r- Senator Bricker. You could handle individual cases. 
at Mr. Jounsron. That is where we think we would get the great 
23 flood of applications. 
is Senator Bricker. Why not try it out and find out, instead of 
18 bellvaching to Congress? Why do you not find out how many 





applications you are going to get? 
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Mr. Jounston. Senator, I do not have to jump off the Washington 
Monument to know that it will kill me. I know that is dangerous, 
and I know you cannot do this, Senator. There are some things in 
life you know. 

Senator Bricker. You are assuming Congress did not know what 
they were doing, did not know what they were talking about, and 
gave you something that was absolutely unworkable. 

Mr. Jonnston. | think there is nothing that is absolutely unwork- 
able, Senator; but it is very difficult of administration and will mean 
higher cost. 

Senator Bricker. We had your testimony, the testimony of indus- 
try, we worked on this for 3 or 4 months, and worked out a law that 


in the judgment of the Members of the Congress, the majority of | 


them at least, is a sound and workable law. still believe it is. 

Now, for the men in the administrative departments to assume we 
did not know what we were talking about, did not know the kind of 
law we wrote, that it is absolutely unworkable, and that we do not 
know the figures and indices that you present here, I think is just 
inconsistent with the duties of an administrative department of the 
Federal Government until we have an opportunity to learn what the 
effect of this law is going to be and how it is going to work out. 
There is plenty of time to correct it. We will come back here 
January 1, and by that time you will have had a little experience 
with it, and instead of jumping before you are struck at, I think we 
ought to have a little bit of experience with this law to know whether 
or not it is going to work. 

Prices are softening at the present time, as you well know, without 
any effect from what ; you have done or are doing in your department nt 
The law of supply and demand is working in many fields today to bring 
prices down lower than even the ceiling prices which you have fixe d. 
I, for one, think that you ought to go back and go to work and put 
this law into effect, see how it works, and see how many applications 
vou have. If there are too many applications, if it cannot be worked 
out, if you cannot get the accountants—and Mr. DiSalle told us you 
have 300 people spending their time on propagandizing this thing 
he called it public information—then come back and we will try to 
correct it. It all follows the same pattern, and it is being broadcast 
to the American public, reflecting upon the Congress, and insinuating 
that business in this country wants to wreck our economy, and that 
if we do not change the law, everything will be lost, the country will 
go to ruin. 

I have heard the same talk time and again here, and have heard 
these predictions so often when they did not come true that I am a 
bit skeptical of the position you take. Both Mr. Wilson and Mr. 
DiSalle come to the Congress telling us we do not know what we are 
doing, that everybody is intent upon wrecking the economy of the 
country, that Congress is not interested in stability, is not interested 
in inflation, and we have set up here an engine of inflation, when the 
fact is that inflation is going to come from the very facts I stated here 
a while ago. Wages are going up. You have permitted them to go 
up, and probably justly so. JI want wages to be as high as they pos- 
sibly can bein our economy. But with wages going up, and you have 
now applications for wage increases which will no doubt be allowed, 
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there is and will be a pressure upon prices that neither you nor any- 
body else can stop. 

If you are going to regulate our economy, you must regulate it 
across the board, and you must stabilize every segment of. society, 
rather than picking out just one or two. 

You squeeze the increased cost out of business, and you will squeeze 
profits. Maybe that is what you want to do. Some people believe 
that is what you want to do. But if you squeeze the profits out of 
business, this Government is not going to have the money to carry 
on the war effort. And increased taxes may not get the money to 

carry out the war effort. You are going to reach a point of diminish- 
ing returns one of these days. The tax burden of this country is 
almost unconscionable at the present time, it is destructive in its in- 
fluence, and will continue to be so as long as the Government con- 
tinues to spend as it is spending. You have got to have profits in 
this country, you have got to have profits in business, and if you start 
squeezing them, you are squeezing the Government, and then the 
Government will have to go in business. Private industry will fail 
in this country, and you will not get the production we have to have; 
the incentive is not there, there is no possibility of profit in it, and the 
result will be then that you will be down here asking this Congress 
to go into all kinds of business, as you did in your first application 
before the Congress, permitting the Government to build plants, and 
so on. 

Industry will not put money in and Government will have to. 
It is just a part of the big Government-power grabbing program. 
This law was intended as an effort to combat a destructive force at 
work in our economy. to insure that you were not given the power to 
destroy profits, and thereby destroy the taxes that the Government 
must have to carry on this program. 

IT am just as honest as you are, and I am just as much interested in 
my country, and I am just as much interested in properly serving the 
liberty of the American people as you are or anybody in the adminis- 
tration is, and I resent the attitude of this administration in implying 
that this Congress has done something detrimental to the economy 
of the country and that we are trying to force inflation on the people 
when we are not. We are trying to prevent it, and you know it as 
well as I do. 

Senator Rospertson. Mr. Chairman. 

The CuarrmMan. Senator Robertson? 

Senator Ropertson. Mr. Wilson and Mr. DiSalle told us yesterday 
regardless of what kind of law we passed there will be some increases, 
and Mr. Johnston is going to tell us the same thing if he ever has a 
chance to do it, to finish his testimony. 

Now, we wrote an intent into the C apehart amendment, and now 
you tell us that they cannot carry out that intent, and I think every 
member of this committee, and I believe the overwhelming majority 
of the Congress will be willing to so amend the Capehart amendment 
that the Government will have an opportunity to carry out the 
intent of that amendment. That is the proposition that T am going 
to center my attention on, not only because I want to do what is 
necessary and proper to prevent unnecessary inflation, but likewise 
because I believe that there is going to be some more inflation. I 
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agree with the Senator from Ohio that at this time we do not know 
whether it will be 2 percent or 15 percent, but if we sit tight and 
do nothing, and it comes, the members of this committee are going 
to be alibi No. 1. That is all the testimony I want to give at 
this time. 

Mr. Jounston. Let me say something to Senator Bricker. 

There is no desire to impugn your motives, and if there is any 
feeling of that kind we want to correct it. There is no desire to do 
that. 

Senator Benton. There is some confusion there. I am glad you 
clarified that. 

Mr. Jonnston. We are coming before you to try to point out 
what we think are defects in the bill. As I said before, if you told 
me to jump off the Washington Monument, and then come back, 
and if it hurts me you would do something about it, | would say to 
you I would be dead and could not come back. 

I am coming before you, Senator, and saying as an administrator, 
we live with this day after day, Senator. You do not live with this 
day after day. You have a complex series of problems that you are 
considering constantly. You cannot know everything about every- 
thing any more than anyone else can. We are the people living with 
this, we are the administrators. If you do not think we can do it, 
get somebody else to do it. It is perfectly all right with me. I do 
not want the job, but I am coming to you and saying this to you with 
all sincerity, and | am just as sincere as you are when I say this. 

Senator Bricker. I have not reflected- 

Mr. Jounston. I know you have not. This act is very difficult 
to administer. I do not say it is impossible to administer, I say it is 
extremely difficult to administer, and it will result in higher prices. 

Now, we may have higher prices anyway, but we will have far 
higher prices under this act than we would have under the old act, 
in My opinion. 

Senator Bricker. That is something you and I will not be able 
to prove, we will either have the act or not have it. 

Mr. Jounston. That is my personal opinion, and you must allow 
me to express that opinion. I think the act should be amended so 
we can control this inflation. 

I have seen the inflationary effects in other countries, as have you. 
I am not worried about the rich man. He takes care of himself. 
And the poor will be taken care of, but I am worried about the great 
middle class of society. It is this great middle class of society that 
has been the backbone of our economy, and has made America a great 
country, and we cannot destroy it, Senator. We cannot fool around 
and take some chances and experiment with it. We must not do 
that, and you would be the first to criticize me, Senator, if I did not 
come to you--— 

Senator Bricker. I certainly would. I am pleading for that class 
the same as you are. .The big fellow takes care of himself, and he 
is going to take care of himself. 

Senator Benton. Mr. Johnston, will you comment on the known 
fact that we are now buying a billion-and-a-half a month, and the 
known fact that within a few months it will be 4 billion a month. 
That is the great known fact that runs counter to this lull we are now 
in on what Senator Bricker calls the softening of prices in some areas. 
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That is the known fact that makes your Washington Monument 
analogy such a good one. 

Mr. Jonnston. I want to say this to Senator Bricker, if I may. 

The CHAIRMAN. I understand that we are to start voting at 12:20 
on the unanimous consent agreement. If it is agreeable to the Senators. 
we should let Mr. Johnston get through with his statement so we will 
have it upon the record, and then comment upon it. I think we 
ought to do that. The first thing you know the bell will ring, and 
we will be gone. 

Senator Moopy. May I ask two brief questions before he does 
that? 

The CuHarrMANn. Let him get through, and then we will have the 
statement in the record. As soon as he does that we will recognize 
Senator Moody and Senator Bricker. 

Mr. Jonnston. To resume my statement: Mr. DiSalle, the Price 
Stabilization Director, appeared before you yesterday to testify in 
detail how these amendments operate to shoot up prices and impair 
the price-control structure. I am sure you do not want me to impose 
on your time by going over the same ground. 

I do want to emphasize the overrising consequences of a substantial 
and unjustified increase in the general price level, which is what we 
face under this law. 

Such an increase in the whole price level means more than a swing 
upW ard in a graph, or a new set of statistics 

It means less food and clothing and poorer shelter—if it can be 
found—for great numbers of Americans on low fixed incomes. For 
them, it means hardship bordering on tragedy. 

For hospitals, churches, charitable institutions of all kinds, it 
means retrenchment and reduction of service to those in need. 

It means a whole new wage level. It means a new farm parity 
level. It means a higher rent level. It means a bigger Government 
deficit. 

It means less defense for our appropriations. 

And less defense means nationa! danger. 

We have already experienced such tragic consequences. We all 
remember the buying panic that followed the start of the Korean 
War in June 1950, before the original Defense Production Act was 
passed in September, and the second buying panic after the Chinese 
intervened in late November. 

Those inflationary sprees were brought to a stop with the controls 
on prices and wages last January, but the damage they did will hurt 
us for years to come. 

Surely we do not want to go through that all over again, if we can 
possibly avoid it. Yet, the amended act lessens our chances of 
avoiding it. 

In weakening the act, Members of Congress may have reasoned 
either that the inflationary dangers have lessened or that the stabili- 
zation agencies could do the job of controlling inflation with fewer 
and blunter tools. 

Neither assumption is justified. Each assumption risks too much. 

No one is as familiar with the over-all scope and magnitude of the 
rearmament and production program now under way in this country 
and among our allies as Defense Mobilizer Charles E. Wilson. 
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In his appearance here yesterday, Mr. Wilson told you of the 
military equipment and productive equipment that is pouring fort, 
from our national industriel machine. 

But we have not yet begun to see the full impact of this production 
drive on our civilian economy. 

We have not yet begun to feel the full pinch in materials for con- 
sumer goods. 

We have not yet begun to notice the full repercussions in man- 
power supply. 

The Congress hears so many prophecies of doom and disaster from 
every side on every issue that comes before it that its skepticism at 
times is understandable. The cry of ‘Wolf! Wolfl’’ pervades these 
corridors and committee rooms on almost every bill. I know that. 

But can anyone doubt that this vast armament program is generat - 
ing heavy inflationary pressures at this very moment? Can anyone 
doubt that these pressures will hit us with a wallop when we are 
spending at the rate of more than $60 billion a year for defense? 
When 20 percent of our national production will be devoted to defense? 

I have no crystal ball. I cannot tell you on what day of what month 
these terrific pressures are going to smash into the economy. 

But it does not take a crystal ball to know the pressures are there. 

And we should not have to resort to ouija boards to tell us we must 
be prepared to meet them. 

That means we must be prepared now to meet these pressures. 

So, if the Congress weakened the act on the assumption that the 
inflationary danger has diminished, that assumption is a risky long 
shot that I would certainly not want to take when the stakes involve 
our Nation’s safety and security. The danger has not diminished; 
it is as great as ever. 

Can we meet the inflationary danger with fewer and less effective 
economic weapons? 

The Congress, I am sure, would not vote to deprive the armed 
services of the use of military weapons we now have in our arsenal. 
Rather the Congress is consistently voting to increase our armed 
strength, because the dangers of military unpreparadeness are so 
clear to all of us. 

Yet, in stripping the act of powers we already had to combat infla- 
tion, the Congress took away vital weapons from our economic 
arsenal. It was just as if the Congress had ordered the demobilizing 
of fighting divisions or the mothballing of aircraft carriers. 

Even now, in what some contend is a ‘‘soft’’ period in our economy, 
we are severely handicapped in holding the price, rent, and wage lines. 

Most of the basic raw materials are selling at ceiling prices, and 
pushing hard against them. Many of these same commodities are 
bringing big premiums on the world market, and thus would shoot 
up here, too, if they were permitted to pierce the ceilings we have 
placed on them. 

Steel is an example. Even before Korea, steel was in tight supply 
and plagued by a flourishing gray market. Its price has never 
softened. 

Copper, lead, zinc, aluminum, molybdenum, nickel, sulfur, news- 
print, paper of all kinds, these are certainly not ‘“soft.’”? And I want 
to digress here just a moment to say that the prices of almost all 
these metals and materials I have mentioned are far above the domestic 
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price on the world markets today, and we are having a terrific time, 
even with conventions with foreign governments which we are carrying 
on, to hold the prices on these lines, and without these items you could 
not carry on any kind of defense program irrespective of what you 
might want to do. 

The price of cotton has come down substantially because of antici- 
pated record crop yields, but the prices of other materials, such as 
rubber, wool, and tin, which have slackened some since January 
because of Government action, are still far above pre-Korea levels, 
and subject to erratic change at any time. 

These materials are essential to the defense-production program. 
And they are not “‘soft.”’ 

Here is another sign: 

Prices received by farmers for their crops have been going down in 
recent months—the parity index has been falling—and yet the vast 
majority of items in the food stores are selling right up at ceiling prices. 

I have not heard housewives cheering over “‘soft’’ low prices in the 
grocery stores. 

Senator CapEeHART. I would like to ask unanimous consent to 
ask a question. 

The CuarrMan. Is there objection? 

Senator Benton. I object, Mr. Chairman. Let him finish. 

Mr. JoHnstTon. Quite the opposite. 

It should be obvious that we need stronger economic weapons not 
only to deal with the inflationary pressures ahead. We need them, as 
a matter of fact, to cope with acute price pressures in many important 
areas of our economy right now, in this so-called “soft’’ period. 

We certainly cannot do the effective stabilization job which is 
necessary with tools that are less than adquate. If the Congress 
weakened the act on the assumption that we could do the job none- 
theless, the evidence again clearly indicates the assumption was 
unjustified and risky. 

Our only safe course lies in an integrated program of direct and 
indirect controls, geared to the scope of the defense program. Our 
program of controls must be flexible enough to mesh with changes in 
production needs, with manpower demands, and with materials supply. 

We were driving steadily toward just that kind of integrated 
program, particularly in the current direct controls, when the Congress 
changed. the basic standards-of the law, first in June with the joint 
resolution continuing the act for 1 month in a state of suspended 
animation, and again in July when the amended act was passed. 

The law as it now stands has thrown the three basic elements of the 
economy—industry, labor, and agriculture—out of the balance which 
had been achieved under controls in their relationships with one 
another, 

The complete cooperation of all three groups is vital to the success 
of the mobilization effort. All three are on the front line of the 
production battle. All three are equals in the stabilization program. 

The farmer’s protection lay in the parity concept. We cannot 
control the farmer’s prices until they reach parity—a price which 
reflects his production costs and his living costs. The law does not 
guarantee the farmer a parity price for his crops, but it does guarantee 
that he will not be limited to a price below parity. 

Senator Bricker. Would you take that out? 

Mr. Jounston. No. 
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Now, what about business? The broad principles of parity were 
also observed for business. The price-stabilization program which 
we developed under the original act did not guarantee the business- 
man a particular price for his goods, but it did guarantee that he he 
allowed to charge a fair and reasonable price which reflected his costs 
of doing business. 

And what about labor? The intent of the act was that wage rates 
must he treated with the same degree of fairness as prices. That 
equity is provided in the wage-stabilization program, which is now 
nearly complete. A basic plank in this program is the cost-of-living 
policy hammered out over a period of months and unanimously adopt- 
ed by the public, labor, and industry members of the Wage Stabiliza- 
tion Board. 

It is a fair policy and a sound policy, I believe, to allow wages to 
reflect changes in the Consumers’ Price Index. 

The parity concept presupposes, of course, that increases in the 
general level of prices can be held to a minimum. 

Price increases have immediate and far-reaching effects throughout 
the economy. Therefore, the parity concept can be either a stabiliz- 
ing force or a tremendously inflationary one. 

The new law, forcing ceiling-price increases and a general rise in 
the whole price level, will shoot large areas of business out ahead of 
the other two big elements in the economy and whip them into a race 
not just to catch up but, if possible, to get out front. 

Can we hope to hold wages if prices are continually rising? 

That is an aspect of this problem that the committee must seriously 
consider. For I see plenty of stresses and strains ahead on this wage 
policy, plenty of pressures to get out from under, unless we can have 
a firm and stable and fair price policy. 

I might digress long enough to say we are under terrific pressure 
now from the copper- and non-ferrous-mining industry where there 
is a strike and where they want to break the wage formula. We are 
under terrific pressure from that industry right now. 

Without stability we run the risk of escalating ourselves right 
through the roof. That is a risk we cannot afford and cannot tolerate 
in time of great national danger. 

As I mentioned earlier, we are primarily interested right now in 
the repeal—-as soon as possible—of the three most inflationary amend- 
ments in the new act, the three which will do the most immediate 
damage to effective stabilization. 

I hope the committee can act promptly on these three recommen- 
dations. And I hope that at a convenient later date we can come 
back to discuss several strengthening amendments which, we believe, 
are needed to assure a more effective stabilization program. 

It is not strictly within the realm of this committee, I realize, but 
I would like to mention that the action of the House of Representatives 
in-slashing the ESA appropriation from $141,800,000 to $75 million 
will, if allowed to stand, be a crippling blow to the stabilization pro- 
gram. I hope that the members of this committee, because you are 
probably the most familiar of any Senators with our operating prob- 
lems, will do all you can to see that the full appropriation is restored. 
Now to sum up our position: 
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Unless the Congress intends to cut drastically all military spending 
in the current fiscal year and next year, too, the amendments | have 
mentioned, taken together, will produce inflation. 

This inflation will seriously affect the whole defense effort, in addi- 
tion to causing further needless hardship among millions of our people. 
mn this situation, the Congress, it seems to me, has three choices: 

To cut down ‘military expenditures to such an extent that infla- 
sie will be avoided, but at the expense of national security. 

To maintain the military program but continue with weakened 
economic defenses, taking the risk of letting the whole program col- 
lapse through inflation. 

3. To strengthen our economic defenses to the point where they 
can contain inflation while we rearm, thus giving us security against 
the enemy outside, aggression, and security against the enemy at home, 
inflation. 

Surely the national interest dictates the third course. Then the 
three amendments should be repealed now while there is still time to 
head off their damaging consequences. 

Senator Moopy. Mr. Chairman. 

The CHarrMan. We had this understanding: That he was first to 
answer questions by Senator Bricker, and Senator Benton, and then 
Senator Moody and Senator Capehart. 

Senator BrickErR. I wil! waive. 

The CHAIRMAN. Senator Benton, he says he will waive his question. 

Senator Benton. [| add a postscript, asking if the problem was not a 
guess on the future, if that was not what you referred to when you 
talked about the Washington Monument, the certain fact that we are 
going to be taking $4 billion a month out of the ec onomy, according to 
present se heduling, and your problem as an Administrator is guessing 
that impact—it is more than a guess—as a matter of considered judg- 
ment. I throw that in as an extra comment on Senator Bricker’s 
remarks, including what he read from the Wall Street Journal. 

Mr. Jounstron. I think, Senator, most economists I know—l am 
sure that most economists in the country*—agree that the inflationary 
pressures are here. We are going to increase defense spending up to 
60 to 65 billion dollars annually from its present rate of less than 
35 billion. 

Senator Benton. But actually coming out of the economy now, the 
last figure I saw was a billion and a half a month being delivered, out 
of the economy, and within the foreseeable future it will be four billion 
a month. 

Mr. Jounston. I am talking about the whole defense program, the 
pay of the personnel, and so forth. We are also going to increase our 
national a income by approximately $20 “billion by the early 
part of next year on an annual basis. This puts more money in the 
hands of people to spend. 

’e are also cutting down on the production of consumer durables. 
There is going to be less steel, copper, lead, zinc, and other items to use. 

Senator Benton. That is the problem, to see the future, and judge 
what is coming. 

Mr. JoHNsToN, Although there is a soft period in consumer durables 
today, we cannot see how it can last more than a few months. 
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Now, when people cannot buy consumer durables and have more 
money to spend, you must either take it away in taxes, in savings, or 
you have increased prices. Now, there are no alternatives to thai, 
gentlemen. It is not that I want to conjure up controls. I hate them 
as much as any of you in this room hate them. I see the forces build- 
ingup. Where a man sees a storm coming, he must yell that the storm 
signal is out, although right now it is true there is a lull before a storm. 

Senator Benton. That is precisely the point. 

Mr. Jounston. Have you ever been in a typhoon? I have, in the 
Philippines, and I can remember the deadly calm before that typhoon 
without a breath of air stirring, and yet the storm warnings were all 
around the islands, that it would hit in a certain number of hours. 
We knew that, but there was quiet every place. It did hit, and tore 
everything down. I presume we can say because there is no wind now, 
there will be no wind in the future. 

But we can see these forces building up. 

The CuarrMan. There has been plenty of wind. 

Mr. Jonnston. Hot air, not wind. 

Senator Benton. I congratulate the witness’ excellent answer. 

Senator Moopy. I would like to congratulate him, also, on a 
brilliant statement, and I think in your concluding three alternatives 
you have precisely stated what the country faces, and I do congratu- 

ate you for it. 

A couple of questions occurred to me when I listened to your stimu- 
lating discussion with the Senator from Ohio. All of us agree, I am 
quite sure, that we must have reasonable profits, and must have in- 
centive if our system is going to work. I do not agree, however, with 
what may have been the Senator’s implication. I thought I read that 
into it, that business was being handled unfairly, and squeezed, and 
even being socialized. I think that is out of line with the facts. 

I would like to ask Mr. Johnston what the profit record of business 
has been in the last few months. Has it shown any signs of being 
unfair? 

Mr. Jounston. The profit picture for the first 6 months for cor- 
poration enterprises was extremely favorable. We may have the exact 
figures. If I am not mistaken they were considerably higher than they 
were in the first 6 months of last year. 

Senator Moopy. How does that compare with previous years? 

Mr. Jonnston. I believe it was considerably higher than in the 
same period last year. 

Senator Moopy. So you did stop inflation in that period, stop the 
rise in prices, without seriously curtailing business profits; is that 
correct? 

Mr. Jounston. That is correct. Here is the corporate profit record 
before tax liabilities: 

In the first quarter of 1950, 31.9 billion. 

The first quarter of 1951, 51.8 billion. 

Senator Dovetas. An increase, therefore, of 65 percent. 

Mr. Jonnston. In the second quarter of 1950, it was 37.5. 

In the second quarter of 1951, 48.5 billion. 

Now, after taxes 
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Mr. Jounston. No; we do not have inventory profit broken down 

Senator Bricker. It is in that figure, though. 

Mr. Jonnston. There was some ‘inventory profit, yes; there is no 
question about that. I think we estimate there was in the neighbor- 
hood of a quarterly average of $5 or $6 billion inventory profit, 
Senator, for those two quarters. 

After taxes in the first quarter of 1950, corporate profits were 17.5 
billion. 

In the first quarter of 1951, after taxes, they were 23.3 billion, a 
very material increase. 

Senator Dovetas. About a hundred percent? 

Mr. Jounston. A very material increase. 

Senator Moopy. You do not see signs of an attempt to socialize 
business in those figures. 

Mr. Jounston. No, sir. I wish you would not talk about sociali- 
zation. I have businesses; I do not want them socialized. 

Senator Bricker. Those figures are before the new tax bill, of 
course. 

Mr. Jounston. Well, no, Senator. 

Senator Bricker. The figures after taxes do not take into considera- 
tion the new tax bill. 

Mr. Jounston. In the first quarter of this year it does; yes. 

Senator Capenart. It has not been passed yet 

Mr. Jonnston. Oh, you have not passed that yet. 

Senator Bricker. It is made retroactive in both bills. 

Mr. Jonnston. It is true it does not take that into consideration. 

Senator Moopy. You said during your statement that taxes would 
be higher if you let prices rise, if you had to let prices rise because of 
an inadequate law. Would you talk on that point. I think the 
greatest increase in taxes is going to come as a result of an inadequate 
law. 

Mr. Jounston. If you allow prices to increase, the things that the 
military buys increase in price even more rapidly than consumer 
goods that are purchased, and therefore you have to pass higher 
appropriation bills to pay for the things that the military buys. 
Consequently, if you are going to have a balanced budget, and try to 
avoid inflation, you are going to have to pass more taxes. Higher 
prices mean the chain reaction of higher taxes, eventually, if you are 
going to have a balanced budget. 

The CuarrMan. You have the negotiation of contracts in there on 
the military. 

Mr. Jounston. That is true. 

In the second quarter of 1950, it was 16.9 million. 

In the second quarter of 1951, 26.5 

Those are the only figures that we have. 

Senator Moopy. One more question: Have wages, the average 
wages of the country, run ahead or behind rising inflation? 

Mr. Jonnston. The average wages of the country, in my opinion, 
have run behind the increase in the consumers’ cost of living index. 
In specific industries of course they have run ahead, but wages in 
general are behind. 

Senator Moopy. So the implication that inflation is caused by 
bidding up of wages is not entirely accurate? 
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Mr. Jounston. No, sir, it is not. 

Senator Moony. In fact it is not accurate at all. 

Senator Ropertson. I just want to call the witness’ attention to 
the article that appeared a week or so ago in David Lawrence’s U. s. 
News and World Report in which he analyzed price increases and 
wage increases, and definitely reported that price increases had been 
less than 9 percent, but that wage increases averaged 11 percent. 

Mr. Jounston. I do not know where Mr. Lawrence gets his fig- 
ures, but we do not have figures of that kind. It depends on what 
time you use. If we take January 15, 1950, as a base period—and 
we like to take that. as a base period, Senator, because it was a period 
of relative stability in the economy, for there were very few wage 
problems, and prices were pretty steady. 

If you take from January 15, 1950, the cost of living has gone up 
about 10 percent. 

Senator Ropertrson. He took the Korean War period. 

Mr. Jounstron. From the Korean War period, prices have gone up 
about 9 percent to the present time. 

Senator Ropertson. He gave very full statistics showing they had 
gone up not quite 9 percent, and very full statistics showing wages 
had gone up more than the cost of living had gone up. 

Mr. Jounston. We can give you the accurate figures here, which 
would be better than my argument about it. 

The CHatrman. For the record, where are those figures from, 
Mr. Johnston? ; 

Senator Rosertson. The first big wave of wage increases occurred 
in the fall right after the Korean war started, and if you start then 
with January as the base, many of the major industries had already 
had—I do not know what round it was, I lost track of rounds. 

Mr. Jounstron. It was about the fourth or fifth. 

Senator, let me say this to you, that there are certain industries 
where wages have exceeded the cost of living. Senator Moody asked 
about wages in general, the whole gamut of wages. 

Senator Rosertson. That is what I was talking about, too. 

Mr. Jounston. I do not think they have, Senator. 

Senator Moopy. Will you give us the figures on that, Mr. Johnston? 

Mr. Jounston. We will supply a table to each one of the members 
of the committee showing it. We do not have percentage figures 
here; we simply have cost of living—— 

Senator Rospertson. Which period are you going to use? 

Mr. Jounston. We will take Korea. 

Senator Ropertson. | think Korea is what we base all of our general 
thinking on. 

Mr. Jounston. All right. The consumer’s price index in June 
1950 was 170.2; on June 15, 1951, it was 185.2, an increase of 15 
points. 

I have not the percentage figure on that. 

Senator Dova.tas. A little less than 5 percent. 

Senator Ropertson. And the same table, according to David 
Lawrence’s analysis, which I think was very comprehensive, and | 
hope accurate, wages have gone up 11 percent. 

Senator DouGuas. In the report, which the committee produced, 
and being a Senator I assume it is accurate, the committee showed 
the increase in manufacturing wages during the same period had been 
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9 percent, indicating that manufacturing as a whole, roughly, had 
been maintained. If you take the service trades, less strongly organ- 
ized, retail, wholesale, and other branches of industry, there the in- 
crease was much less than 9 percent, and there was a reduction in the 
purchasing power of an hour’s work. 

Mr. Jounston. That is what these figures would show in the re- 
tail trade. It would show in the building construction industry also, 
but in durable manufacturing goods, it has increased about as you 
have said, and in nondurable goods, not as much. 

Senator Ropertson. And your figures will show the manufacturers 
group that possibly the David Lawrence statistics dealt with. 1 doubt 
if anybody has statistics on farm labor. They always lag behind. 

Mr. Jonunston. Manufacturing labor is undoubtedly what Mr. Law- 
rence’s statistics covered, or | think just the durable-goods industry is 
what he is probably referring to. I do not think it would apply to the 
nondurable goods, building construction, or retail trade. 

Senator Rosertson. I think we covered 15 million workers. 

Senator Moopy. Did it cover white-collar workers? 

Senator Bricker. In CPR 22, and in any-of your calculations, and 
under the law as you seek to amend it, vou would have to allow those 
direct wages in fixing prices. 

Mr. Jonnston. Not under the old law. We allowed direct wages 
only up to March 15 of this year, and we would not allow direct wages 
after that. 

Let me say this to you, Senator, because I want this clearly under- 
stood. I do not think profits are naughty. I think profits are nice 
things to have, and I think they are the grease that oils the entire 
economy that we have. We have got to have profits. 

I am a creature of the profit system, myself, in my own business 
enterprises, and I know that you must have the incentive to produce, 
and the incentive is profit; I realize that. 

Senator Bricker. Out of each dollar of profit, what does the 
Government get? 

Mr. Jounsron. It is over 50 percent, I know. 

Senator Bricker. Sixty. 

Mr. Jounston. I do not know exactly, but I know it is very high. 
I want you all to understand that we want profits, Senator. There 
is no desire to limit profits, or no desire to set ceilings on profits, 
nothing of that kind. There are some profits that are exorbitant, and 
when you get exorbitant profits you get requests for wage increases 
which are exorbitant. 

Senator Bricker. Under the law we enacted, you can roll those 
profits back. 

Mr. Jounston. We can, but it is the individual application under 
the law which is difficult to administer. We do not say it can’t be 
administered. I do not want to say it. 

Senator Bricker. It may be hard to administer, but it cannot take 
all the accountants you talk about to administer. I do not think 
you are going to get as many as you imagine you are going to get, and 
when you fix a pattern once, you are going to be pretty well along the 
course. As soon as you fix the pattern in one industry, others will 
know what they are entitled to, and you can very quickly apply it. 

I have been advised here that you have a July 26 cut-off date. 

Mr. Jounston. That is right. 
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Senator CapEHArT. I have two questions: 

Did I understand you to say correctly that after March 15 no one 
can use direct wage increases to increase their prices? 

Mr. Jounstron. That is correct; except in hardship ‘cases. 

Senator Capenart. Does that mean, then, that if you allow 
the copper workers 13 cents an hour i increase that they cannot—that 
the industry must absorb that 13 percent? 

Mr. Jounston. That is right. Unless you can make a showing of 
hardship. 

Senator CarpeHaArt. Let us use any other company; in other words, 
any concern that either voluntarily or if forced through a strike or 
through a ruling of the Labor Board to increase direct wages is denied 
the right to use ‘those w ages for an application for an increase in selling 
price ‘except in hardship | cases. 

Mr. Jounston. No. 1, there is never any force by the Wage Stabili- 
zation Board to raise wages. Wages are only raised when management 
and labor come before the Wage Stabilization Board and request a 
wage increase. Management must conform to that. 

Now, if management knows that it cannot get a price increase, it 
will be less inclined to raise wages than if it thinks it can get an off- 
setting price increase. I know that is only natural. I am a business- 
man, and I know that when you have a big backlog of production 
on hand, and you want to get it out, and it is a profitable production, 
you will raise wages even above the formula if you think you can get 
by with it in order to get production going. 

Senator Capenart. That is correct. 

Senator Bricker. The same thing would be true under the Capehart 
amendment after July 26. 

Mr. Jounsron. It would after July 26. It extends the date from 
March 15 to July 26, that is all. 

Senator Bricker. And that has all passed by now. 

Mr. Jounston. Yes. 

Senator CapeHartT. What are we going to do with the millions 
and millions of dollars of what we normally call in business indirect 
labor which, of course, is your janitors and your factories, and your 
watchmen, and your office help, and that group of people in which 
you deny the seller the right to use any increase in wages that he gives 
those people who, by the way, are always the lowest- paid people, 
in fixing his selling price? 

Mr. Jounston. Senator, let us be perfectly frank with you. That 
was a cost absorption which we thought business could stand and stil! 
make a very good profit. You know, as a businessman, Senator, 
that as your volume increases, your overhead goes down, and volume 
has materially increased. Therefore, if we allow the same overhead 
that we allowed prior to June 15, the same overhead bear in mind, 
the unit cost of overhead with increased volume is lower. Manage- 
ment could absorb that, we felt, and still make a good profit. 

Senator CareHartr. You area hundred percent right if their volume 
increases, 

Mr. Jounstron. Their volume has increased in almost all lines. 

Senator CapeHART. You are being inconsistent now, because you 
told us a moment ago that civilian production of goods in America i is 
going to be very much reduced because the materials are going into 
war work. 

Mr. Jounston. Right. 
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Senator CaPpeHART. Now, as you reduce this civilian manufacture, 
and this civilian dealer, the automobile dealer, and the other dealers, 
his volume is going down, not up. Therefore his overhead, and indirect 
costs are going up. 

Now, I think you are a hundred percent correct, in respect to those 
businesses that are going to get a lot of war contracts, but the business 
that is not going to get any war contracts is going down because there 
is going to be less civilian goods to sell. Therefore, your formula 
might, I say might, work a “hardship on those particular industries 
that fall in that category. 

Mr. JoHNSTON. Senator, we recognize that. There is nothing 
inconsistent in what I said. We recognize some industries are going 
to be cut off from materials, and their overhead is going up instead of 
down. Those are hardship cases that must be taken care of, and we 
are perfecting the machinery to take care of them. When a man 
making a civilian item is cut off from metal, and his metal use is 
reduced by 30 or 40 percent, his overhead goes up. ‘Therefore, to 
restore a normal profit margin to him, you must allow a price increase. 

Senator Capenarr. You are going to handle that by individual 
application? 

Mr. Jonnston. Right. 

Senator CapEHART. Do you not think there will be thousands of 
them? 

Mr. Jounston. There will be a number of them, Senator, but 
nowhere near as many as there would be under this present amend- 
ment to the law, in our opinion. 

Senator Capenart. If you will turn to page 6 of your statement, 
in paragraph 4 you say: 

Prices received by farmers for their crops have been going down in recent 
months, the parity index has been falling, and yet the vast majority of items in 
the food stores are selling right up at ceiling prices. 

Now, is the fact that these prices in the stores are high, higher in 
proportion to the price the farmer is receiving, is that due to a weak- 
ness in the old law, is it due to a weakness in administration, or should 
we pass some sort of new legislation to control that situation? 

Mr. Jounstron. I do not think—— ' 

Senator CareHArtT. In other words, if prices to the farmer are 
going down, why are they not going down in direct proportion to the 
consumer? 

Mr. Jounston. Well, you see we have not put into effect the various 
regulations which are in suspended animation until we determine 
what we should do with the law. We had hoped that we could get 
some roll-backs in various of these manufactured items, but of course 
we have not done so as yet under CPR 22 or 30. 

Senator Carenart. Is there any change needed in the law? 

Mr. Jounston. No, sir. 

Senator Capenart. Then you have at the moment all the authority 
you need to do that. 

Mr. Jounston. We had under the old law all the authority. The 
Herlong amendment would prevent us from getting some of those 
roll-backs. 

I know you were not responsible for this, Senator, I would like to 
call it section 4. 

Senator Caprnart. I thought section 4 of the Capehart amend- 
ment exempted all agricultural commodities, and I was under the 
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impression that food stores sold food, and that is an agricultural! 
commodity. 

Mr. Jonnston. Food stores do sell food, but you do not exempt 
the processor of food. 

Senator Bricker. Under the Herlong amendment, if there is an 
increase in the percentage profit that is being taken by the merchan- 
dise people in the selling of any product, you can clearly get to that 
under the new law or under the old law. 

Mr. Jounston. That is right; but we feel the merchant can operate 
under a lower percentage of profit if his volume is up. We know in 
certain chain stores that the volume is up 25 or 30 percent in the first 
6 months of this year over the same 6 months of last year. Therefore 
we felt there could be some cost absorption. 

Senator Bricker. Is average profit up? 

Mr. Jounstron. It depends on various items. It is up and down 
on various items. I think it is around 19—I am not sure. 

The CHAIRMAN. Nineteen per cent? 

Mr. Jounston. I am not sure. 

Senator Ropertson. It was 2 percent of the gross. 

Mr. Jonnston. That is profit. You are talking about gross 
profit. 

Senator Bricker. I was talking about the percentage of write up. 

Senator Ropertrson. Around 40 percent in dry goods, and 37 to 
38 has been the average. 

Mr. Jounston. In grocery stores? 

Senator Rosertson. I mean in retail stores. 

Mr. Jounston. I think in grocery stores it is around 19 for the 
chain, and between 20 and 25 for the small independents. I may 
be mistaken on the figure, but it is approximately that. 

Senator Ropertrson. Mr. Johnston, in a period of rising income, are 
personal savings one antidote to inflation? 

Mr. Jounston. Oh, of course. 

Senator Rosertson. If Government agents predict 10 percent in- 
crease in prices, would that be calculated to make people spend and 
buy before prices go up rather than to save? 

Mr. Jounston. That is right. 

Senator Ropertson. You recall that Shakespeare decried babbling 
on the green. 

Mr. Jounston. Senator, I think you are making an implication 
there. 

Senator Rosertson. Let me finish it, now, for the benefit of the 
members of the press that never saw a ‘fox except in the zoo, I will 
tell them a hound that babbles is bound to wander as soon as he is 
cut loose. I admit you are on the trail of inflation, but 1 do not 
think you jumped that 10 percent fox yet, and you ought not give 
tongue on the chance of a 10 percent fox until you jump him. 

The CHarrMAN. Let me ask the committee one question, if it is 
agreeable: 

Mr. Willard Thorp, Assistant Secretary of State is here, and has 
been here all morning. We are going to start to vote at 12:20, and 
that means of. course the committee will not be able-to continue. 
Would it be best to ask Mr. Thorp to come back at 3 o’clock? 

Without objection, when we recess to vote, we will meet again in 
this room at 3 o’clock when Mr. Thorp and Mr. McCormick, the 
Under Secretary of Agriculture, will appear. 
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Senator Dovetas. Mr. Chairman, I would like to make a comment 
in the form of a question of the witness on the Senator of Virginia’s 
statement to go back to the analogy of the typhoon. 

Does the weather man who predicts the coming of the typhoon 
s~ause the typhoon, or merely give warning of the natural forces which 
beat upon it? 

Mr. Jounston. He gives warning of the natural forces, which we 
are attempting to do. 

Senator Moopy. Do you feel you would be living up to your respon- 
sibility as the Economic Stabilizer of the United States if you saw these 
forces gathering and you failed to give proper typhoon warning? 

Mr. Jounsron. I think you would be critical of me if I did not. 

Senator Moopy. I certainly would. 

Mr. Jonunsron. If I sat here and said this is fine, this is adminis- 
trable, it will mean higher prices, everything is fine, we are in a soft 
market, there is no chance of inflation, I think you would be critical of 
me next January or February when the storm hits. 

Senator Dovetas. Mr. Chairman, may I follow this up with another 
illustration? 

The CHAIRMAN. Yes. 

Senator Dovetas. The eight Shahs of Persia, when messages came 
bringing them warning of unfavorable things that were happening, the 
Shahs of Persia would execute the messengers, but that did not avert 
the catastrophe. 

Mr. Jonnston. Am I to take that that I am a Persian? 

The CHatrRMAN. Senator Schoeppel. 

Senator ScnorpreL. I would like to ask you a current question, 
leaving out ancient history: 

Now, I want to turn to page 6, Mr. Jobnston, the question that was 
asked you a while ago about the farmers and their production, and their 
prices falling. The index in the ticker yesterday showed it is going 
now into the fifth and possibly the sixth month. Now, we talked 
about the warning. 

Food is an important item in everyone’s and on everyone’s agenda. 
Now we have had 6, or to be accurate, 5 full months, if we believe 
those reports, of falling prices, and you say here in your statement, and 
it is probably true, food prices are se ling right at the ceiling prices. 

Now, how much warning do we yet have to have to have a re- 
evaluation of the ceiling prices that these people on the selling end are 
getting by with, when all the reports show that food produc tion, ¢ rop 
production, is going to be exceedingly high, and is now coming into 
fruition. Iam serious about what is going to be the policy on trying 
to pass that downward trend on, which I think is a pretty big responsi- 
bility of someone. If you have not got the machinery to do it, now is 
the time to know it. Certainly I think there is something that some- 
body ought to get on. We cannot wait another 4 months, that is 
10 months. 

Mr. Jounston. Senator, I will put the responsibility squarely 
where it belongs on the Congress of the United States, and let me tell 
you why. We had CPR 22 and 30 and other regulations about to go 
into effect on July 3, as remember the date—maybe it was the second, 
whatever the date was. 

Then Congress extended the law, and froze everything, and we 
could not put those regulations into effect. 
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Senator Bricknr. You could put CPR 22 into effect any time. 
Mr. Jounston. We cannot mandatorily put it into effect. 

The CuarrMaAn. You would put it in effect before Congress passe:| 
the resolution. 


Mr. Jounston. The date was July 3, gentlemen, and you extende:| 
it to June 30. 

The Cuarrman. Why did you not put it in effect on June 28? 

Mr. Jounston. I think we would have been accused of bad fait! 
had we rushed ahead that way. 

The CHarrMan. Time after time I got up on the Senate floor an 
said why do you not put it into effect, why do you keep talking abou: 
it. The Congressional Record will show it all through the month o! 
June. I think if you had done it on the 28th, when the law woul: 
have expired, that would have been bad, but I appreciate the fac: 
first of all you did not get it until January, I appreciate that. You 
had February, March, April, and May to put it into effect. 

Mr. Jounston. Senator, listen to me for just a minute. We wer 
going to put it in effect the latter part of May, and business said it 
wanted more time. 

The CuarrmMan. Congress did not say so. 

Mr. Jonnsron. Wait a minute 

The CuarrMan. But you said Congress was at fault. 

Mr. Jonnston. We would have put it in effect July 3 if Congress 
had not extended the law. 

The CHatrmMan. That is exactly what you gentlemen have been 
doing, you tell the people you are going to reduce prices, you are 
going to put something in effect, business says they do not want it, 
it is not put in effect, and we eet blamed for siding with business, and 
I say this knowingly, when you had the opportunity from January to 
May to put it into effect, but business did not want it. We agre 
with you, business did not want it, but you say it is our fault. 

Senator Moony. If we did not want them to put it in effect, why 
didn’t we stop them in July? 

The CHatRMAN. Because the law expired. 

Senator Moopy. We did not have to freeze that extension. W: 
did not have to stop them unless Congress wanted to stop them. 

The CHatrMan. The original law expired on June 30. 

Senator Moopy. We extended it for 30 days and put in there a 
clause which prevented them from putting it in effect. 

The CHarrMan. We pass a law in September they did not want 
and asked them to put it into effect; they were going to put it in 
effect after it expired because the law was to expire June 30. 

Mr. Jounston. We right now are in the process of reworking these 
regulations to get them out. We had an industry meeting on Tuesd: ay 
of this week to consult industry about it. There are a lot of problems 
involved. We expect to get out the regulations within the relatively 
near future, and try to put them in effect, but it has to be done under 
the new amendment, and that is the reason it has not been put into 
effect at the moment, because we must allow these increased costs to 
reflect themselves, Senator Schoeppel, in the increased prices. 

Senator ScHOEPPEL. I appreciate the explanation, but I certainly 
want to know, and I think the American farmer has a right to know, 
and above everybody else the American consumer has a right to know 
what you people propose to do about it during this interim period 
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when, for five straight months, those commodities have been falling 
in price, and they are going to continue to fall in price, and yet we 
have got hundreds of thousands of business outlets all over this 
country, and the good Lord knows there are plenty of them in this 
town, gouging every purchaser that walks up to their counter. 

I think we are going to have to do this, Mr. Johnston, in all serious- 
ness. We must find some method of your department expediting 
that adjustment or readjustment, because certainly 5 months or 6 
months or 8 months is going to heap criticism on somebody, and I 
doubt whether the Congress is really entitled to it. 

Mr. Jonnston. Well, Congress is entitled to 2 months of it. 

Senator Bricker. One month. 

Mr. Jonnston. No, Senator Bricker. _ They are entitled to 2 
months of it. Let me tell you what we are going to do. 

If you will eliminate paragraph 4, we will put in the old CPR 22 
and CPR 30 in effect and do it immediately. If you do not, we are 
working to get the new revised CPR 22 and CPR 30, and others, out 
and get : them out to the business interests as soon as possible, and when 
that is done, and prices have been established, then we must post 
ceiling prices in every grocery store in America, so the people of this 
country will know what those prices are going to be. We must do it 
at the earliest possible moment, and if I stay in this job that is what 
I am going to do. 

Senator ScHOEPPEL. I appreciate that, Mr. Johnston. 

Senator Moopy. That is what ought to be done. 

Senator ScHorpreL. Congress passed the act, and the President 
signed it here on July 31. Now, I received inquiries about CPR 23, 
and they have come from the cattle people. There was a certification 
by the Secretary of Agriculture supposed to have been made to your 
department, and a readjustment should have been made forthwith 
in certain grades, in the utility cattle industry. Now, that was not 
done, and people are wondering about the good faith of the adminis- 
tration of this. Of course, I recognize that everyone does not under- 
stand the niceties, the turmoil, and the difficulties of the adminis- 
trative animal. They are not going to be able to take, might I say, 
your explanation and maybe mine, when commodity prices have been 
increasing, or holding to your ceiling levels when the agricultural food 
commodities have been going down ‘for almost 6 months. I do appre- 
ciate that is a problem, but you are going to have to do something 
about that. 

Mr. Jonnsvon. You are absolutely right, Senator. We not only 
have to do something about it, but we will, and it must be done 
within the next 60 day s. 

The CHarRMAN. You say we are responsible for 2 months of it? 

Mr. Jonnston. In my opinion you are. 

The CuarrMANn. In my opinion you are responsible for 8 months of 
it—not you, you were not appointed until January. 

Mr, Jonnsron. I froze wages and prices 48 hours after I took 
office, 

The CrarrmMan. And you froze the price of cotton and other 
things, too. You could have put this all in effect at the same time. 

Senator Benton. It was a great, bold decision, and we congratulate 
you, Mr. Johnston. 

Mr. Jounston. Thank you. 
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The CuatrMan. We will stand in recess until 3 o’clock. 
(Whereupon, at 12:15 p. m., the hearing was recessed until 3 p. 
of the same day.) 


AFTERNOON SESSION 





The CHarrman. The meeting will come to order. 

Has the amendment come down yet? 

Mr. Parsons. Not vet. 

Senator Capgenarr. You are referring to the amendment \{r. 
Wilson was to write. 

The CuHairman. To title IV. 

Senator CapeHART. Do you think we will get it this afternoon? 

The CHairman. Mr. Johnston said he thought we would. We 
will ask about it. 


Senator Capenart. We ought to have that to think about over the 
week end. 
(The amendment referred to follows:) 


SuGGestep AMENDMENT To CLEAR UP ADMINISTRATIVE PROBLEMS OF SEcriox 
402 (p) (4) 


(4) After the enactment of this paragraph no ceiling price regulation applicable 
to the sales of manufacturers or processors of any materials shall become effective 
which establishes a level of prices for such sales below the lower of (A) the level 
prevailing for such sales just before the date of issuance of the regulation, or 
(B) the level prevailing for such sales during the period January 25, 1951, to 
February 24, 1951, inclusive. Nothing in this paragraph shall prohibit the estab- 
lishment or maintenance of a ceiling price regulation applicable to the sales of 
manufacturers or processors which (1) reflects the highest level of prices prevailing 
during a representative base period between January 1, 1950, and June 24, 1950, 
inclusive, adjusted for increases or decreases in costs between such period and 
July 26, 1951, or (2) is established under a regulation issued prior to the enac. ment 
of this paragraph. The adjustment for increases or decreases in costs prescribed 
in clause (1) of the preceding sentence of this paragraph shall include adjustment 
for changes in material and direct factory labor costs and a reasonable allowance, 
as determined by the President, for changes in all other costs including indirect 
labor, factory, selling, advertising, office, and all other production, distribution, 
transportation, and administration costs, which he finds are properly allocable 
to the production and sale of the materials sold by the manufacturers and proc- 
essors. The President shall make appropriate provision for adjustment for any 
such manufacturers or processors whose ceiling prices result in financial hardship 
to such manufacturers or processors. 


(The language of the amendment was incorporated in S. 2092, which 
will be found on p. 2971.) 

The Cuarrman. Mr. Thorp, as I understand, you wrote a letter 
suggesting certain changes without any amendment to the Defense 
Production Act in connection with fats and oils, and the Department 
of Agriculture. 

Of course, all the committee has before it is a letter. Now, | 
understood that you might send an amendment up here; is that 
correct? 

Mr. Tuorr. We are hoping that the form the amendment would 
take would be one of striking section 104, Mr. Chairman. 

The CuarrMan. Well, that is an amendment. 

Senator CAPpEHART. That has to do with fats and oils. 

Mr. Tuorr. That has to do with fats and oils. 

Senator CapgeHart. Taking it completely out of the bill. 

Mr. Tuorp. That is correct. 
Senator CapeHart. And you would handle it in your own way? 
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Mr. Tuorr. We would handle it under the authority which now 
exists, the legislation which Mr. McCormick will explain to the 
committee. 

The CHairRMAN. Will you proc adi in your own way. 


STATEMENT OF WILLARD L. THORP, ASSISTANT SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS 


Mr. Tuorr. My name is Willard L. Thorp. I am Assistant 
Secretary of State for Economie Affairs. 

I want to thank the committee for the opportunity of appearing 
here in order to testify on the Defense Production Act. As you know, 
my purpose in testify ing is to urge the repeal of section 104 of the act, 
which requires the Secretar vy of “Agri iculture to plac e new and onerous 
restrictions on the importation of certain agricultural products, 
including in particular cheese _and other dairy products. The chair- 
man may recall that on July 27 Mr. Acheson addressed a letter to him 
in which he e xpressed his dee . concern regarding the effects of section 
104. which was then before the Congress. for enactment. Unfortun- 
ately, the letter arrived too late for the consideration of this com- 
mittee. The committee is no doubt aware also that the President, 
in his recent statement on the provisions of the Defense Production 
Act, had this to say about section.104: 

I also ask te Congress to repeal promptly the provision of the act which places 
new restrictions on our imports of fats and oils and dairy products. These 
restrictions are unnecessary for the protection of domestic producers, who are 
amply safeguarded under other laws, and they run counter to our national policy 
of reciprocal trade agreements. 

From the first, the administration has felt that the measures which 
the Secretary of Agriculture would be compelled to take under section 
104 to restrict the imports of fats and oils would result in retaliation by 
foreign countries against our agricultural exports, in a loss of dollar 
earnings by our allies, and in a weakeriing of United States efforts to 
break down the barriers throughout the “world which have impeded 
the exchange of goods among the nations of the free world. 

The Cuarrmman. Now, Mr. Thorp, vou know some years ago a ban 
was placed on the exportation of fats and oils from this country. That 
is correct, is it not?) Export control. 

Mr. Tuore. Yes; that is correct. 

The Cuarrman. And the fats and oils piled up in this country. 

Mr. Tuore. That is correct. 

The Cuarrman. And they piled up to such an extent that the 
slaughterers, or Whoever it might be, could not even sell certain fats 
and oils. 

Mr. THorp. It depended on the type; yes, sir. 

ome CuarrMan. It piled up cottonseed oil, and what have you, and 

¢ had to repeal the law. 

ee would this have the effect of bringing in so much cheap oils 
that it would create the same condition again, in vour opinion? 

Mr. Tuorp. No, sir; but I think that Mr. McCormick can be a 
more expert witness than I on the technical aspect of the agricultural 
Situation, 

The CuarrmMan. We had a bad situation, as 1 remember, on soybean 
oil in that same committee 3 years ago. 

You go ahead, sir. 
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Senator Bricker. The export embargo on fats and oils was admii- 
istered under the War Powers Act by the Secretary of Commerce, was 
it not? 

Mr. Tuorp. Yes; that was originally set up for war purposes, p1i- 
marily in order to keep in this country what was necessary and to 
permit our participation in allocation with other countries. 

The problem, I think, that Senator Maybank is referring to devel- 
oped in the latter period as world production began to increase again, 
and the particular war requirements were reduced. 

i Senator Bricker. And then we were asked to extend the authority, 
and did, I think, for a year or two. 

The CHatrMANn. The Senator is correct, when we did away with 
certain war powers acts, as I remember it—Senator Tobey happened 
to be chairman of the committee at the time—I voted to keep the 
export controls on fats and oils, and it got to such a point with cotton- 
seed oil, particularly inedible fats, they could not even move them 
from the slaughterhouses, that we repealed the law. That is my 
memory. 

Senator CapgeHart. Who introduced this amendment? 

The CuarrMan. There is no amendment. 

Senator CapEHART. Who got section 104 in the bill? 

The CuarrMan. It came from the House. Senator Magnuson 
spoke about it in the Senate. . 

Mr. Tuorp. Mr. Andresen, in the House. ° 

Senator CapgeHarT. Was not this an amendment of Senator 
Magnuson in the Senate? 

Mr. THorp. Yes; it was adopted and is in the bill. 

Senator CapEHART. This is a bad amendment, is it? 

Mr. Tuorp. Yes, sir. I would like to explain, from the foreign 
policy point of view, why it is bad, and Mr. McCormick will discuss 
it from the agricultural point of view. 

Senator Capenart. Is this known as the Magnuson amendment, 
the way the Capehart amendment is known as the Capehart amend- 
ment? The President in his message named one amendment as the 
Capehart amendment, and this, equally bad, was introduced by 
Senator Magnuson. 

Mr. Tuorp. The label on this one was established, I suppose, by 
priority from the House. This is known as the Andresen amendment. 

Senator Bricker. The State Department wants us to take off any 
restriction on the importation of oils and fat and leave it up to nego- 
tiation under the trade law. 

Senator Capenart. Let us get the record straight, because I am 
getting a little tired of such remarks as you made. Let us get the 
record straight here; at least we can be fair, though we may disagree. 
This amendment was introduced by Senator Magnuson on the floor 
of the Senate. 

Mr. Tuorp. Yes, sir. 

Senator Caprnart. And passed by the Senate. 

Mr. Tuorp. Yes, sir. 

Senator Capenart. Before the House even considered the bill. 

Mr. Tuorp. No, sir; the House considered this before the Senate 
considered it. 


Senator CareHart. The Senate passed the bill before the House 
did, my dear sir. 
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Mr. Tuorp. Well, this particular amendment, at any rate, was first 
considered in the House. 

Senator CapeHart. Of course, it was considered in the House 
but my point is that the Senate passed the bill first. The Senate 
bill did not have section 104 in it; it was introduced on the floor 
of the Senate by Senator Magnuson. 

The CuatrMan. The Senator is correct. 

Senator Capenart. And passed the Senate. 

Now, my point is, why was not this referred to, if it is such a bad 
bill, on the part of the President—because you quote his message 
here—as the Magnuson amendment? I do not suppose you can answer 
that. ° 

Mr. Tuorp. I am afraid I cannot answer it. 

Senator CapeHArT. I just wanted to point out that there must be 
some politician in this business. There must be seme politician in 
this business. 

Senator Bricker. You did not think there was not, did you? 

Senator Capenart. I have no objection to not calling it the Magnu- 
son amendment, just as I have no objection to calling the other the 
Capehart amendment. I just want to keep the record straight. 

Senator Bricker. The amendment carried in the Senate by a vote 
of about 2 to 1. 

Mr. Tuorp. It was a substantial vote. 

Senator Bricker. And a strong vote in the House. 

Mr. Tuorp. A strong vote in the House, also. 

Senator CapeHART. | presume the purpose is to protect the dairy 
industry. 

Mr. Tuorr. That is correct. 

Senator Capeuart. And there are a lot of dairy interests in the 
State of Washington, and also in the State of Minnesota. 

I just want to point out the inconsistency of what happens, in 
order to keep the record straight. There is nothing quite as good 
as a straight record, and I am going to try to keep the record straight. 

Mr. Tuorp. Let me review in bare outline some of the things that 
have happened in the brief time since the enactment of this bill. 
First, the Secretary of Agriculture has been compelled to impose 
drastic restrictions on the import of dairy products and other products 
from friendly countries. 

The CuarrMan. What other products? 

Mr. Tuorp. Rice, peanuts, and peanut oil. 

The CuarrMan. This affects rice? 

Mr. THorp. Yes, sir. 

The CHarrman. How? 

Mr. Tuorp. It is included in the list of items—there are dairy 
products, rice and rice products, and flax. The amendment is 
broader than just fats and oils. 

The Cuairman. In the amendment itself, or in the report? 

Mr. Tuore. In the amendment itself. 

Senator Bricker. Does it cover coconut oil? 

Mr. Tuorp. I am informed that coconut oil is not included. 

Senator Bricker. It is excepted? 

Mr. Tuorp. It is excepted. 

These restrictions, for example, put a ceiling on imports of foreign 
cheese from Western Europe at a level which is about 40 percent 
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below the annual rate of recent imports and just one-half of the quan- 
tity imported in 1939. Asa result, foreign countries have been denied 
a means of earning substantial amounts of dollar exchange. 

Denmark, for example, stands to lose nearly $2 million in foreign 
exchange in the coming year, as a result of the cut-back it has had to 
apply from its recent export level. On the same basis, the Dutch will 
probably lose over $1 million as well. If we could anticipate that 
Western Europe would eventually have returned to its 1939 level of 
cheese exports, the annual loss of dollar exchange as a result of section 

104 can be fixed at 15 to 20 milion dollars. 

In some cases, too, the loss is much larger than the dollar-and-cent 
figures suggest. In the case of Italy, for example, which will lose over 
$1 million of exchange because of the cut-back she is being compelled 
to apply, the loss is heavily concentrated in Sardinia, which already is 
desperately poor and politically unstable. 

One of the ironical aspects of the situation is that the ECA, in its 
efforts to help Western Europe toward self-sufficiency and financial 
independence, has made strenuous efforts to encourage the production 
and export of many different products, including cheeses, to the 
American market. A number of countries have already pointed out 
to us in unmistakable terms that further measures on their part to 
encourage exports to the United States by their own producers will 
be greeted with the utmost skepticism by their people. This action 
has gone a long way to convince western European governments that 
the possibility of becoming self-sufficient and meeting their dollar 
needs by increasing their exports to the Western Hemisphere is 
remote. 

Senator ScHoerrpet. Mr. Chairman. 

The CHarrMan. Senator Schoeppel. I would like to ask Mr. 
Thorp a question at this point. 

Frankly, I have not read the rest of your statement, I just received 
it as you started your testimony here. 

Assuming that this is repealed, or eliminated from the present 
measure, are vou now in & position to say how the Department will 
handle it in order to protect these industries in this country that that 
amendment sought to protect? 

Mr. Tuore. Well, I can tell you the two lines of authority which 
we now have in law, and on the operation of which, since the Depart- 
ment of Agriculture is largely responsible, Under Secretary MeCor- 
mick can also speak. One is in the agricultural legislation itself, which 
provides authority for setting up quotas where our own production 
and marketing schemes are threatened by imports, and the other is 
through the escape clause in the reciprocal trade agreements whereby, 
if an American industry is threatened, we can withdraw whatever 
concessions have been granted under the reciprocal trade agreements. 
That is a provision which is now in all trade agreements as negotiated, 
and which has an established procedure for its application. 

Senator Scnorpre.. Mr. Thorp, I think I am substantially correct; 
namely, that there was considerable criticism about the Department, 
or the executive branch of the Government invoking those protective 
features, hence one of the reasons why it was put into this act. Has 
that phase of the thing been ironed out to remove that skepticism, 
as to whether the Department will act expeditiously and prevent 
injuries? 
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Mr. Tuorr. Not knowing the exact form of the charge, I would 
not be able to say, but we do regard these requirements as a very 
definite responsibility on the part, I am sure, of the Department of 
Agriculture, and in the Department of State. They are now written 
into legislation. 

The CuatrmMan. And also the agricultural parity price. 

Senator Bricker. Was cheese under consideration in the Torquay 
agreement? 

“Mr. Tuorp. The cheese tariffs break down into the many varieties 
of cheeses. 

Senator Bricker. It was a part of the Torquay agreement. 

Mr. Tuorp. I think there was a reduction on certain types of 
cheese in the Torquay agreement. 

The CuarrMan. Go ahead. 

Mr. Tuorp. Although this problem is of considerable magnitude 
when viewed as an export problem of Western Europe, it has lesser 
importance when viewed in terms of the American cheese industry. 
Imports of cheese in the United States in 1950 amounted to less than 
5 percent of the total domestic production of cheese. The volume of 
cheese which has been shut off by the Secretary of Agriculture’s 
order, important as it is to the rest of the world, represents less than 
14% percent of American cheese production. 

There are other consequences likely to result from the application 
of section 104. As you know, the restrictions required by section 104 
appear to the Department clearly to violate the provisions of the 
General Agreement on Tariffs and Trade. One possible step for 
other countries to take, when faced with a violation of this sort, is to 
impose counter restrictions in retaliation. We are informed from 
various sources that these counter restrictions are already under 
active consideration in a number of foreign countries. In the end, 
measures of this sort are likely to affect such important American 
exports as apples, citrus fruits, prunes, tobacco, and cotton. 

The CHArRMAN. Sardinia does not use any cotton. 

Mr. Tuorp. This would be a step taken by Italy, rather than by 
Sardinia, and under the general theory of the Reciprocal Trade 
Agreements Act, just as we give concessions—— 

The CHainMANn. Where would Italy get cotton if not from the 
United States? 

Mr. Tuorp. Well, first she might not get as much cotton if she did 
not have as many‘dollars to spend. 

Secondly, there are other sources; Brazil, for example. 

The CHairmMan. Well, Brazilian cotton is 10 cents more than 
American cotton. 

Mr. Tuorp. With countries now, foreign purchasing depends on 
the amount of a particular kind of currency which they have, which 
complicates the problem tremendously. 

It seems to me, however, that this problem has to be decided on 
broader grounds. Ever since 1934, the United States has laboriously 
sought to develop the kind of international agreements governing 
foreign trade which would afford a maximum opportunity ‘for goods 
to be ‘exchanged among the friendly countries of the world, w vith a 
minimum of governmental interference. In an unspectac ular Ww ay, 
results have been achieved which have no parallel in the history of 
trade relations among countries under the regional trade agreements 
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program and recently through the General Agreement on Tariffs 
and Trade, tariffs have been substantially reduced throughout the 
free world. Moreover,-until a few months ago—when accelerated 
defense efforts put new strains on the balance of payments position 
of many western European countries—signs of real relaxation of 
restrictions on imports from the dollar area were apparent in many 
countries of the world. 

Canada had eliminated her restrictions; South Africa had substan- 
tially liberalized her import quotas; and other countries were be- 
ginning to take more modest steps in the same direction. Indeed, 
as recently as a few weeks ago, Great Britain announced a very sub- 
stantial increase in the volume of American apples which she pro- 
poses to import during the coming year. 

Senator Bricker. Does this fats and oils provision affect South 
Africa, or Canada? 

Mr. Tuorp. It could affect Canada. Ido not think it has a direct 
effect on South Africa, except as a matter of general principles of 
trade. 

Senator Bricker. Dairy products out of Canada into the United 
,. 

Mr. Tuorp. Yes. 

I think it is not too much to say that the position of moral leader- 
ship which the United States has been able to exercise in the field of 
international trade has had a great deal to do with the progress so 
far made in reducing barriers to world trade. By and large, we in the 
United States have practiced what we preached. 

Senator Bricker. What do the quantitative restrictions apply to? 

Mr. THorr. Well, one may use quantitative restrictions in certain 
particular situations where they are related to restrictions in domestic 
programs. ‘That is the general principle. 

As far as we are concerned, we used quantitative restrictions, of 
course, during the war period very substantially, and we still have a 
certain number of products upon which there are quotas with respect 
to their entrance into the United States. 

Senator Brickgr. What is the nature of them? 

Mr. Tuorp. Long staple cotton would be one case that I can recall, 
for example. 

Senator Bricker. Now, if the State Department, under the recip- 
rocal trade arrangements, even in regard to cheese and dairy products, 
oils and edible fats, would find the American market glutted as it is 
today with the great surplus of all these products, dairy products, 
cottonseed oil, soybean oil, and so forth, would it be possible, under 
the law at the present time for the administrative departments to put 
on a quantitative restriction such as Congress has done in this amend- 
ment? 

Mr. Tuorp. Under section 22 of the Agricultural Adjustment Act, 
it would be possible, provided that at the same time we were taking 

steps with respect to our own domestic production. 

Senator Bricker. What steps? 

Mr. Tuorp. I am now talking in terms of the principle involved in 
foreign trade, but as far as the authority is concerned in that act, 
the Secretary ‘of Agriculture would have the authority to set up quotas 


if he felt that the marketing, or production program was being impaired 
by imports, 
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Senator Bricker. In other words, he would have the power to 
restrict production in this country if we had a surplus supply that 
would require him to put on a quantitative restriction on foreign im- 
ports, or quota restriction on foreign imports, would be likewise at the 
same time be required to put restrictions on American production? 

Mr. Tuorp. No, sir; that is not required by the law, as I under- 
stand it. 

The CHatRMAN. He can put them on under the agricultural laws 
if they are 130 percent. 

Mr. THorp. That is right. 

Senator Carrnart. Mr. Thorp, have you discussed the repeal of 
this amendment with Senator Magnuson? 

Mr. TuHorp. No, sir. 

Senator CaprEHART. Do you know whether the President has dis- 
cussed it with him or not? 

Mr. THorp. No; I do not know. 

The CuarrmMan. Did the President recommend this amendment? 

Senator Bricker. Yes; he did in his message. 

Mr. THorp. The President has recommended repeal; yes. 

The CuarrmMan. What is the amendment, to do away with section 
104? 

Mr. Tuorp. That is right. 

Senator CapEHART. You have not personally discussed it with 
Senator Magnuson who was the author of the amendment? 

Mr. THorp. No; I have not. 

Senator CarpgeHart. And the President has not. 

Mr. Tuorp. Not that I know of. 

Senator CarpEHARt. You do not know whether it would be agreeable 
with him to repeal it or not? 

Mr. Tuorp. I assume if Senator Magnuson originally proposed it 
he would still be for it. 

Senator Scuorrppe.. Might I ask you if the matter has been taken 
up with Congressman Andresen? 

Mr. Tuorp. As far as my information goes, it has not. 

The CHarrMAN. As far as any actual proposed amendment to 
section 104 is concerned, as a matter of fact, there is not any. 

Senator CAPEHART. Except the President in his message the other 
day to the Congress asked that the section be repealed. 

Senator Bricker. It was in both bills and we could not take it 
out in conference. 

Senator Capgenart. I was just wondering if it would be agreeable 
with Senator Magnuson to take it out, now? You say you have not 
discussed it? 

Mr. Tuorp. As I say, Senator, I have not discussed it with him. 

The CHarrMan. I am not going to brag about Mr. Thorp, because 
I hesitate to brag about people, but I think Mr. Thorp is one of the 
finest persons with the State Department. I know where your 
sympathy lies. 

Senator CapeHART. I would like to suggest that we invite Senator 
Magnuson to give his opinion on this, as to whether or not he thinks 
it ought now be repealed. 

The CuarrMan. Without objection, as soon as the amendment is 


here—— 
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Senator CapEHART. We wrote it in because of the fact that he 
offered the amendment on the floor of the Senate. I would not want 
to take any action on it until I had discussed it with him. 

The CuatrmMan. Well, I believe that that would be appropriate. Of 
course any Senator who has an amendment here that is going to be 
objected to by the Government agencies should be heard. I would 
ask that the clerk of the committee get a statement from Senator 
Magnuson. As far as I am concerned, I do not think much of the 
amendment. Iam only speaking personally. 

Senator Capenart. It was his amendment, and one that the Presi- 
dent objected to violently. It must be a serious amendment. 

Mr. Tuorp. It isserious, beyond the matter of the specific commodi- 
ties, because it is a matter of principle, and a number of countries have 
already pointed out to us what is obvious, that we cannot in good faith 
preach the virtues of competition and increase trade to the rest of the 
world while we close the doors of our American markets to foreign 
trade. 


Unless section 104 is soon set aside, this position of leadership will 
be damaged. 


The CuarrMAN. How are you getting along with the Cuban situa- 
tion? 

Mr. Tuorp. I have been away for several weeks. So far as I 
know— 

The CuarrmMan. That was never understood to be the fact of what 
you did at Torquay, was it? 

Mr. Tuorp. No, sir. We have been accused of a good many 
things. 

The CuarrMan. I understand, but it was not the fact? 

Mr. Tuorp. No. 

The CHarrMan. And they just took advantage of it, and there was 
nothing you could do about it at the time? 

Mr. Tuorp. That is right. Either there are discussions now going 
on, or about to start with them to try to correct it. 

Senator Bricker. Are any of these countries operating under 
quotas from the United States? 

Mr. Tuorp. Yes, sir; most of the countries involved bave quotas 
with respect to the United States, because they have a limited number 
of dollars compared to the demand for American goods, and the quotas 
are to equalize the purchases with the available dollars. 

Senator CapeHART. They want more goods from us —.n they have 
dollars, and therefore they put their respective importers on a quota 
basis? 

Mr. Tuorp. That is right. 

The Cuarrman. And they put some of them on a quota basis which 
really raises the products in their own countries to the detriment of 
the masses and to the benefit of the few in some instances? 

Mr. Toore. What it means on that kind of basis is either they do it 
in their own country on not the most economic basis, or they purchase 
it somewhere else, because in many cases countries have currencies 
other than dollar currencies which are available, and therefore they 
buy commodities at other sources which may not be as economical a 
source as the United States. 


Senator Bricker. Most of the quotas are against manufactured 
products, are they not, against this country? 
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Mr. Tuorp. No; I do not think so. It would be a little hard to 
say exactly, but there are many other quotas. For example such 
things as American fruits have been a great problem to us in connec- 
tion with quotas, the citrus fruits, apples, prunes, and so forth. 

Senator Bricker. It makes it hard to understand why Senator 
Magnuson and Senator Morse, I think, took active part in this debate, 
would support this amendment if it was going to cut off reciprocal 
trade on fruits. 

Mr. Tuorp. I would like to point out that harm will be done not 
only to our general efforts to prevent unnecessary Government inter- 
ference in the movement of goods among the free nations of the 
world, but also to a number of other objectives. One of the latter, 
which is bound to suffer, is the program of trade liberalization in 
Western Europe, to which the United States has devoted so much time 
and effort in order to increase the economic strength of that area. 

These points and a number of others have already been made to us 
by Canada, Italy, Denmark, the Netherlands, New Zealand, Switzer- 
land, and France in protest of this action. The committee may be 
interested in the texts of these protests. I have brought with me 
copies of the text of the protests from those individual countries. 

Senator Bricker. Those mostly involve dairy products. 

Mr. Tuorp. The great concern is in cheese and dairy products, and 
I would suggest that these ought to be made a part of the record in 
order to clearly permit these countries to present their own point of 
view on this matter rather than for me to try to do it by my own 
interpretation. 

Senator Capruart. The chairman asked me to act as chairman in 
his absence, and without objection, the letters will be made a part of 
the record. 

(The letters referred to follow:) 

THE CANADIAN Emrmassy, 


Washington, D. C., August 27, 1951. 
No, 496 


The Canadian Chargé d’ Affaires, a. i., presents his compliments to the Secretary 
of State and has the honor to advise him that the recent announcement of the 
United States Department of Agriculture with regard to the control of imports 
into the United States of fats, oils, and other dairy products has created a situation 
which is of urgent concern to the Canadian Government. The restriction of the 
imports of dried milk products, and cheese in particular, will cause immediate 
damage to Canadian trade with the United States. 

In the case of cheese, the new import quota will reduce United States imports 
substantially below the levels which have prevailed in the immediate past. 
This reduction cannot fail to have a serious prejudicial effect upon the position 
of the Canadian dairy industry. 

While the impact of the new restrictions upon particular producers is of im- 
mediate concern, the Canadian Government wishes also to call the particular 
attention of the Government of the United States to the more far-reaching 
implications of this action. The new restrictions announced by the United States 
Department of Agriculture are contrary to the obligations which the two Govern- 
ments have assumed toward one another in the General Agreement on Tariffs and 
Trade. The latter provides clearly that quantitative import restrictions of this 
kind shall not be imposed except in certain stated circumstances which cannot 
be held to exist at present in respect to these commodities. These new import 
controls, furthermore, will nullify the value of certain of the tariff concessions 
which were negotiated at Geneva in 1947 and at Torquay, these concessions 
having been bound by the United States until January 1, 1954. 

The Government of Canada has sought at all times to observe the terms of 
the General Agreement on Tariffs and Trade which govern the commercial rela- 
tions between our two countries. The Canadian Government earnestly hopes 
the Government of the United States will review the action it has recently taken 
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to restrict the imports of dairy products, in the light of the provisions of the 
General Agreement on Tariffs and Trade, in order that the mutually advantageous 


trade which is of such great importance to the general well-being of both our 
countries may not be impaired. 


Iranian Empassy, 


Washington, D. C., August 15, 1961. 
The DEPARTMENT oF SraTe, 


Washington, D. C.: 

The Italian Embassy presents its compliments to the Department of State 
and has the honor to call its kind attention to the following: 

On August 9, 1951, the United States Department of S lienbinies announced 
that the import of cheese had been placed on a quota basis, in accordance with 
the provisions of the Defense Production Act, as amended (Andresen amendment), 
in view of circumstances indicated therein. 

The Italian Embassy wishes to point out that none of the circumstances men- 
tioned in the amendment, requiring a control of imports, exists in the case of 
Italian cheese, since imports of this product from Italy are still far below the pre- 
war level. 

Italian cheese imports do not result in an unnecessary burden of expenditure 
under the United’ States Government price-support program, because said im- 
ports are not competitive with the American product and are, moreover, sold at a 
much higher price than the domestic production. 

In fact, the bulk of Italian cheese imported into the United States is a special 
type of cheese, sheep’s milk cheese, which is not produced in the United States 
and therefore is not in competition with any domestic production. 

Other typical Italian cheeses are not produced in the United States in ap- 
preciable quantities and in any event their imitations are not competitive, neither 
in price nor in quality, with the corresponding Italian products. Therefore, any 
further restrictions on imports of Italian cheese in favor of the American products 
(which are already amply protected by the high customs duties, customs pro- 
cedures, and by the regulations of the Food and Drug Administration) are detri- 
mental to the American consumption of these products and at the same time 
deprive one of the United States best customers of her means of earning the dollars 
needed for the payment of her purchases of American products. 

Cheese was always one of the most important and typical Italian exports to 
the United States and to restore this export to the normal prewar level is in the 
interest of both countries, in order to reduce the enormous unbalance of trade and 
to lessen the ‘‘burden or expenditure” generously sustained by the United States 
Government in its program of assistance to the Italian economy. 

Italy is still in the process of rebuilding her trade with the United States and, 
therefore, restrictions limiting her exports to the United States would hamper the 
resumption of her vital currents of exports. 

The recent regulation of the Department of Agriculture will cause a contrac- 
tion of the Italian cheese imports into this country, with a consequent increase 
of the Italian trade deficit. Such a situation will finally force Italy to reduce her 
purchases of wheat, cotton, and other agricultural products in the United States, 
which are of vital interest to millions of farmers and for which a price-support 
program is likewise a further burden of expenditure to the American taxpayers. 

The Italian imports of cheese are still noticeably lower than the levels reached 
during the prewar period, based on a normal commercial situation. Despite the 
progress of the past few years, these imports from Italy and other countries still 
represent a negligible fraction of the American production which—in respect to 
the Italian type of cheese—was abnormally developed because of the lack of 
supplies during the war. 

‘Lhe news of the restrictions on imports of cheese in the United States has caused 
the greatest concern in all Italian agricultural and industrial circles interested in 
the exports of cheese to the United States, which depend entirely upon this 
activity for their livelihood. 

The adoption of a quota basis import policy means that the United States is 
now advocating a return to methods and systems which they tried to abolish 
through the various OECE and ECA initiatives in Europe. 

The adoption of the quota system for cheese has created great perplexity in the 
Italian Government and in the public opinion and will certainly hamper further 
progress toward a policy of liberalization of exchanges, as supported by OECE 
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and advocated by the American Government for a closer economic cooperation 
and integration among free nations. 

Furthermore, a contraction of the imports of Italian cheese would disregard 
the provisions of article 11 of the GATT and would void the United States tariff 
reductions recently agreed upon and for which Italy granted similar tariff reduc- 
tions in favor of American products. 

It is also feared that similar restrictive measure will be applied by the Depart- 
ment of Agriculture to olive oil which, like cheese, is one of the most important and 
traditional items of Italian exports to the United States. 

Italy, unfortunately, has few lines of exports for which she can find an outlet 
in the United States market; should these currents be cut off by restrictive measures 
on the part of the United States Government, disastrous consequences of economic 
and social character would result for a country already facing a large unemploy- 
ment and enormous difficulties in earning, through her export trade, the dollars 
needed for the procurement of essential foodstuffs and raw materials. 

In view of the foregoing, the Italian Embassy would be grateful if the Depart- 
ment of State would give its particular attention to this matter. in order to avoid 
the unfavorable repercussions which the adoption of such a measure would cause 
to the trade relations between Italy and the United States. 

The Italian Embassy expresses its thanks to the Department of State for its 
kind consideration and assistance. 


DaNnisH EMBASSY, 
Washington 8, D. C., August 28, 1951. 


The Danish Ambassador presents his compliments to the Honorable the Secre- 
tary of State and has the honor to inform the Secretary of the following: 

As already pointed out in previous notes, the Danish Government considers 
restrictions of cheese imports into the United States of the nature now imple- 
mented incompatible with the international obligations of United States of 
America as set out in the GATT agreement. Since no quantitative restrictions 
of cheese imports into the United States were in force when the United States 
signed the GATT agreement in the autumn 1947, the United States Government 
in the view of the Danish Government must be bound by section XI of the GATT 
agreement not to institute such restrictions. The Danish Government is aware 
of the fact that articles XI-A, XII, XVIII, XIX, and XXI of the said agreement, 
subject to certain conditions, authorize exemptions from the general interdict 
against quantitative restrictions. It seems, however, that as far as American 
cheese imports are concerned, prevailing conditions do not warrant the rigoristic 
steps now taken by the United States to limit cheese imports, nor do they bring 
such steps into harmony with the GATT agreement. 

Failure on the part of the United States to observe international obligations 
under the GATT agreement has caused disappointment and concern in Denmark, 
particularly since considerable means and efforts have been invested in an expan- 
sion of Danish cheese production in confidence of the encouragement offered by 
ECA and in the hope through increased dollar earnings to attain the viability 
aimed at by the Marshall plan. 

This concern has been the more aggravated as the period chosen by the United 
States authorities as a base for the quota arrangement is particularly unfavorable 
for Denmark. 

Denmark’s total cheese exports to United States of America in 1948, 1949, 
and 1950 were 394, 613, and 1,896 tons, respectively, out of which blue cheese 
constituted 354, 529, and 1,576 tons. 

During the American financial year 1950-51 the exports amounted to 2,756 
tons, out of which blue cheese accounted for 2,319 tons. 

During the first 6 months of 1951 exports totaled 1,494 tons, 1,259 tons of 
which were blue cheese. 

Provided that the importers utilize the quota by buying from the individual 
exporting countries in the same proportion as has been applied for so far, the 
above-mentioned base period (1949-50) will result in a reduction of the monthly 
Danish cheese exports to the United States during the remainder of 1951 to less 
than one-third of the monthly exports during the first 6 months of the current year. 

For the purpose of comparison with Denmark’s cheese exports to the United 
States prior to the Second World War the following information may be given: 

In 1937 Denmark’s export of cheese to the United States, the major part of which 
was blue cheese, totaled 2,228 tons and in 1937-40 averaged about 2,000 tons per 
year. 
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A reduction on basis of the planned base period (1948-50) will consequently 
curtail the monthly cheese exports from Denmark to the United States to about 
one third of the prewar level. 

The Danish Government feels confident that upon further considtration of the 
matter the American authorities will again bring their import regulations into 
conformity with international obligations. Pending an adjustment of the 
present regulations to that end the Danish Government must urge that in order 
to minimize the damage that will be caused in the meantime, the base period be 
changed forthwith from 1948-50 to the first 6 months of 1951. 


[Seal: Royal Danish Embassy, Washington] 


THE NETHERLANDS EMBASSY 


The Netherlands Ambassador presents his compliments to the Honorable the 
Secretary of State and, upon instructions from his Government, has the honor 
to inform him of the following: 

The Netherlands Government is greatly concerned by the import restrictions 
imposed by the Secretary of Agriculture pursuant to the Defense Production 
Act Amendments of 1951. These restrictions have an immediate damaging 
effect on Netherlands exports of dairy products to the United States which are of 
primary importance (cf. the attached. statistical summary). ‘They will also, in 
contradiction to policy directives of the Economic Cooperation Administration, 
have serious indirect consequences for the Netherlands efforts to increase exports 
to the United States and thereby for the Netherlands dollar-earning capacity. 
Private Netherlands firms when considering the initiation of new exports to the 
United States will start to doubt whether the investment involved is worth while 
since new import restrictions may frustrate any endeavors they might have 
started. In the case of Netherlands cheese considerable investments for pro- 
motion and distribution in the United States have recently been made and would 
now be lost. Thus the restrictions in question will unfavorably affect the Nether- 
lands dollar balance of payments and will obviate one of the principal objectives 
of United States financial assistance; namely, the decrease of the gap in the 
dollar balance of payments. From a wider point of view measures like the 
present ones obviously interfere with the efforts of the United States Government 
to increase the economic and defensive strength of Europe. The objectives 
which the United States have in mind in this connection may partly not be 
ern as a result of these measures. 

‘inally it may be pointed out that the restrictions in question are at’ variance 
with the letter and the spirit of the General Agreement on Tariffs and Trade. 
They will also tend to diminish the value of tariff concessions on Edam and Gouda 
cheese negotiated under the GATT. The Netherlands, therefore, urgently hopes 
that it will soon be possible to abolish the measures in question. If this should 
not be the case the Netherlands Government may to its regret be forced to submit 
this question to the contracting parties of the GATT in conformity with the 
provisions of article X XIII of the GATT. 


Wasuinoton, D. C., August 29, 1951. 


1951 
| ‘ (annual 
7 "7 verage, rate 
1937 1938 1947 9 1948-50 | based on 
first 6 
months) 


United States cheese 
importsfrom 
Netherlands (in | 
1,000 pounds) .._. -- 5, 420 4, 140 
Total United States 
cheese imports_-._- 55, 490 54, 677 


(37-38) (38-39) 
Percentage Nether- 
lands of total im- 
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Tue New ZEALAND EMBASSY 


The Ambassador of New Zealand presents his compliments to the Secretary of 
State and has the honor to refer to certain matters which, insofar as they appear 
likely to have significant effect upon the opportunities for the marketing of New 
Zealand dairy products in the United States, are giving serious concern to the 
New Zealand Government. 

It is understood that legislation has been passed by the Congress of the United 
States which provides for the continuation of certain emergency wartime restric- 
tions against the importation of fats and oils, including butter, which otherwise 
would have expired. It is also understood that in extending the present Defense 
Production Act certain amendments are proposed which would not only continue 
the present degree of restriction on fats and oils for a further 2 years, but would 
also extend the scope of these measures to restrict the importation of other dairy 
products, including cheese. 

The New Zealand Government would be grateful if consideration could be 
given to the following factors: 

The dairy industry in New Zealand has been developed and organized for export 
production and, together with other agricultural and pastoral industries, forms 
the whole basis of New Zealand’s economy. In the 18 months ended June 1950 
the value of dairy products exported from New Zealand was over one-third of the 
total value of all exports in that period. The standard of living of New Zealand 
and the economic life of the country is substantially dependent upon export out- 
lets throughout the world. In view of this reliance upon export markets, the 
dairy industry of New Zealand has always maintained great efficiency and the 
New Zealand products have an excellent reputation in world markets. 

The United Kingdom is traditionally the largest purchaser of New Zealand’s 
dairy produce. Other markets, however, are extremely important to New 
Zealand, not only for the purpose of maintaining broad trade relationships, but 
also to enable us to purchase a wide range of import requirements from many 
countries. Access to all world markets both for exports and for imports is of 
fundamental importance to New Zealand, and this applies particularly to the 
maintenance of trading opportunities with the United States. 

Prior to the recent World War, New Zealand had a small but regular export 
trade with the United States in butter and other dairy products. During World 
War II, and in accordance with the wishes of the Governments of the United 
States and the United Kingdom, New Zealand’s exports of dairy produce were 
concentrated in the United Kingdom market. In addition, however, and as a 
result of strenuous efforts to increase production, large supplies of New Zealand 
butter and other dairy produce were made available to the American and other 
Allied Forces. 

In the postwar years, when world shortages of basic foods have been a major 
problem, New Zealand has exerted every endeavor to increase the production of 
dairy products. Notwithstanding the acute need of the United Kingdom for 
food products, New Zealand has been anxious to resume trade with the United 
States even though the quantities of dairy produce available could only have been 
small. Sales over recent years of some quantities of cheese and other products 
to the United States have been valued as representing progress in this direction, 
and particularly as,a means by which New Zealand can earn the dollar exchange 
with which to make purchases from the United States. 

Action by the United States Government not only to continue these restrictions 
originated under wartime conditions but also to extend the restrictions against 
the importation of all dairy products from New Zealand, could not fail to have 
a most profound effect upon the economic strength and welfare of New Zealand. 
New Zealand has a pressing need to increase its earnings of dollar exchange in 
order to purchase the raw materials and equipment needed not merely to maintain 
its standard of living but also to continue its contribution to the common defense 
effort. 

In view of certain statements made in Congress, it is also thought appropriate 
to point out that the quantities of butter, cheese, and other dairy products which 
New Zealand could make available to this market are necessarily limited, and 
indeed would be of minor significance in relation to domestic production in the 
United States. Furthermore, it is the policy of the New Zealand agency respon- 
sible for the marketing of these products to effect sales in an orderly manner, and 
at current market levels after making any reasonable allowance to the importer 

for any special commercial risks involved. 



























































2956 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Apart from the adverse effects mentioned heretofore, any restrictive action as 
proposed would be contrary to mutually agreed objectives of reducing trade 
barriers and, in particular, to the letter and the spirit of the General Agreement on 
Tariff and Trade. It would tend to neutralize the benefits for which New Zealand 
has already given concessions under this agreement. Furthermore, it must not 
be overlooked that restrictive measures of this nature render more difficult the 
task of gainsaying those sectional interests which are opposed to the principle of 
reducing trade barriers. 

Opportunity is taken of pointing out that restrictions of the type proposed are 
likely to add to the forces of inflation which the United States in cooperation 
with New Zealand and other countries is seeking to combat. 

In conclusion, having particularly in mind the present efforts of the United 
States and New Zealand within the limits of their capacities to fulfill their obliga- 
tions to resist forces of aggression throughout the world, it is considered that the 
availability of the United States market for dairy products from New Zealand is 
of considerable significance, both to the implementation of those aspects of United 
States policy associated with the current international emergency and also to the 
supply to New Zealand of raw materials and equipment so urgently needed to 
fulfill New Zealand’s share in the joint efforts of free countries. 

Although it is earnestly hoped that the proposed restrictions will not be enacted, 
the New Zealand Government would be grateful for clarification of the position 
relating to the admission of dairy products covered by existing contractual 
arrangements, and also relating to shipments in transit or about to be loaded. 


LEGATION DE SUISSE, 
Washington, D. C., August 25, 1951. 

The Chargé d’Affaires ad interim of Switzerland presents his compliments to 
the Honorable the Secretary of State and has the honor to refer to the legation’s 
note of July 23, 1951, expressing the hope that the amendment to section 7, 
title 1, of the Defense Production Act of 1950 (S. 1717, H. R. 3871), if enacted 
into law, would not be construed as applying to the import into the United 
States of cheese from Switzerland. 

In the meantime, Public Law 96 (Ch. 275, 82d Cong., Ist sess.) was put into 
force as of July 31, 1951. Under this law, a new section, No. 104, was inserted 
in the Defense Production Act, empowering the President of the United States 
to prohibit totally or limit under certain conditions the import of cheese, among 
various other products. Pursuant to this authority, the Secretary of Agriculture 
limited the imports of cheese and determined that the measure applied also to 
imports from Switzerland. 

The Chargé d’Affaires ad interim has been instructed by his government to 
bring the following considerations to the Department’s attention: 

(1) The Swiss Government finds it difficult to understand why this measure 
is taken at a time when on the international level a liberalization of cheese imports 
and an increase of agricultural production in general is being postulated. In 
this connection the decision of the Organization for European Economic Co- 
operation to include cheese in the liberalization lists may be recalled. The 
new measure cannot be reconciled with this policy of liberalization. The Swiss 
Government would not be in a position to justify and enact a liberalization 
program for cheese imports if at the same time import restrictions are applied 
by the United States, which is traditionally the most important market for 
Swiss cheese. 

(2) Section 104 of the Defense Production Act states three requirements which 
are essential for the imposition of import limitations. The import of Swiss cheese 
to the United States cannot have any of the effects which the law was enacted 
to prevent. First of all, the types of cheese exported from Switzerland to the 
United States are sold on the market at considerably higher prices than the corre- 
sponding types of American cheese. Since Swiss types of cheese are specialty 
products which are not in competition with American production, the latter 
cannot be impaired. Secondly, the quantity of the imported Swiss cheese is so 
insignificant in relation to the total American consumption that it could not 
possibly interfere with domestic storing and marketing conditions. It may be 
stressed that United States imports of Swiss cheese in 1950 consisted of only 
approximately 0.7 percent of American cheese consumption. The Swiss Govern- 
ment expresses the hope, therefore, that, in consideration of these particular 
circumstances, Swiss cheese will be exempted from import limitations. 
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(3) The application of the import limitation in its present form to imports from 
Switzerland is, furthermore, not concordant with the terms of article VII, 1, of 
the trade agreement of January 9, 1936, between Switzerland and the United 
States. In case it should not prove feasible to exempt immediately from United 
States import limitation the cheese exports from Switzerland, the Swiss Govern- 
ment, under the terms of this article, would have to request that the total con- 
tingents fixed for the various types of cheese be made known and apply for a 
determination of the quota reserved to Switzerland within these total contingents. 
This quota would have to correspond to Switzerland’s traditional share in the 
United States import of cheese. The Swiss Government trusts that when such 
quotas are determined due consideration will be given to the circumstances that 
Swiss exports of loaf, process, and alpine herb cheeses in 1948-50 (which years 
serve as a basis for the American authorities) did not reach traditional prewar 
quantities and that adequate increases of Switzerland’s quotas will be allowed. 
Great difficulties of supply existed due to wartime economic cirumstances and 
Switzerland was compelled to limit its cheese exports up to the summer of 1949. 

The Chargé d’ Affaires ad interim would greatly appreciate it if the Department 
of State would examine whether the legal requirerfénts for the application of the 
import limitations to Swiss cheese are actually filled. Should the immediate lift- 
ing of these measures be impossible, for administrative reasons, it is requested 
that they be brought into line with the trade agreement between Switzerland and 
the United States and that quotas for adequate quantities be determined for and 
granted to Switzerland. 





THe FreNcH EmBassy, 
August 29, 1951. 
TRANSLATION 


The French Embassy in the United States presents its compliments to the 
Department of State and has the honor of referring to the restrictive measures 
taken by the Secretary of Agriculture by virtue of section 104 of the act entitled 
“Defense Production Act of 1951.” 

Among these measures, the establishment of a quota on imported cheese causes 
a serious prejudice to French exporters of Roquefort cheese. The quota estab- 
lished by the Department of Agriculture for imports of Roquefort cheese into the 
United States during the period of August 9, 1951, to June 30, 1952, is based on 
the average imports of 1948, 1949, and 1950. Its enforcement will result in re- 
ducing the sales of Roquefort cheese to about 650 short tons (annual base), 
whereas they reached 800 short tons in 1950, the latter figure being still inferior 
to that of 1,200 short tons imported in 1937 and 1938. 

In anticipation of the consequences which such restrictive measures may have 
on the trade between France and the United States, this Embassy deems it 
necessary to precise the following points, several of which have already been 
mentioned in its note of July 13, 1951: 

1. Roquefort cheese is an exclusively French luxury article, and its price is 
more than double that of blue cheese of American manufacture. It should not 
be considered as a product directly competing with American blue cheese, the 
latter being manufactured from cow’s milk, whereas Roquefort is made from 
sheep’s milk. 

2. As indicated above, the imports of Roquefort cheese into the United States 
have not as yet recovered their prewar level: Whereas they were around 2,390,000 
pounds in 1937 and in 1938, they could not be resumed in 1945, owing to the food 
situation in France. They were as follows in the past few years: 1948, 852,475 
pounds; 1949, 1,393,097 pounds; 1950, 1,640,891 pounds; 6 months 1951. 

The fact that the quota established by the Secretary of Agriculture is based on 
the last 3 years constitutes a new element which places Roquefort in a rather un- 
favorable position as compared to other foreign cheeses. 

3. The institution of these quantitative restrictions is contrary to the provisions 
of the GATT. 

(a) None of the exceptions provided for in article XI could be invoked: the 
decision to place imported cheese under quota is not designed to permit the 
enforcement of measures which operate— 

To “apply standards or regulations for the classification, grading, or market- 
ing of commodities in international trade’ (2b); 

“To restrict the quantities of the like domestic products permitted to be 
marketed or produced” (2c) (i); 
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To remove “‘a temporary surplus of the like domestic products by making 
the surplus available to certain groups of domestic consumers free of charge, 
or at prices below the current market level’’ (2c) (ii). 
Even if the competing foreign cheeses should eventually create a surplus which 
would have to be reméved, the Defense Production Act provides methods entirely 
different from those of paragraph 2c (ii) of the above-mentioned article. 

(6) The quota which has just been instituted could be justified only by article 
XII. The latter permits the application of import restrictions. However, it 
only gives this latitude in order to safeguard the external financial position and 
balance of payments. 


It seems unnecessary to insist on the fact that the measure referred to in this 
note has been taken by a creditor country against its debtors, which, on the other 
hand, it encourages to increase their receipts in dollars. 

In short, the quota which has been instituted against the importations of 
cheese in the United States constitutes a new obstacle to the development of 
exchanges. This measure is contrary not only to the text of the general agreement 
but also to its spirit. : 

Consequently, the French FPinbassy would be obliged to the Department of 
State if it would take into consideration the above-mentioned points, and would 
highly appreciate it if the Government of the United States would reconsider 
the present quota system and also make representations to the Department of 
Agriculture with a view toward obtaining from the latter a less rigorous appli- 
cation of the provisions of section 104 of the Defense Production Act of 1951. 

The attention of the Department of State is also called to the fact that, in case 
no improvement of the present status of French cheese imports in the United 
States should take place before the meeting of the contracting parties of the 
GATT, which is to be held at Geneva, starting September 17, 1951, the French 
Government would very likely deem it necessary to request the Executive 
Secretary of the Interim Commission for International Trade Organization to 
place this question on the agenda of its next session. 

The French Embassy takes this opportunity to present to the Department of 


State * * #, 

Mr. Tuorp. There are memoranda from Canada, Italy, Denmark, 
the Netherlands, New Zealand, Switzeriand, and France. 

In conclusion, I strongly urge that the committee recommend to 
the Senate legislation which would repeal section 104. 

Mr. McCormick can present this matter from the point of view 
of the Department of Agriculture. 

Senator Capgenart. I would suggest you take it up with Senator 
Magnuson, because he was the author of the amendment in the 
Senate, Congressman Andresen being the author in the House. 
Senator Magnuson may testify in regard to this matter; I presume 
somebody will introduce an amendment to repeal it. 

Mr. Tuorp. I will be happy to discuss this directly with Senator 
Magnuson, and will undertake to do that. 

Senator Bricker. It was put in on the floor, and was out of the 
hands of the committee. 

Mr. Tuorp. That is correct, they were put in under the circum- 
stances of amendments, and it has been our feeling that there was not 
a full understanding of the implications with respect to these amend- 
ments when they came up on the floor. 

Senator Scuorrpe.. I would like to ask one question. You may 
be able to answer it, or I might be able to get it from the gentleman 
here who will testify for the Agriculture Department. 

Could we get, or do you know about how much coconut oil com- 
petition there is with tallow and lard under the import situation? 
Mr. Tuorp. I am afraid I cannot testify to that. 

Senator Bricker. Coconut is used mostly in candy is it not? 
Mr. Tuorp. And in soap products, too. 
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Senator CaprHart., Thank you, Mr. Thorp. 
Mr. McCormick? 

Mr. McCormick. Mr. Chairman, I have a statement I would like 
to present, and of course I am open to any questions you gentlemen 
may want to ask. 

Senator CAPEHART. You may go right ahead. 


STATEMENT BY UNDER SECRETARY OF AGRICULTURE CLARENCE 
J. McCORMICK 


Mr. McCormick. I am Clarence J. McCormick, Under Secretary 
of Agriculture, and, Mr. Chairman, I would like to say I am very 
happy to have this opportunity of presenting this material to you. 
efore discussing this special legislative problem, I would like to 
say a few words about the position of American agriculture in foreign 
trade. ° 
The principal interest of the American farmer in foreign trade is the 
maintenance of his export outlet. The producers of wheat, cotton, 
rice, tobacco, fruits, lard, soybeans, winter vegetables, and many 
other important agricultural products depend on foreign markets as 
outlets for a substantial proportion of their output. In recent years, 
we have been exporting something over $3 billion worth of farm pro- 
ducts annually. The maintenance of these outlets is important not 
only to the producers of export products but to all American farmers. 
Without them, export producers would shift to products that they 
could sell in the domestic market, as they did during the 1930’s when 
foreign markets were curtailed. 

As concerns imports, by and large, year-in, year-out, the American 
farmer has little to fear as long as we have good domestic economic 
conditions. In recent years, our imports of all products that may 
be said in some sense to compete with American agriculture have run 
at only about half the value of our total farm exports. Moreover, 
the major portion of those imports consisted of such products as 
sugar, hides and skins, and wool, which we have to bring in to supply 
the needs of the people of the United States at the high standard of 
living we have been maintaining. 

The Cuarrman. Mr. Secretary, I understand a representative of 
the ECA is here. 

Mr. McCormick. That is right, or he was a moment ago. 

The CHarrMaNn. He asked me about testifying, and I did not think 
that was necessary, unless the committee wants him to testify, because 
after all the Department of Agriculture is charged with these things. 
He told me that he had been in touch with Senator Magnuson’s office, 
that he had not seen the Senator, but that he would have some memo- 
randum or further discussion. I told him it was not necessary that 
he testify. 

Senator Caprenart. Is Senator Magnuson willing to have this 
amendment repealed? 

Mr. Firzgeruap. Senator, I did not talk directly to Senator Mag- 
nuson, I talked to his office, and I was advised by his office that they 
were looking at this thing very carefully, sir. 

The CuarrMan. And would advise you shortly? 

Mr. Firza@erap. Yes. 
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Senator CaPEHART. Do you, representing the ECA, think it is , 
bad amendment? 

Mr. Firzcerap. I do, very much indeed. 

The Cuarrman. I am sorry to have interrupted you, Mr. Me- 
Cormick. 

Mr. McCormick. That is quite all right, sir. 

As a nation we have invested huge sums to aid the recovery of 
Western Europe’s economy. Our aim has been primarily to 
strengthen other free nations to enable them to stand firmly with us 
against the encroachment of Soviet communism. But by aiding 
these other nations, we have also aided ourselves by preserving our 
export outlets, thereby strengthening American agriculture and mak- 
ing the fullest use of its productive ability. 

Anything we do now to interfere with our foreign trade would tend 
to undermine our investment in European recovery as well as en- 
danger a major outlet for American agricultural products. 

The CuarrmMan. Let me ask you one thing. 

You represent the Department of Agriculture? 

Mr. McCormick. That is right, sir. 

The Cuainman. You are familiar with title I of this bill? 

Mr. McCormick. Yes, sir. 

The Cuarrman. In which you have the right to restrict imports if 
interferes with American agriculture? 

Mr. McCormick. Yes, sir. 

The Cuarrman. Well, of course the Secretary is not here, but you 
represent him? 

Mr. McCormick. Yes. 

The Cuarrman, The Secretary has always been willing to do what is 
right insofar as the farmers are concerned on imports and exports, so 
far as I know. 

Mr. McCormick. That is correct. 

The Cuarrman. Some of these plans I might not agree with, but 
you do not hesitate to say if this thing affected title I, you would use 
the powers of title 1? 

Mr. McCormick. Yes, sir, and J so state later on. 

We cannot risk losing that export outlet at a time when we have 
geared our farm production to the needs of friendly allies as part of 
the mobilization effort. 

Turning to section 104 of the Defense Production Act, I would like, 
first of all, to draw your attention to the fact that this piece of legis- 
lation was introduced on the floor and enacted without the benefit of 
public hearings. 

The Cuarrman. There were no hearings before this committee 
whatsoever? 

Mr. McCormick. No, sir. Section 104 makes import controls on 
specified commodities mandatory under certain conditions. 

These provisions replace those of Public Law 590, which expires on 
July 31, 1951. The latter law had provided for import controls when 
such controls were necessary to the orderly liquidation of temporary 
surplus Government stocks or to the acquisition or distribution of 
commodities in world short supply. 

The CuarrmMan. Was that not occasioned by this large crop—I have 
forgotten the name of it—that we planted in the Middle West, flaxseed, 
because Argentina held us up on the price? 
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Mr. McCormick. Yes, sir. 

The CHarRMAN. We passed that law, and then we passed the 
law so we could get rid of the flaxseed we had, is that correct? 

Mr. McCormick. That is correct, sir. 

Controls within these limits remain within the framework of our 
international obligations. An extension or replacement of the author- 
itv in Public Law 590 was not needed because, in section 101 of the 
Defense Production Act, in both its original and in its present form, 
and in section 22 of the Agricultural Adjustment Act, as amended, 
the Congress has provided adequate power to control imports where 
such control is needed. 

The CHarrMan. I will want to ask you a few questions, if you do 
not mind. 

Mr. McCormick. That is entirely all right. 

The CHaArrRMAN. It is my recollection that we have a big crop of 
peanuts. 

Mr. McCormick. Yes, a large crop. 

The CHatRMAN. A man last week, would he be correct, told me 
how many pounds they would make to the acre, 1,500 pounds? 

Mr. McCormick. That sounds a little large. 

The CuarrMan. He said he had some at 1,100 pounds, and could 
not sell them—he could sell them, but the Government loan would 
take care of him. 

Mr. McCormick. We have a Government loan available to him if 
he chose to use it. We also have a lot of cotton going under loan now. 

Senator CapeHArRT. That is the retail price of peanuts has gone 
down materially? 

Mr. McCormick. They have not been high for some time. 

Senator CapeHartT. You do not get very many for a nickel. 

Mr. McCormick. That is probably the difference between the price 
to the farmer and the consumer. 

The Cuarrman. Senator Capehart brought up a point we covered 
this morning. There are peanuts they cannot sell—not in my State, 
I happened to run across these people from North Carolina last week 
end, and they said they had 1,100 pounds to the acre. He had a good 
crop, he said, and he has to put them all under loan. How much a 
ton is it? 

Mr. McCormick. I do not recall those figures. 

The CuatrMan. The base price is around $219 a ton. 

And the retail price of peanuts has not gone down, as far as I know, 
yet it is the lowest it has ever been in recent years. 

Mr. McCormick. Yes. 

The CHarrman. Cotton is the lowest, peanuts the lowest 

Mr. McCormick. No, not cotton. Cotton is lower than it was. 

The CHarrMan. I understand it is 32 cents on the loan, against 46 
cents. 

Mr. McCormick. Last spring, yes, sir. 

Senator Capenart. Is your policy one of keeping prices down on 
one hand and pushing them up with the other? 

Mr. McCormick. It is keeping them down, yes, sir, and at the same 
time we want to hold them up to parity. 

The Cuarrman. But you cannot hold peanuts up to parity, they 
are going under loan; cotton, and wheat is, I presume. Bread goes 
up, cotton goods goes up, clothes go up, peanut butter goes up, and 
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the poor person at the store in the city has to pay fabulous prices 
when the farmers’ income has gone down and down. 

Mr. McCormick. That is correct. 

The CuarrMan. And you expect it to go further? 

Mr. McCormick. The anticipation would look in that direction, 
yes, sir. 

Senator CargeHart. Do you expect hogs to go to $19? 

Mr. McCormick. Personally, yes. 

Senator Bricker. Let me ask you a question, Mr. McCormick. 

Before these prohibitions can become effective, the Secretary of 
Agriculture must determine, first, that such importation would impair 
or reduce the domestic production of any such commodity or product 
below present production levels, or below such higher levels as the 
Secretary of Agriculture may deem necessary in view of domestic and 
internal conditions. 

Has the Secretary found those conditions to exist in case of dairy 
products and edible oils and fats? 

Mr. McCormick. Yes, sir. 

Senator Bricker. Interfering with the ordinary marketing of such 
product. Has he found that to be true? 

Mr. McCormick. On the three items given, it applies to each of the 
items covered; yes, sir. 

Senator Bricker. And that it also will result in any unnecessary 
burden or expenditures under any Government price-support program? 

Mr. McCormick. The third point I do not think enters into it 
very much at this time. 

Senator Bricker. It is keeping up the level of production and the 
storage of the production? 

Mr. McCormick. That is true. 

The Cuarrman. Let me ask you one thing, Mr. Secretary. 

If the prices of the farmer keep going down and down and down, 
it is going to be not any incentive for the farmer to keep up this big 
production. 

Mr. McCormick. That is true, and we are concerned about them. 

The Cuarrman. I got telegrams today about the Secretary con- 
trolling acreage, and you know he has that authority under certain 
conditions. 

Mr. McCormick. Yes, sir. 

The Cuarrman. However, with things sort of being up in the air 
and not knowing what consumption and exports and all would be it 
would not be a wise thing to do, I might say. How are we going to 
help the farmer, when the metropolitan press, and I say this respect- 
fully, have blamed everything on the farmer? Every day they write 
about the farmer getting this or that price for his products. Last 
year he did get a good price for cotton, yet if he had gotten a dollar 
a pound he would not have made any money. 

Mr. McCormick. If you do not have cotton to sell, you do not 
make money. 

The CuarrMAN. You have big crops of corn, cotton, and wheat. 
They will get nothing for it. What will be the incentive to plant 
next year? 

Mr. McCormick. By and large, leaving out cotton, farm prices 
have not gone down so much, but it is a case of farm expenses going 
up. That is the case. 

Now, on cotton, it is different. 
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The CHAIRMAN. Peanuts have gone down? 

Mr. McCormick. Yes. Corn and wheat have stayed at about the 
the same price for quite a long while. 

Senator CaApEHART. They are lower than they were. 

The CHARMAN. But they have been below parity, too. 

Mr. McCormick. Of course they are all below parity, except 
cotton, beef, and beef products. 

Senator CaApEHART. Yet all we hear is that the prices in the retail 
stores are the highest they have »ver been. Now, what is wrong with 
the administration, with the law, or with Congress, that permits that 
sort of situation to exist? 

Mr. McCormick. Well, my good Senator friend of Indiana, you 
are outside of our department now into the price control law, and I 
feel that I should not speak on that. 

Senator CapeHART. Is this not directed to the Defense Production 
Act? 

Mr. McCormick. We could use a part of the Defense Production 
Act—even if this section were to be repealed. 

Senator Bricker. We asked Mr. Johnston the same question, and 
all he would say was we were getting to that. 

Senator CapeHart. We have been getting to it since last September 
8, when we passed the law. 

The CuarrMan. What you are going to end up doing in this coun- 
try? You can take the New York Times, or the Washington Post— 
there is no use to name individual papers, but you will find the blame 
has been laid at the farmers’ door for the past year, and all they are 
going to do next spring is find the farmer will either plant nothing, 
or materially curtail his acreage. 

Senator ScHOEPPEL. I might say it is reported that we are going into 
the sixth month with a decline in agricultural products. Just out of 
curiosity I checked the ticker tape out here today, and I noted it was 
reported that in answer to a question as to what they expected to do 
about it, or who was to blame about it, namely the question I put to 
Mr. Johnston, the report said that Mr. Johnston laid it squarely at 
the door of Congress. That was reported. 

I understood Mr. Johnston to say it could be laid at the door of 
Congress for only about 2 months. 

Now, between Congress and the farmer, I do not know what is 
going to happen if this thing keeps rolling on down. That is why it is 
most important for someone, if we are going to have these controls, 
this Defense Production Act, to give pretty serious consideration to 
whatever adjustments are necessary. Despite these farm price 
declines, now going into the sixth month, you will find on the grocery- 
store counters in this area, and all over the country, the ceiling prices 
that have been established are the prevailing prices, and something is 
wrong. 

Senator CapEHart. I want to say this. A lot of old common 
horse-sense honesty would be a good thing for this administration, 
and many of its departments which are continually misrepresenting 
the facts to the American people, and misrepresenting legislation that 
is passed by the Congress. Just good old-fashioned Indiana honesty 
would be one of the best things that could happen to this administra- 
tion. 

The Cuarrman. I will not blame it on any one group. I made a 
statement this was a nonpartisan matter. I was not referring only 
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to the New York Times; I just meant the metropolitan press. 
I will say this. Congress is not responsible. I will go that far. 

Senator Bricker. There was only 1 month, Mr. Chairman, when 
he could not have put into effect his regulation, and I do not agree 
with him he could not have done it then. I think he could have 
done it any day since we passed the law. 

The Cuarrman. They put the regulation in effect, to take effect 
after the law expired that we had passed. That was the law for 
9 months. Am I wrong? 

Senator Bricker. You are exactly right. 

The CHarrMAN. Congress cannot be blamed. I am not blaming 
anybody, but that is what I am trying to find out. 

Senator Capenart. Do you think we could pass a law here that 
would require honesty in statements? 

The Cuarrman. Well, I would not know about that. 

Mr. McCormick. I would like to say, Senator 

The CHaArrRMAN. I might say if we pass another law, we could put 
it in effect ina month. Just as we let a law expire in 10 or 12 months, 
there could be a law that they should put a thing into effect in 30 
days. 

Senator Capenart. You are thinking in terms of when we passed 
the original Defense Production Act that we should have written into 
the law that the President must put the law into effect not later than 
30 days from its passage. 

The CuarrMan. Or not at all. The law is subject to being put 
into effect within 30 days, or expires in 12 months. 

Go ahead, Mr. Secretary. 

Mr. McCormick. As a matter of fact, section 101 of the Defense 
Production Act had already been used to control imports of rice and 
rice products, flaxseed, flaxseed screenings, and linseed oil prior to 
the enactment of section 104. 

The CuHarrMan. There is going to be a roll call. Will it take you 
long to get through? 

Mr. McCormick. No, sir. 

Senator CapEHART. May I ask one question? You may have the 
information, and you may not. 

How many of our chief agricultural products at the moment are 
above parity? 

Mr. McCormick. I think four. 

Senator Capenart. What are they? 

Mr. McCormick. Beef, veal, wool, and cotton. 

Senator CaprHart. And cotton? 

Mr. McCormick. Cotton. Cotton is just very close. 

Senator Capenart. What about tobacco, below parity? In other 
words, it is beef, veal, cotton? 

Mr. McCormick. And wool. 

Senator Capguart. And cotton is just on the line? 

Mr. McCormick. Wool is above parity a great deal. 

Senator Capenart. The four you named are above parity? 

Mr. McCormick. Yes, sir. 

Senator CaprHart. Beef, veal, cotton, and wool? 

Mr. McCormick. That is correct. 

Senator Carprenart. And cotton is right on the line? 

Mr. McCormick. Close to it; yes, sir. 
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Senator CaprHart. And those are the only four agricultural com- 
modities that are above parity at the moment. 

Mr. McCormick. Of the major commodities, yes, sir. 

The CHarRMAN. Let me add about cotton. As of today it is, but 
as of December delivery it is not, because the cotton crop has not been 
harvested. You can buy cotton for December delivery for much less 
than you can buy it today. 

Mr. McCormick. Yes, sir. 

The CHarrMANn. In anticipation of the big crop. They wanted 
to do away with the exchanges; it gives people a chance to buy cotton 
cheap in December, which is wrong, but nevertheless that is what 
they do. 

Senator Capenart. All these agricultural commodities that are 
below parity, why are they selling so high at the retail level? 

Mr. McCormick. That is the difference between the raw product 
and the finished product on the table. 

Senator CapeHart. But the basis of calculating costs of the 
distribution methods of our wholesalers, retailers, and. manufacturers, 
is not that the same as it was 10 years ‘ago? 

Mr. McCormick. The basis may be the same, but of course there 
have been changes all along the line. We could use some very common 
examples. ‘Tomatoes is one you are familiar with. A can of tomatoes 
normally costs 17, 18, or 19 cents on the shelf. The farmer today, out 
in Indiana, in your part of the State, is getting about 3 cents a can 
for his tomatoes. 

Senator Capenart. Three cents for the tomatoes that go in the can. 

Mr. McCormick. That is right; about 3 cents for the tomatoes that 
goin thecan. The same is true of cor n, and we could tell a like story 
on the very commonplace loaf of bread. 

The thing that makes it different on the loaf of bread is that we 
ask for more services—we, all of us, consumers. You will recall 
when the loaf of bread was not wrapped, and now it must be wrapped 
in a couple of papers, and in addition to that must be sliced, and we 
must have it fresh every day. That used not to be a requirement; 
it was put on by the industry. All of those things do bring up the 
cost of handling a loaf of bread. 

Senator Bricker. Let me ask you one question, Mr. McCormick, 
about your last statement. You say that the Department has 
already controlled imports of rice and rice products, flaxseed and lin- 
seed oil prior to enactment. 

Mr. McCormick. Yes, sir. 

Senator Bricker. That was in a field where it had no relation to 
international reciprocal-trade agreements. 

Mr. McCormick. It did have its effect, but agreements had been 
worked out in regard to them. 

Senator Bricker. Of course, the linseed situation involved the 
Argentine more than anything else. 

Mr. McCormick. Yes, sir. 

The Cuarrman. With ‘the permission of the committee, I want to 
say in February 1951, in dollars, the farmer’s share was 371. Today 
it is 355. Going back to 1944, the farmer’s percentage was 54 per- 
cent; today it is 49 percent. In other words, he has gone down from 
54 to 49 percent, despite the other increases since 1944, and in value 
of dollars, it has gone down from, as I said, in January of this year, 
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357, 371 in February, and down to 355 now. Without objection, | 
will have this report printed in the record. 
(The information referred to follows:) 


TABLE 1.—The market basket: Retail cost of 1935-39 average annual purchases of 
farm food products by a family of 3 average consumers, farm value of equivalent 
quantities sold by producers adjusted for value of byproducts, marketing margin, 
and farmer’s share of the consumer’s food dollar, 1913-51 


Marketing 
charges Marketing 
Farm value} (including | charges as 
adjusted Margin tax and Farmer’s | percentage 
for by- payment share‘ | of retail 
products 2 adjust- | cost 
ments)3 


Percent Percent 
1913-15 average. ..........-..-- $121 $146 5 55 
244 323 323 43 57 
162 246 246 60 
183 253 254 58 
90 187 186 3 67 
135 206 204 60 
127 192 192 60 
154 195 194 56 
195 214 213 52 
236 223 229 50 
233 218 230 51 
246 213 229 50 
279 249 258 x 49 
335 309 308 48 
350 340 340 49 
308 338 337 2 
308 337 337 
5 300 § 334 5 334 
302 § 351 | 351 
§ 315 5 356 | 5 356 
ciate 316 5 346 346 
September § 320 338 338 
October 7 5 316 5 341 340 
SII oo oor checsers § 322 5 337 5 336 
December | 5 336 5 345 344 
OS EEE SEES 357 352 | 352 
PONG cnncaccn cence ‘ 5 371 355 | 355 
icici ok oe ks ‘ 366 358 357 
eer --bereesrn—mterss-] 363 § 355 355 | 
May. 5 358 365 365 
724 | 355 369 369 | 

















! Calculated from retail prices collected by the Bureau of Labor Statistics and the Bureau of Agricultural 
Economics. 


2 Payments to farmers for equivalent quantities of farm produce minus imputed value of byproducts 
obtained in processing. 


8 Marketing charges equal margin minus processor taxes plus Government payments to marketing 
agencies. 

4 Farmer’s share of consumer’s food dollar calculated from farm value before addition of producer pay- 
ments. 

5 Revised. 


The CuarrMan. Yet the consumer must pay the same thing, if 
you go down on Connecticut Avenue, or Spring Valley, or anywhere 
else in America. I do not understand it. 

Mr. McCormick. Section 22 makes possible the imposition of 
import quotas or fees whenever imports threaten any price support 
or other program undertaken by the Department of Agriculture. In 
the case of most products, no such threat exists at present, because 
consumer demand is high in this country as well as in most others, 
and imports are being absorbed without any detrimental effect on our 
agricultural programs. In cases where imports become a threat, we 
will initiate investigations under section 22, looking toward the im- 
position of such quotas or fees as may be needed. 

I make the statement that we will do that. 
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Senator ScnompreL. When that situation develops, you give 
expedited service to that, did you not? 1 

In other words, you move right in there to hold the detrimental 
effect to a Minimum. 

Mr. McCormick. That is correct. 

The provisions of section 104, which the President has asked you 
to reconsider, are so broad that, in order to fulfill the requirements of 
the law, import controls must be imposed where there is no compelling 
economic need. To fulfill the requirements of the law, we have 
already had to impose strict import controls which constitute a virtual 
embargo on imports of peanuts, peanut oil, butter, butter oil, and 
nonfat dry milk solids. We have also had to restrict the importation 
of cheese and casein. We would like to state frankly that we have 
taken this action with great reluctance. The effects of such controls 
cannot be considered merely in relation to the specific commodities 
involved. They must also be considered from the point of view of 
our entire foreign trade and foreign relations. 

Formal diplomatic protests have been received from many foreign 

countries that these controls violate our international trade agree- 
ments. Section 104 apparently seeks to bring the controls within 
these agreements by expressly stating that they are: 
necessary for the protection of the essential security interests and economy of 
the United States in the existing emergency in international relations. 
It seems unlikely that we will be able to convince these countries that 
certain imports, which would at most have a limited effect on our 
agriculture, would endanger the essential security interests and 
economy of the United States. Moreover, if we use the security 
exception of the General Agreement on Tariffs and Trade to justify 
protection of a few selected products, this would give other countries 
a good excuse for using the same exception to justify any protective 
barriers by which they may wish to limit their imports of our farm 
products. 

Senator ScnorrpreL,. Mr. McCormick, it probably might be rele- 
vant to go into the record, and we might as well be frank about it. 
I am wondering what the attitude of the, well, let us say, the dairy 
organizations, the various and sundry associations that deal with these 
particular agricultural products that might be involved here. Is 
there unanimity of agreement on this, or in a few instances bas dis- 
agreement developed? 

Mr. McCormick. Yes, Senator, there would not be complete 
unanimity of feeling with regard to this, but in most instances we 
would have agreement. We in agriculture mention our over-all 
agricultural trade as the most important point. We are all interested, 
of course, in our boys in the Army, but we cannot avoid it if some boys 
get in the position of being shot at and killed. I think it would be the 
same in our trade. There will be some small cases where one or the 
other producer group would be hurt somewhat by complete removal 
of section 104, but that would be only a small minority of the cases 
rather than any major portion. 

Senator ScHorpreL. In your judgment, the percentage would be 
relatively low; is that right? 

Mr. McCormick. Very small indeed; yes, sir. 

Senator Capenart. Mr. Chairman, I wrote a letter to the President 
of the United States a few days ago in which I asked him if we repealed 
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the three amendments—and now we have to add the fourth one here. 
the Magnuson amendment—if he would guarantee lower prices to tie 
American people, and I would like permission to read his reply which 
I just received. 

This is the White House, Washington, August 31, 1951. 

Dear Homer: I appreciated your letter of the 27th, and read it with a lot «! 
interest. It seems to be strictly a political document intended to offset the ter- 
rible Capehart amendment to the Production Act. It is too bad that you didn | 
consider your amendment before it was tacked on the Defense Production Ac; 
In fact, I read your explanation of it in the record, and after I read it I was i) 
some doubt as to whether you understood it yourself or not. 

All the conversation you can put up on the subject now will not cure the actual! 
fact that the amendment and the two others for which I am asking repeal were 
wrong, and had no business on the Defense Production Act. 

In response to your question, let me say that I can’t guarantee the American 
people that we will have lower prices, and a lower cost of living than we have 
today, even if the changes recommended in the Defense Production Act are made. 
The inflationary pressures are probably: going to be so great it will be hard to hold 
the line even with the strongest kinds of law. However, it is my considered 
judgment we will have lower prices and lower cost of living if your amendment is 
repealed than we will have if it is left in the law. 

I hope you are fully recovered from your fall. 
Sincerely yours, 


; Harry 8S. Truman. 
The CuarrMAN. Go ahead, Mr. McCormick. 


Mr. McCormick. In reconsidering the legislation, the Congress 
may wish to have in mind that many of the countries whose exports 
to the United States are adversely affected under the legislation are 
important buyers of our own agricultural products. If these coun- 
tries retaliate because of the injury to their trade, the effect on our 
own agricultural exports may be quite serious. 

The Cuarrman. There is one question I want to ask, in keeping 
with what Senator Schoeppel asked you. 

In the conference, we changed the law in keeping with Dr. Talle’s 
recommendations, which I understood to be satisfactory with the 
Department of Agriculture. 

Now, I have never had any letters insofar as I am concerned from 
the milk people, after indicating this amendment. Have they com- 
plained, or did they write—or do you know about that? 

Mr. McCormick. We have had some complaints. 

The CuarrMaNn,. Of course, you always have some. ‘The big issue 
with them at that time, to my way of thinking, was the language 
submitted by Dr. Talle as an amendment. Was there anything else 
called to your attention as Under Secretary that we should have done, 
any important issue? 

Mr. McCormick. The only thing is we think it went too far on 
this item making it almost mandatory that we do these things. 

The CHarrMan. You are talking about section 104. I am in 
agreement on that. It ought to be repealed as far as I am concerned. 

Mr. McCormick. We did need what legislation we had; we do 
not need section 104 to keep out the products we need to keep out. 

The CuarrMan. You have agreed under section 101—have you 
not—to keep out anything that gets the dairy farmer in trouble? 

Mr. McCormick. Yes. 

The CHarrMan. Certainly the Agriculture Department is supposed 
to represent the farmers, and they have. 

They would be protected under that section; would they not? 




















DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2969 


Mr. McCormick. Yes, sir. 

The CuarrMaNn. And we agreed to Dr. Talle’s amendment with the 
thought that that was better. 

Senator Bricker. And they have been using it. 

Mr. McCormick. We have been using it; yes, sir. 

Among these countries that are adversely affected by this legislation 
is Canada, our good neighbor to the north, which buys fruits and 
vegetables from us many times the value of the cheese they have 
been selling here. 

Senator Bricker. Do you have the amount of cheese that Canada 
sells this country? 

Mr. McCormick. It runs about $200,000, I believe—no, about a 
million dollars, and we sell them about $44 million more worth of 
fruits and vegetables than we get from them. 

Senator Bricker. Of vegetables that go to Canada. 

Mr. McCormick. Fruits and vegetables. 

Senator Bricker. And we import how much? 

Mr. McCormick. We import—this particular figure is for 1950— 
we imported about $23 million worth of fruit and vegetables, exported 
about 67, and in cheese, the whole trade was $1 million coming in, and 
$200,000 going out. 

The CuarrMaN. Infinitesimal with what you get from Vermont 
and Maine? 

Mr. McCormick. That is true. 

Senator Bricker. Our trade with Canada is balanced; is it not? 

Mr. McCormick. In 1950; yes. Generally we have sold Canada 
more than they sell to us, both farm and nonfarm products. Wedoa 
lot of trading with Canada because of the border. In one area we 
have apples, and they do not—or they have them, and we do not. 

There are New Zealand and Australia, which have recently joined 
us in common Pacific defense arrangements. Then there is France, 
an important buyer of American citrus fruit and tobacco, and Switzer- 
land, which buys much more of our agricultural products than we buy 
of hers. 

The Cuarrman. Do you have the figures on Swiss cheese? 

Mr. McCormick. Yes, sir; I have those. 

The CHArRMAN. Switzerland is a great importer of machinery 
from this country. 

Senator Bricker. Could you submit to us the trade between the 
countries involved here which are most critical of this amendment, 
and the United States, and what the various products are, including 
Canada? 

Mr. McCormick. Yes, sir; I am sure we could. 

Senator Bricker. I would like to have a look at them to see just 
what the damage is, and what the relative trade is. 

Mr. McCormick. You mean agricultural products? 

Senator Bricker. Yes. If you have others, it might be well to 
add them. We do have nickel, tourist trade in Canada, and so on. 

Mr. McCormick. Italy, the Netherlands, and Denmark are among 
the other countries where unfavorable repercussions on our own 
agricultural exports must be expected as a result of these import 
controls. In any such exchange of retaliatory curbs on foreign trade, 
the American farmer is apt to be the heaviest loser. 
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The entire purpose of the Defense Product Act is to gird and 
strengthen this Nation for its role of leadership in the world struggle 
for survival of freedom. 

It would certainly appear that any action on our part that now 
weakens the economy of friendly nations, and at the same time 
threatens to cause retaliatory action against exports so necessary to 
maintain the economic strength of our own agriculture, is directly in 
conflict with the very purposes and intent of the Defense Production 
Act. — 

We have recently taken action to restrict trade with the Soviet 
bloc. To treat our friendly allies the same way will be playing directly 
into the hands of the very forces we are mobilizing to oppose. Restric- 
tions on imports of the products of these countries will not likely be 
overlooked by the Kremlin as an opportunity for propaganda against 
the United States in these countries. 

In conclusion, I would like to say clearly that I am convinced that 
the disadvantages of this legislation to the agriculture of the United 
States as a whole will far outweigh any advantages to the producers 
of a limited group of selected commodities. I feel that the Congress 
has dealt with the problem of relating the domestic agric ultural 
economy to our foreign-trade problems in other legislation which has 
the merit of applying equally to all agricultural commodities. 

I recommend the repeal of section 104 of the Defense Production 
Act. 

Senator Bricker. Let me ask you, Mr. McCormick, if these imports 
of cheese, and so forth—I know a little about it because we are heavy 
cheese producers in the State of Ohio, we are in direct competition 
with Swiss cheese, of course. 

Are there others that are noncompetitive, like Edam cheese or the 
Italian cheeses, which are not made in this country? 

Mr. McCormick. The only cheese of any major consequence that 
is competitive from the standpoint of price is the Danish blue cheese. 
Swiss cheese sells materially higher in this country, made in Switzer- 
land, than our own Swiss cheese. 

Senator Bricker. There is a difference in quality of the Danish 
blue cheese in this country; is there not? 

Mr. McCormick. The Danish blue cheese has been underselling 
our cheese. 

Senator*Bricker. It is a specialized market. 

Mr. McCormick. That is true. 

Senator Bricker. Certain people want that; do not want any 
substitute for it, and in fact there is no substitute for it that we 
make here. 

Mr. McCormick. One point is I believe Danish blue cheese would 
cover only 6 percent of the total cheese brought in. 

Senator Bricker. What about Swiss? 

Mr. McCormick. Swiss is larger than that, but is still a small 
percent of the total amount of cheese brought in. 

Senator Bricker. There is not the difference in quality in the 
Swiss cheese as you find in the Danish cheese; is there? 

Mr. McCormick. It is a matter of taste, but they do sell it at a 
higher price than our cheese, often 20 percent higher. They, in their 
country, maintain it is noncompetitive because of that fact: that they 
can sell it at that higher price. 
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The CuairMAN. Are there any further questions, gentlemen? If 
not, thank you very much, Mr. Secretary. 

We enjoyed having you down here. It is seldom we get a chance 
to have you Agriculture people down. 

(Whereupon, at 4:20 p. m., the committee recessed.) 

(S. 2092, in which is incorporated the language suggested by Mr. 
Wilson, follows:) 


[S. 2092, 82d Cong., Ist sess.] 
A BILL To amend the Defense Production Act of 1950, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled. That section 402 (d) (4) of the Defense Production 
Act of 1950, as amended, be, and the same is hereby, amended to read as follows: 

“(4) After the enactment of this paragraph no ceiling price regulation applicable 
to the sales of manufacturers or processors of any materials shall become effective 
which establishes a level of prices for such sales below the lower of (A) the level 
prevailing for such sales just before the date of issuance of the regulation, or (B) 
the level prevailing for such sales during the period January 25, 1951, to February 
24, 1951, inclusive. Nothing in this paragraph shall prohibit the establishment 
or maintenance of a ceiling price regulation applicable to the sales of manufacturers 
or processors which (1) reflects the highest level of prices prevailing during a 
representative base period between January 1, 1950, ana June 24, 1950, inclusive, 
adjusted for increases or decreases in costs between such period and July 26, 1951, 
or (2) is established under a regulation issued prior to the enactment of this 
paragraph. The adjustment for increases or decreases in costs prescribed in 
clause (1) of the preceding sentence of this paragraph shall include adjustment for 
changes in material and direct factory labor costs and a reasonable allowance, as 
determined by the President, for changes in all other costs including indirect 
labor, factory, selling, advertising, office, and all other production, distribution, 
transportation and administration costs, which he finds are properly allocable 
to the production and sale of the materials sold by the manufacturers and pro- 
cessors. The President shall make appropriate provision for adjustment for any 
such manufacturers or processors whose ceiling prices result in financial hardship 
to such manufacturers or processors.”’ 


(S. 2104, introduced subsequent to the hearing follows;) 


[S. 2104, 82d Cong., 1st sess.] 
A BILL To repeal section 104 of the Defense Production Act of 1950, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 104 of the Defense Production Act 
of 1950, as amended, is hereby repealed. 
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REPEAL OF SECTION 104 (FATS AND OILS) 


THURSDAY, SEPTEMBER 13, 1951 


Unitep Srates SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
The subcommittee met, pursuant to notice, at 10 a. m., the Senator 
. William Fulbright (chairman of the subcommittee) presiding. 
Present: Senators Fulbright, Frear, Ives, and Dirksen. 
Senator Futspricut. The committee will come to order. 
This is a hearing on S. 2104, a bill to repeal section 104 of the Defense 
Production Act of 1950, as amended. 
Without objection, S. 2104 will be included in the record at this 
point. 
(S. 2104 follows: ) 
[S. 2104, 82d Cong., Ist sess.] 


A BILL To repeal section 104 of the Defense Production Act of 1950, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 104 of the Defense Production Act 
of 1950, as amended, is hereby repealed. 


Senator Futsricut. We have a letter from Mr. Brannan addressed 
to Willard L. Thorp, commenting upon a statement previously made 
to this committee by Mr. Thorp. 

(Letter from Mr. Brannan to Mr. Thorp follows:) 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, September 10, 1951. 
Hon. Witiarp L. THorp, 
Assistant Secretary of State for Economic Affairs, 
State Department, Washington, D. C. 

Dear WitLarD: I am told that on August 31 during your testimony before 
the Senate Banking and Currency Committee, Senator Schoeppel asked what 
there would be to prevent injury to American industry if section 104 of the Defense 
Production Act was repealed and that your reply was to the effect that the 
Department of Agriculture has authority to impose quotas if agricultural produc- 
tion and distribution programs are threatened. 

From your reply I presume that you had in mind the authority to control 
imports contained in section 22 of the Agricultural Adjustment Act, as amended. 
Under that legislation, however, the President, upon the recommendation of the 
Tariff Commission after investigation and public hearing, and not this Depart- 
ment is authorized to impose quotas or fees on imports of articles which interfere 
with any production or marketing program undertaken by this Department. 
The Secretary of Agriculture is only authorized to advise the President whenever 
he has reason to believe that articles are being or are practically certain to be 
imported into the United States in such quantities as to interfere with any pro- 
gram of this Department. And if the President agrees there is reason for such 
belief, he directs the Tariff Commission to conduct an immediate investigation 
into the matter. 

In order that the committee may not obtain an erroneous impression I hope 
you will enlarge upon your statement to reflect the complete procedure for import 
restrictions. [ am sure that you intended no such impression. 

Sincerely yours, 
CHARLES F, BRANNAN, Secretary. 
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(The following was subsequently received with reference to ‘ho 
above:) 


DEPARTMENT OF Stare, 


Washington, D. C., September 14, 1951. 
Hon. Burnet R. MayBAnk, 


United States Senate. 


My Dear Senator Maysanr: It has been called to my attention that a reply 
I made to Senator Schoeppel in testifying before the Senate Committee on Bai\k- 
ing and Currency on August 31 might be misconstrued, and I should like to ask 
you to call the attention of members of your committee to the following clarificg 
tion of my statement. 

Senator Schoeppel asked me what could be done to protect the industries 
protected by section 104 of the Defense Production Act if the section were re- 
pealed. In reply I mentioned that there were two lines of authority now in the 
law, and I added that since the Department of Agriculture is largely ee”; 
Under Secretary McCormick could also speak to the question. I then specifi 
that one was agricultural legislation providing for quotas in case production a: i 
marketing schemes are threatened by imports, and the other was the esc: 
clause in reciprocal trade agreements whereby if an industry is threatened \ we 
can withdraw whatever concessions have been granted. 

One might infer, though I did not so intend it, that both of these safeguards are 
administered entirely or principally by the Department of Agriculture. Such is, 
of course, not the case. Investigations under section 22 of the Agricultural Adq- 
justment Act, as amended, to determine whether agricultural programs are being 
threatened by imports are made by the Tariff Commission on request of the 
President who is advised by the Seeretary of Agriculture whenever the latter has 
reason to believe that imports are or are practically certain to interfere with 
agricultural programs. The President then takes action on the basis of reports 
and recommendations by the Tariff Commission. The role of the Secretary of 
Agriculture is similar in a new streamlined procedure for obtaining quick action 
under section 22 in cases affecting perishable commodities and requiring emergency 
treatment. 

Eseape clause investigations are also made by the Tariff Commission, upon 
request from any of a number of sources or on its own motion, to determine whether 
any product upon which a concession has been granted under a trade agreement is, 
as a result, in whole or in part, of the duty or other customs treatment reflecting 
such concession being imported into the United States in such increased quantities, 
either actual or relative, as to cause or threaten serious injury. Upon receipt of 
the report the President may make such adjustments in duties, impose such 


quotas or make such other modifications as are found necessary by the Com- 
mission. 


Sincerely yours, 
Wititarp L. THorp, 
Assistant Secretary. 

Senator Futpricut. I also wish to have included in the record for 
the information of the committee a copy of a memorandum prepare( 
by Mr. McKenna of the staff, which -brings together in one place 
information relating to the various revisions in other laws, in addition 
to the one under consideration dealing with the problem of the 
importation of agricultural products, among them being fats and oils. 
(The memorandum referred to follows:) 


MEMORANDUM FOR SENATOR FULBRIGHT 


The following is a brief digest of Federal laws relating to import controls: 

The new section 104 placed in the Defense Production Act of 1950 by Public 
Law 96, approved July 31, 1951, sets up three criteria for determining when im- 
ports are to be embargoed. The Secretary of Agriculture determines the existence 
of any of these criteria. 

1. Imports would impair or reduce domestic production of the named com- 
modities or products below present production levels or higher levels deemed 
necessary by the Secretary of Agriculture. 

2. Imports would interfere with orderly domestic storing or marketing of such 
commodities or products. 
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3. Imports would result in any unnecessary burden or expenditure under any 
Government price-support program. 

If the Secretary of Agriculture finds any of these conditions to exist, the Presi- 
dent is to prohibit imports of any such commodities or products until after June 
30, 1952. 

The commodities or products covered are fats and oils, peanuts, butter, cheese, 
and other dairy products and rice and rice products. Fats and oils as used here 
include oil-bearing material, fatty acids, soap and soap powder, but excludes 
petroleum, petroleum products, coconuts, and coconut products. 

This section was introduced into the Senate bill by the Magnuson amendment 
offered from the Senate floor and was placed in the House bill on the floor by 
Congressman Andresen. You will recall that the rules under which the House 
conferees were working precluded any change in this section other than that 
required to adjust the differences between the Senate and House versions. Actually 
there were only minor variations between these two versions. The conference 
changes were therefore limited to those which stated that the President would 
administer the section after findings made by the Secretary of Agriculture. 

Under Publie Law 590 of the Eighty-first Congress, which expired on July 31, 
1951, the criteria for determining when import controls should be imposed were 
only two in number. 

1. When the President determined that import controls were essential to the 
acquisition or distribution in world short supply (such as rice at that time); or 

2. The President determined that import controls were essential to orderly 
liquidation of temporary surplus commodity stocks owned or controlled by the 
Federal Government (such as linseed oil). 

The particular commodities and products included within Public Law 590 were 
identical with those in section 104 of the Defense Production Act except that 
cheese and other dairy products were not covered by Public Law 590 and peanuts 
were not expressly included as such. 

Under section 22 of the Agricultural Adjustment Act, as amended (U. 8. C. 
Supp. III, title 7, sec. 624, as amended by Public Law 50, 82d Cong., sec. 8, 
approved June 16, 1951), whenever the President has reason to believe that 
imported articles will tend to make ineffective or will materially interfere with any 
loan, purchase, or other program undertaken by the Department of Agriculture, 
or will substantially reduce the amount of any product processed in the United 
States from any commodity covered by such program, he is required to have the 
Tariff Commission make an immediate investigation to determine such facts. If, 
after such investigation, the President finds these facts exist, he must by proclama- 
tion impose either quantitative limitations or fees not exceeding 50 percent ad 
valorem on articles entered or withdrawn from warehouse for consumption. A 
proviso prohibits the President from limiting these quantities to less than one- 
half of the total quantity entered or withdrawn from warehouse for consumption 
during a representative period determined by the President. The President 
may suspend any such proclamation after similar investigation by the Tariff 
Commission. The 1951 amendments made by section 8 of Public Law 50 provide 
that the proceeding under section 22 of the Agricultural Adjustment Act, as 
amended, supersedes any trade agreement or any other international agreement 
heretofore or hereafter entered into by the United States. It also empowers the 
President to take immediate action on import controls without awaiting Tariff 
Commission recommendations if the Secretary of Agriculture reports to him and 
the Tariff Commission that any particular perishable agricultural commodity 
requires emergency treatment. 

It should be pointed out that the Trade Agreements Extension Act sets up in 
section 7 an escape-clause procedure as a result of which, after hearings by the 
Tariff Commission, recommendations may be made to the President to introduce 
quantitative restrictions on imports, or to modify concessions on import duties, 
to the extent required to prevent serious damage to domestic production. Duties 
may be restricted to those prescribed by the 1930 Tariff Act or may be placed 
at not more than 50 percent above the rate in effect on January 1, 1945. It is 
under this section that an investigation is now being held by the Tariff Com- 
mission concerning imports of blue mold cheese. 

Under section 101 of title I of the Defense Production Act of 1950, the President 
has broad powers of import control. That section empowers him to allocate 
materials and facilities in such manner, upon such conditions and to such extent 
as he deems necessary or appropriate to promote the national defense. Under a 
similar provision during World War II, the President asserted and exercised the 

right to control imports. 
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Presumably, if section 104 of the Defense Production Act is repealed, the 
powers of the President under section 101 of that act would be continued though 
he could not be compelled to assert power he has in section 101. Presumably, 
however, his powers under section 22 of the Agricultural Adjustment Act, as 
amended, and Trade Agreements Extension Act would continue unimpaired. 
Wituram F. McKenna, Counsei. 
Senator Futsricur. The first witness this morning is Mr. Martin 
A. Fromer, counsel for the Cheese Importers Association of America. 
Will you come forward, Mr. Fromer? 


STATEMENT OF MARTIN A. FROMER, GENERAL COUNSEL, 
CHEESE IMPORTERS ASSOCIATION OF AMERICA 


Senator FuLsrieatr. You have submitted a rather complete state- 
ment which will be included in the record, is that correct? 

Mr. Fromer. That is right, sir. 

I will now summarize for the committee that statement in an effort 
to give the committee time to hear all the witnesses. 

First, I want to take this opportunity to thank the committee for 
the opportunity of appearing here to testify in support of the repeal 
of section 104 of the Defense Production Act, which requires the 
Secretary of Agriculture to place new and confiscatory restrictions on 
the importation of cheese among other agricultural products. 

Senator Futsricur. If you will pardon me, I suggest before you 
get into the merits, that you identify your interests and whom you 
represent a little more fully in order that everyone knows for whom 
you are speaking. 

Mr. Fromer. I thank you, Mr. Chairman. I was just coming to 
that. I wanted to thank the committee. 

I am general counsel and executive secretary of the Cheese Import- 
ers Association of America, an association which comprises the major 
portion of all of the cheese importers in the United States. It is a 
national organization. 

Senator Futsriegut. About how many members? 

Mr. Fromer. We have in excess of 110 or 120 members. 

They, as I stated, comprise the largest importers of the majority of 
the cheese imported into the United States. 

Senator Fu.tsrieut. Cheese is the only item concerned in this 
legislation in which you are interested? 

Mr. Fromer. We are concerned with the entire legislation in this 
matter, as a matter of principle, but my testimony deals principally 
with cheese and the restrictions on cheese imports. 

We have had previous communications with the committee and 
requested an opportunity to be heard, but unfortunately were not 
given that opportunity before the bill was adopted. 

Senator Futsrieutr. To make that clear, Mr. Fromer, this provision 
was not submitted to the committee before it was reported to the 
floor. It was submitted on the floor. How could you have had an 
opportunity to be heard? No one was heard. 

Mr. Fromer. We asked an opportunity to be heard, if possible, at 
the time it was submitted to the joint committee. That is the com- 
mittee of the House and Senate. 

Senator Futsrieut. You mean the conference? 

Mr. Fromer. The conference, that is right. We submitted a mem- 
orandum on it. 
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Senator Futpricat. Of course, you understand, both Houses having 
soeepat this provision, they had no alternative but to include it in 

e bill. 
ms wanted the record to show that this committee never considered 
this specific resolution. No one on either side had an opportunity to 
present evidence. Is that not true? ; 

Mr. Fromer. That is exactly the point. No one has been given an 
opportunity to controvert the incorporation of this measure in the 
Defense Production Act. This is the first opportunity we have had to 
be heard on this subject. 

You have heard the testimony of Mr. Willard L. Thorp, the 
Assistant Secretary of State for Economic Affairs in support of the 
repeal of section 104, which recommendations were based upon the 
international repercussions which will of necessity be caused by the act. 

He has already pointed out to you that one of the ironical aspects of 
the situation is that the ECA, in its efforts to help Western Europe 
toward its self-sufficiency and financial independence, has made 
strenuous efforts to encourage the production and export of many 
different products, particularly cheese, to the American market. 

You have heard the testimony of Under Secretary of Agriculture 
Clarence J. McCormick in support of the repeal of section 104 of the 
act and he pointed out to you that inference with our foreign trade 
would tend to undermine our investment in European recovery, as 
well as endanger a major outlet for American agriculturel products and 
that in the exchange of retaliatory curbs on foreign trade the American 
farmer is apt to be the heaviest loser. 

We pointed out to you that the main countries exporting cheese to 
the United States are among our best customers for agricultural prod- 
ucts. Switzerland buys more of our agricultural products than we 
buy from her. France is an important buyer of American citrus fruits 
and tobacco. Canada buys fruits and vegetables from us many times 
the value of the cheese they have been selling here. 

Italy, the Netherlands, and Denmark are among the other countries 
where unfavorable repercussions on our agricultural exports must be 
expected as a result of these import controls. 

Senator Futspricur. Mr. Fromer, do you have a table or the infor- 
mation available giving us the statistics on that trade? That is how 
much we export in agricultural products and how much we import? 

Mr. Fromer. I have submitted to the committee a table of how 
much we export and how much we import of the cheese particularly. 

Senator Fu.tsricur. Is that in your statement? 

Mr. Fromer. That is in our statement and I would like, in sum- 
mary, to point out that we export more cheese than we import. 

Senator Frear. What were the figures in 1951 for export? 

Mr. Fromer. In 1951, the first 6 months of this year, we exported 
about thirty-odd-million pounds of cheese and imported about 27 mil- 
lion pounds of cheese. 

Senator Frear. Thank you. 

_ Mr. Fromer. The actual figures are 39,346,000 exports, 27,627,000 
imported. 

Senator Futpricur. Are there any of these tables that are figured 
country by country rather than total amount? 

Mr. Fromer. Yes. It is not in my statement, Mr. Chairman, but 
I referred also to a compilation by the National Council of American 
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Importers which has been submitted to the various members of the 
committee and if they are not available or if vou do not have them 
here, I would like to hand them up now in sufficient copies. 

I have here six copies which break it down country by couniry, 
cheese by cheese, ECA countries as compared to Western Hemisphere 
countries, oceanic countries, South American countries, and the like, 
for the various years. 

We have taken this opportunity to supplement the arguments of 
the Secretary of Agriculture and the Department of State to prove 
that even aside from the international considerations affecting tlic 
stability of trade relations with the various countries with which we 
have concluded trade agreements at Geneva, Annecy, and Torquay: 
and aside from the damaging retaliatory measures which we can expect 
against our own agricultural exports, including cheese exports, each 
of which considerations should be sufficient for the repeal of the bill, 
the facts do not support, and there is no need for, the imposition of 
the restrictions against the importation of cheese which represents less 
than 5 percent of domestic production. 

Senator Fuusrieat. Is it your contention that this will probably 
be a sure retaliatory measure which, without any question, will be to 
the detriment of the domestic cheese industry because we export more 
than we import? 

Mr. Fromer. Yes. 

Senator FuLsricut. So you are just cutting off your nose to spite 
your face, so to speak. 

Mr. Fromer. Exactly. 

Senator Futrricut. I hope you will make that very clear. That 
is an important point. 

Mr. Fromer. I am going to try to proceed to do that, through 
the various tables we have submitted, annexed to our statement. 

We have submitted a group of schedules containing statistics with 
regard to cheese imports, American cheese production, cheese exports, 
and United States milk production on the farm. 

We draw to your attention certain pertinent facts which can be 
gleaned from these statistics and other statistics made available by 
the United States Department of Agriculture. 

To summarize, in 1949 domestic manufacture of cheese, of the types 
which we import, which includes all but Cheddar cheese, amounted 
to 206,290,000 pounds. 

In 1950, in spite of increased imports, this figure rose to 225,725,000 
pounds, or an increase of almost 20 million pounds, and domestic 
cheese production of these types in the first 6 months of this year is 
2 million pounds greater than for the same period last year. 

Domestic production of Italian-type cheese, which is the largest 
type imported into this country, has increased almost continually 
since the war. 

In the second quarter of 1951, 15,760,000 tons of Italian-type cheese 
were manufactured domestically as compared with 13,580,000 pounds 
for the same period in 1950. 

Domestic cheese production has grown from 708,527,000 pounds 
in 1939, the last prewar year, to 1,171,825,000 pounds in 1950. 

Per capita consumption per annum has increased in the same period 
from 5.9 pounds to 7.3 pounds, 
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Cheese imports on the other hand were 59,070,000 in 1939, and 
only 56,189,000 in 1950, a decrease of about 3 million pounds. 

Furthermore, imports for the first 6 months of this year were only 
27,627,990 pounds, or an annual rate of about 1 million pounds less 
than last year. 

The average percent for cheese imports as compared to domestic 
production and consumption for the years 1931 to 1939, the last 
normal representative period, was 9.4 percent, and 8.7 percent, 
respectively. 

I refer to you a table which we have compiled and submit in our 
statement entitled “Ratio of Cheese Imports to United States Pro- 
duction and Consumption.” 

Now, gentlemen, if you will look at that table, you will notice start- 
ing with the year 1931 the ratio of imports to consumption and pro- 
duction ranges in 1931 at 11.2 percent and 12.6 percent, and then it 
goes down more or less steadily until 1939, when it was 7.7, and 8.3 
percent, respectively, and then came the war and our imports fell 
off to practically nothing. 

Right now, in 1951, we are at about the same level as in 1950, as 
I just indicated to you, if not a little lower, and the proportion is 4.8 
percent of production. 

In other words, we are not even halfway back right now to the 
ratio that imported cheese bore to domestic cheese production prior 
to the war. 

Now, I want to bring this to your attention: We are in many cases 
talking about cheese we do not even manufacture in this country; 
Roquefort, and many foreign names of cheese that we do not even 
produce here; Oka, sapsago, etc., and I can give you perhaps 100 
different names that we do not even manufacture in this country. 
We are keeping them out of the country without reason. 

Senator Ives. In this table you show 4.8 percent consumption and 
4.8 percent of production to 1950. Is that correct? 

Mr. Frommer. That is right. 

Senator Ives. I understood you to say that the import percentage 
this year was running about the same as it was last year. 

Mr. Frommer. The statistics show that for the first 6 months of 
this year we imported twenty-seven-million-some-odd-thousand 
pounds, 

Senator Ives. Then what happened? I am curious about this 
January and May figure which you have down here which shows 5.6 
percent of production. What does that mean? 

Mr. Fromer. That means that imports in June, as compared to 
domestic production, were considerably less. 

Senator Ives. Are they still off all that amount so the average is 
brought down? ; 

Mr. Fromer. I do not think that would be a correct statement. 
Our largest production month in this country is June. In-other 
words, we produce the largest amount of cheese during the month of 
June and that is reflected in the domestic production. However, we 
do not of necessity import the largest quantity in June. June is a 
making month. If they are making cheese in Italy in June, we will 
not import it until perhaps December. Therefore, that ratio may 
vary in a particular month. 
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My figures take in imports in June which result in the first half-yeg; 
total of 27,627,000. If you double that figure, you get a little less 
importation than you had last year. 

Senator Ivns. In other words, you had virtuality. no imports jn 
June? 

Senator FuLtsricut. Three million. 

Mr. Fromer. You had 3 million pounds. 

Senator Ives. That is small, comparatively speaking, is it not? 

Mr. Fromer. Well, it represents a figure that is about 10 percent 
of 1949. It is normal for the month. 

Now, the articles I have seen in the record supporting this legisla. 
tion have been two and both are concerned with blue cheese from Den- 
mark. In fact, Senator Ives, you placed in the record some statistics 
evidently furnished by the National Milk Producers’ Federation. 

Senator Ives. I was interested in milk production. It happens to 
be the major agricultural product of the State of New York and con- 
stitutes over half of our agricultural production in New York to date. 
We are among the big milk-producing States in the country. 

This importation of cheese can be very damaging to our agricultural 
condition in New York. 

Mr. Fromer. We are interested in production in New York State 

-also, Senator. Our buyers of New York State cheese are numerous 
and they are vitally interested in New York State cheese. We would 
not be here today asking for the repeal of this measure if we felt: it 
would impair or in any way destroy the production of cheese in New 
York. 

Now, I do not think there is a pound of blue cheese produced in the 
State of New York. 

Senator Ives. Let me point this out: I am not so much interested 
in the production of cheese in New York as I am in the production of 
cheese everywhere. 

You see, a surplus of milk in New York affects the whole country. 
A surplus of milk in Wisconsin affects the whole country. It does 
not make any particular difference where the cheese is made. It is 
the surplus that is causing the difficulty. The more cheese you have 
imported, the greater our milk surplus is likely to be. 

Mr. Fromer. The facts show, Senator, that we have had a decrease 
in the production of milk in the first 6 months of this year, over 
700 million pounds. 

However, in spite of that we have had an increase in the production 
of the type of cheese that we import. In other words, cheese producers 
have been drawing milk from other sources. In fact, I saw a little 
note in a Wisconsin paper only the other day where an American 
cheese factory had shipped its first production of Italian-type cheese. 
That does not look like they are going out of business or their produc- 
tion is being impaired. 

Senator Ives. I would like to hear from our cheese people on that 
and see what they have to say on that idea. 

It is not that I question what you say, but I would like their 
observation on it. 

Senator Futsricut. Is there any New York cheese exported? 

Mr. Fromer. Yes. 

Senator Futsricut. Then their position is that they want to 
export, but not import. 
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Mr. Fromer. Exactly. 

Senator Ives. That is not our position entirely. I want to point 
that out right now. Our position is that we feel very strongly that 
this matter of subsidies for agricultural production in this country— 
and you know as well as I do that there are subsidies for milk products 
and very large ones, in this country. 

[t affects all of us in New York. The more we have of surplus of 
that type, the greater will have to be those subsidies, as long as we 
have subsidies. 

Mr. Fromer. I know that if the foreign countries cut off taking 
our exports there are going to be a great many more subsidies than 
there are now. 

Senator Ives. That is something I would like to have you develop. 
I am perfectly open-minded on that question if you can show that. 
You did cover it to a certain extent, but I was not convinced. 

Senator Futpriagut. Were you here when he gave the statistics on 
the exports and imports—that there are greater exports than imports? 

Senator Ives. Yes. Well, I saw the statement here. 

Mr. Fromer. To get back to this blue cheese for a monent, Senator, 
you introduced into the record certain statistics supplied by the 
National Milk Producers’ Federation, and in those statistics you 
quoted “Blue and Gorgonzola cheese.’’ You quoted them at 45 to 
50 percent fat. You quoted hard cheese at 45 percent fat. Those 
products are nonexistent since February 24 of this year when certain 
regulations promulgated by the Federal Security Administration 
establishing standards for all kinds of cheese were issued. Those 
standards provide for a minimum of 50 percent fat in Gorgonzola 
and blue cheese and in so-called hard cheese, which I presume would 
include cheddar cheese. 

I have here a little booklet that might be of assistance to the com- 
mittee, put out by our organization, which contains a summary of 
the various requirements of all types of cheese. 

In this summary you will find standards and characteristics for all 
types of cheese, including blue cheese. 

I draw your attention to the minimums of fats in solids, of 50 
percent in blue cheese. 

Senator Dirksen. The restriction that was written into the new 
DPA Act imposes the responsibility on the Secretary of Agriculture 
to restrict the importation of cheese for any one of three reasons, or 
combination of three: 

First, if it should reduce domestic production. 

Second, if it interferes with the marketing or storing of domestically 
produced cheese. 

Third, if it should burden the price-support program. 

So the Secretary, I take it, had to make a finding under those cri 
teria. He made a finding and issued this order that you referred to 
as No. 2, to the effect that for the balance of 1951 he feels mandated 
to reduce the imports of cheese. 

That will be then five-twelfths of a 20-million-pound importation, 
taking the difference between the average and asking around 56 mil- 
lion pounds for 1950. 

I suppose in terms of pounds you see a loss in the cheese imports 
of around 10 or 12 million pounds; is that correct? 

Mr. Fromer. The actual loss? 

83762—51—pt. 4 —13 
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Senator Dirksen. You see it only applies to the last 5 months of 
the calendar year. 

Mr. Fromer. The last 5 months would perhaps be even less {}\,) 
that. It might be less, but in proportion to the total imports it is y 
very serious thing. 

Senator Dirksen. I just wanted to get a response to a figure. [| 
may vary one way or the other. I just wanted to get an idea about 
it. It could be 8, 10, 11, or 12 million pounds of possible imports of 
cheese. 

Mr. Fromer. Something like that. 

Senator Dirksen. So your argument is that the cheese imporicrs 
are going to lose about that amount of business of cheese imports? 

Mr. Fromer. That is right. 

Senator Dirksen. Your case then is against that order and more 
nearly against the provision incorporated in the act on the ground 
that percentagewise, even with the increases that have come about 
in 1950, the present market here is not burdened; that production, 
marketing, and storage is not particularly burdened by the amount 
of cheese that is being imported? 

Mr. Fromer. Yes. That is our position and we have stated that 
position to the Secretary—made a finding that under the mandate 
of the act he is required to impose these restrictions in order to 
prevent the criteria set forth in the act from occurring because then 
it would require a complete embargo. 

Senator Dirksen. Now, in the finding the Secretary made under 
section 104, which is the basis for order No. 2, doubtless he had to 
assign some reasons. Did he get up a memorandum and set forth 
in some detail the reasons for his findings? 

Mr. Fromer. No, sir. 

Senator Dirksen. Is there not a memorandum available; is not 
the memorandum of findings available? 

Mr. Fromer. The only thing that was published, Senator, was a 
determination which states no reasons other than action is taken in 
order to prevent this from occurring, and it is his opinion that it will 
occur unless these measures are taken; and in order to prevent them 
from occurring, he imposes these restrictions. 

Senator Dirksen. You are referring to the text of the order which 
no doubt appeared in the Federal Register. 

Mr. Fromer. I am referring to the test of an item labeled ‘“ De- 
termination” aside from Order 2 published also on the date of August 9. 

Senator Dirksen. This is my point: Were I the Secretary of 
Agriculture and had I made a finding that I thought these imports 
should be restricted because it would have a deleterious effect upon 
domestic production, I think I would set out “and I come to that con- 
clusion for the following reasons.” 

And then if I said, ‘I believe undue imports of cheese will interfere 
with the orderly marketing and storage of the domestic product,” 
I think I would set out that on the following conclusions and reasons. 

Now, where is that memorandum? 

Mr. Fromer. I have here a paper labeled ‘ Determination,” issued 
August 9, 1951, by the Acting Secretary of Agriculture. 

This article describes section 104 of the act, describes the com- 
modities listed and states: 
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Importations of the listed commodities and products, subject to Government 
regulation under the following conditions, will not have any of the effects specified 
in section 104 of the Defense Production Act. 


And then he goes on to state: 

(b) Imports of any type of cheese in a quantity not in excess of the average 
annual imports of such type of cheese during the period January 1, 1948, through 
December 31, 1950. 

Senator Dirksen. That is the conclusion. 

Mr. Fromer. This is the only determination he has made. 

Senator Dirksen. Do you not think we should get a memorandum 
which would tell the basis for the findings that were made? 

Senator Futsricut. When I read the testimony previously given, 
I wondered why no finding had been made. Apparently 104 did not 
require a finding to be made, which is, for example, required in the 
application of section 22 which must be examined in order to make 
a finding. 

He interprets this evidently as being a mandatory provision. If 
there is any effect under these three, he must put it in. 

Senator Drrxsen. It is: 

If the Secretary of Agriculture determines that one of these three effects would 
take place. 


Is Mr. Wells here? Mr. Wells, what about that; do you know? 


STATEMENT OF ORIS V. WELLS, BUREAU OF AGRICULTURAL 
ECONOMICS, DEPARTMENT OF AGRICULTURE 


Mr. We ts. Although I am not familiar with this case, all the 
Secretary published in the Federal Register was the actual finding; 
If there is a public explanation it will be in the release explaining the 
finding and I will see if I can find that release for you. This is a 
finding that imports in excess of these particular quotas would bring 
into effect these conditions which I am sure the Secretary determines 
as being entirely mandatory. This is a finding to the extent that it 
says, if imports do not exceed these levels, then we do not determine 
it is bringing into play these provisions. 

Senator Dirksen. It is not to be expected, of course, that the Secre- 
tary in any kind of an order would set out the reason for purposes of 
publishing it in the Federal Register. 

Mr. Wetus. This was in the Register. 

Senator DirksEN. There had to be some conference and some basis 
for it. 

Mr. We tts. I will check with the Department and report back. 

Senator Futsrieut. If you will get it and submit it for the record. 

Mr. We tts. If there is a public explanation, I will get it. If it is 
not, I will see if we cannot make one for you. 

Mr. Fromer. I can only tell you this: That we had a conference 
with Secretary McCormick and the heads of his various departments. 
1 asked about the determination, where is the determination, what is 
the basis of the determination, and we were referred to no deter- 
mination other than the one in the Federal Register and it seems to 
me that if there were a determination, it would have been made avail- 
able to the industry so vitally and seriously affected. 
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Evidently there were conferences between the heads of the various 
departments and consultation with counsel, I presume, who deter- 
mined that the mandate of Congress required that these restrictions 
be imposed and that the only other alternative was a complete 
embargo on the importation of cheese. 

Senator Dirksen. I think the Secretary fully complied with the 
provisions of the law in the order they set forth in the Register, but 
for every action and policy there has to be some reason. 

Mr. Fromer. There should be. 

I would like to come back to that statement placed in the record 
which I just referred to, and concerning which I pointed out to you the 
standards. I cite it to you for one reason only and that is to indicate 
to you that the statistics in that National Milk Producers Federation 
Bulletin were not concerning the product we are now importing or 
discussing, because you cannot import that product, and therefore the 
prices quoted are not pertinent to the products that we are importing 
at the present time. The general level of prices of imported cheese is 
higher than prices for the domestic product. 

There has been some contention that this is not true with regard to 
blue cheese from Denmark. 

Now I would like to point out to you that blue cheese from Denmark 
represents imports in 1950 of only 3,200,000 pounds, or less than 6 
percent of all imports. Certainly we should not penalize the 94 
percent because of something that may be true about the 6 percent, 
especially since there are other means of taking care of the matter. 

Right now there is pending a proceeding before the United States 
Tariff Commission, concerning concessions granted to Denmark on the 
importation of blue cheese. We have only recently granted conces- 
sions to Denmark in exchange for their granting concessions to us to 
import our products. Now after going go Denmark and actively 
telling these people, ‘‘Produce cheese. Earn American dollars. Do 
not be on the United States dole forever,” they have gone ahead and 
produced cheese—and they are only back, gentlemen, to where they 
were in 1939. If you examine the statistics which I have submitted 
to you of cheese imported by country, you will find that they had 
exported as much as that in 1939. Now we say to them, “We do not 
want your cheese.’”’ That does not encourage a happy relation with 
foreign countries. 

Senator Ives. I am in full sympathy with your contention. How- 
ever, there is another aspect that we cannot possibly forget and that 
is that we do not want the American agriculture on the public dole 
for perpetuity either. 

Mr. Fromer. Exactly. 

Senator Ives. You are talking about the people of Denmark getting 
off the dole. At some time we would like to have that happen and 
naturally our taxpayers would, but we must get our farmers out of 
this situation sometime, too. Perhaps this is not the answer. 
open to conviction on it. 

Mr. Fromer. I am afraid that this type of restriction is going to 
put our farmers on the dole because I know that the French have said 
to me, ‘You do not expect us to take your oranges which we are buying 
from California. We have our good friend now, Mr. Spain right next 


door, and we can take their oranges. Mr. Franco seems to be coming 
in better favor.”’ 


Iam 
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Or they can say: “We do not have to buy your tobacco. 
buy it elsewhere.” 

j want to point out something very peculiar about this situation: 
These restrictions have hit the ECA countries and have benefited the 
South American countries. I will prove it to you. 

We are just beginning to import from the European countries. 
During the war we transferred our imports to Argentina particularly 
and to South American countries. They are the fellows who have the 
big quota. 

‘We have just started to resume our trade with the normal sources 
of supply such as France, Italy, and Denmark. 

I refer you to the table summary of foreign countries. 

France: Average for the 3 years’ allocation, 1,341,000 pounds, 
against 1,700,000 pounds in 19 50. 

However, in the case of Argentina the annual base quota of imports 
is 7,682,000 pounds. 

All we actually imported the first 6 months of this year from 
Argentina was 2,600,000 pounds, or at an annual average of about 
5 million pounds. 

In other words, people now have a quota and are practically in 
effect compelled to import from a source with which they have perhaps 
stopped doing business, because imports from Argentia have been 
decreasing as our imports of similar type cheese ffom Italy have been 
increasing. 

I just make that point to you because I want to show you the whole 
effect of the thing is to go in the opposite direction than we intend to 
go. 

Senator Futsrieutr. Mr. Fromer, we have two other witnesses we 
must hear. I hope that you will make whatever point that you have 
and then we will include this material in the record. 

Mr. Frommer. I have tried to answer all your questions as fully as 
I could and I will try to conclude as quickly as I can. 

We submit that we as a Nation are advocating the elimination of 
barriers against trade from other countries. We are destroying 
American business, including the business of American cheese im- 
porters, and producers of American agricultural products, who will 
suffer, as indicated by the Under Secretary of Agriculture, as a result 
of the retaliatory measures which undoubtedly will be taken by other 
countries. 

Another not-to-be-forgotten injured party is the consumer whose 
complaint is succinctly stated in a statement posted in a Washington 
shop. I would like to conclude with reading this statement from 
Ann’s Kitchen here at 1504 Wisconsin Avenue NW. 

She says, and has posted this in her window: 


We can 


Do you know that Congress has passed a law prohibiting the import of cheese, 
in effect, by putting it on a restricted and quota basis? 

Do you know that this law took effect in an order of the Production and Market- 
ing Administration as of August 9, 1951? 

Do you realize that after present stocks are exhausted, only the lucky and the 
very rich will be able to enjoy again the innocent pleasures of Brie or Port de 
Salut with fruit for dessert: Stilton or Camembert with a glass of port. 

Roquefort aged in Languedoc’s cool caves, Oka from Canada, wheels of Swiss 
cheese from stone huts on high Alpine meadows, rejacketed Goudas and Edams 
barging along lime-shaded canals will not be coming to us but will soon be only 
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nostalgic memories about which we can tell our children, because our Go, 
ment has forbidden us to buy them, in effect. 

Here is the law for you to read, as fine an example of double talk as cay be 
found in 3 days’ ride: 


And then a copy of the section was displayed. 


We do not like the law for several reasons. 

We do not like to be told what not to buy. 

We do not like to subsidize two great corporations, National Dairy Products 
and Bordens, who undoubtedly will benefit by this law if it stays on the books. 
We do not like Government subsidy or interference with business as tending to 
undermine the resourcefulness and self-reliance of American businessmen. Siich 
laws are un-American and unnecessary. 

We do not believe in reducing by a penny-the dollars spent for foreign goods. 
We want those dollars to go abroad where they may in turn be used to buy Amer- 
ican corn, apples, wheat, drill presses,stooth brushes, combines, nylon stockings, 
Ford trucks, Chevvies, books, magazines, movies, among other things, and to 
help repay Marshall plan loans. 

We do not believe in embargoes and quotas as instruments of national policy. 
They have proved themselves generators of retaliation and endlessly harmful, 
We do not believe in raising prices, as this bill will undoubtedly do. 


I would like to have it understood by the committee that we do 
not support her reference to the alleged subsidization of National 
Dairy Products and Bordens. 

Senator Fu.sricut. Do you have an approximation of the per 
capita consumption of cheese by people of this country, compared 
to people in the area of Europe principally concerned, here? 

Mr. Fromer. I can only say it is considerably larger. 

Senator Futsrieut. In this country? 

Mr. Fromer. No; abroad. 

Senator FuLBricut. Can you estimate it for the record? 

Mr. Fromer. Our consumption per capita I have indicated to you 
has increased in the last 12 years from 5.9 pounds to 7.3 pounds per 
capita. 

In countries on the Continent such as Switzerland, per capita con- 
sumption is in excess of 20 pounds per capita. 

Senator FuLpricat. Do you know what it is in Italy? 

Mr. Fromer. It is 11 pounds per capita. 

Senator Futpricut. France? 

Mr. Fromer. Thirteen pounds per capita. 

Senator Futsricut. Would it be your opinion that the high-quality 
cheese, some of it being imported from these countries, might have the 
effect of increasing the consumption of cheese in this country because it 
acquaints people with the better-quality cheeses? 

Mr. Fromer. Very definitely, Senator, and I would like to point 
this out to prove it: We never made a pound of blue cheese in this 
country prior to 1937. All that time it was being imported from 
Denmark. 

In 1937, our Department of Agriculture set up an experimental 
laboratory to perfect production of blue cheese and we started an 
industry that had its roots in this Danish industry that we are now so 
vehemently, evidently, finding fault with. We built that industry to 
a point where it is a very substantial industry and it is going to remain 
a very substantial industry. 

I think the same is true with reference to a lot of other cheeses that 
have been imported. 

Senator Futsrieat. Is it fair to say that the importation of a 
reasonable amount of this high-quality cheese might act as a stimulant 
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to the consumption and therefore the actual development of the cheese 
industry in this country, rather than injuring it? 

Mr. Frommer. I have tried to make that point with my statement, 
that in spite of imports, and infact because of imports we have been 
increasing our own producion of cheese. 

In conclusion I would like to submit these newspaper items, 
gentlemen. mS ARES SSS ; 

This appeared as an editorial in the Washington Post on July 25. 

This is from the Herald Tribune of September 9. 

This is from the Herald Tribune of September 11. 

This is from the World-Telegram and Sun, September 10. 

The World-Telegram and Sun of September 1. 

The New York Times, August 27. 

This is the article that Senator Ives had reference to that appeared 
jn the Cheese Reporter on August 21. This is from Monroe, Wis., 
and bears out what Senator Fulbright just indicated, that imported 
cheese has been stimulating the production of cheese in this country. 

And as living proof of it, here is an American cheese plant starting 
to produce an Italian type of cheese, the taste for which has undoubted- 
ly been stimulated by Italian imports. 

‘ Senator Ives. How much cheaper is imported cheese than the 
domestic cheese? 

Mr. Fromer. The imported cheese is more expensive than the 
domestic cheese. 

Senator Ives. When you sell it? 

Mr. Fromer. When you sell it and when you import it. 

The only cheese—that may be an exception to that—is the blue 
cheese. With reference to that, as I have indicated to you, there is a 
Tariff Commission hearing at the present time. 

I would like to tell you about blue cheese. They wanted to raise 
their price to be higher than ours. Here is what happened: English 
buyers had purchased a supply of Danish blue cheese over a certain 
period of time. ‘There were certain commitments tying up certain 
factories. They bought it at a lower price than the American market 
was buying the same cheese and they were threatening to sell the 
cheese to the United States and undercut the Danish sellers of the 
cheese in this country. That was a chaotic condition and caused the 
price of Danish cheese to fall to a point where it was in some cases as 
low and in some cases lower than the domestic product. That 
situation is now being corrected. 

I know for a fact that one of the largest distributors of Danish 
blue cheese increased their price recently from 45 cents a pound to 49 
cents a pound. 

Now, as I said to you before, that is only one variety of cheese in a 
situation that is special in its nature. 

The general level of prices of imported cheese is higher. For 
example, Swiss cheese manufactured in this country sells for 45 to 49 
cents a pound at wholesale. Swiss cheese imported from Switzer- 
land, 81 to 83 cents a pound at wholesale. 

Gorgonzola, which is also a blue-mold cheese, sells for 53 to 55 cents 
domestically made at wholesale; the Italian product at 56 and 59 
cents. 

Romano cheese, domestically made, sells for 66 to 68 cents. 
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The Italian Pecorino Romano cheese sells at 88 to 92 cents a pound. 
The same is true of Provoloni cheese made here and imported from 
abroad. And Cheddar cheese. Domestic Cheddar was 41 to 42 cents 
in this morning’s New York Journal of Commerce and imported from 
Canada is 50 to 54 cents. 

These are wholesale selling prices in this country at the same level, 

Senator FuLtsricur. There is no tariff? 

Mr. Fromer. Oh, yes; there is a tariff. 

Senator FuLtBriegut. How much? 

Mr. Fromer. The tariff varies from 15 percent to 25 percent ad 
valorem. 

Senator Futsricut. That applies regardless of this bill or any 
other? 

Mr. Fromer. It applies regardless of this bill or any other, that is 
right, and it is subject to increase by reason of the escape clause in 
the tariff act. 

Senator Futsrieut. Thank you very much, Mr. Fromer. 

Senator Ives. I take it your idea, in order to meet this situation, for 
American cheese manufacturers to improve their quality of cheese 
which would be demanded by Americans, instead of this other type 
of cheese which is being imported, and meet the problem by that 
process and not by artificial means; is that it? 

Mr. Fromer. The amount of imports is so insignificantly smal! 
compared to domestic production. There is a certain portion of con- 
sumers who will always demand and want the particular varieties from 
their home country. I do not think we should raise trade barriers to 
shut off that source of supply for those people. It is not inter- 
fering with domestic production. If anything, it is stimulating it 
because they start out by buying their foreign variety and end up by 
buying the American variety of the same cheese. 

Senator Futpricut. As a matter of fact, Mr. Fromer, I have been 
getting from a friend of mine some Swiss cheese from Idaho, that | 
cannot tell the difference between it and the regular Swiss. 

Mr. Fromer. I have been in this business all my life. I was raised 
in the cheese business. I remember when we made Swiss cheese in 
Wisconsin which had a rag on it. Before you can cut the cheese into 
sliceable portions you had to rip the rag off. That was the cheese 
rag in which they set the cheese. The cheese had been coming from 
Switzerland without that rag. They had perfected a method of 
making it in a better way. 

It did not take us long to catch on. It did not take us long to bring 
over the Swiss manufacturers and produce the cheese here and con- 
tinually improve our own cheese to the point where we have a very 
fine Swiss cheese today. 

That is the stimulation that they have developed. 

They have developed a system of using clarifiers in Switzerland in 
making Swiss cheese. We are attendant to many of their improve- 


ments. We should not hamper those improvements by cutting off 


the cheese altogether. It is a stimulation to our business and to our 
progress in the business. 
Senator Ives. Thank you. 


(The statement and miscellaneous papers offered by Mr. Fromer 


follow:) 
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SratisticAL ANALYSIS—IMmporRTS OF CHEESE INTO THE UNITED States DuriNnG 
CALENDAR YEARS 1948, 1949, 1950, JaNuaRY To JuNr, 1951 


Summary of imports of cheese by types from all foreign countries 


{In pounds] 






























Twne | 42 ¢ or Total Annual 1951, Jan- 
lype | 1948 | 1949 1950 1948-50 average uary-June 
Swiss 2,197,121 | 5,776,778 | 6,922,789 | 14, 896, 688 3, 542, 199 
Gruyere.-.-..--------------- | 1, 021, 339 | 1, 334 1, 489, 708 3, 845, 521 S28, 518 
Romano | &, 495, 789 7, 9 N78 5, 368, 795 | 21, 846, 162 1,717, 113 
aN NEE. Lee was | 4,458,592 | 3, 335, 563 1,990,137 | 9, 784, 292 ae 
Pecorino (not grating) - - - (@) (}) 154, 898 454, 898 171, 718 
Sheep milk. .-...-.-- ae | 9, 503, 291 9, 503, 291 4, 117, 305 
Reggiano..-..-.-- 926, 293 1, 369, 046 1, 482, 057 3, 777, 396 568, 155 
Parmesano - 20, 938 | 12, 909 79, 433 | 113, 280 34, 614 
Provoloni gan -| 566, 204 | 936, 373 1,206,777 | 2, 709, 354 1, 292, 887 
Provolette._....-.------------ | 5, 776 | 37, 956 | 52, 595 96, 327 17. 873 
Roquefort | 852,475 | 1,393,902 | 1, 640, 900 3, 887, 277 800, 524 
Cheddar | 11,300 | 3, 136, 301 | 13, 298, 242 | 16, 440, 843 6, 468, 546 
Blue mold_...-.----- | 977,010 | 1,301,641 | 3,491,837 5, 770, 488 2, 982, 359 
Edam: | | 
40 percent eat 550, 506 | 901, 147 3, 718, 507 5, 170, 160 l, 2, 551, 007 
Other -| 282,479 | 4, 794 | 36, 747 324, 020 13, 166 
Bryndza sasciellaaiaied 973 | 25 QQR 3 é. 
Sbrinz can 914,741 | 1,374,949 1,518,452 | 3,808, 142 1, 269, 381 157, 876 
GE ascents | 7, 663 265 | 7, 928 2, 642 — 
ee didd nan 2, 268,850 | 3,115,771 3, 939, 154 9,323,775 | 3,107,925 1, 964, 130 
Grand total........-.... 23, 557,076 | 32,014,420 | 56, 189,344 |111, 760,840 | 37, 253, 613 27, 990 


Annual rate for 1951 . 





1 Not available. 


Source: Bureau of the Census, U. 8. Department of Commerce—Report F. T. 110, 
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Summary of imports of cheese by foreign countries—totals of all types 



































{In pounds] 
. Total Annual 1951, Jan. 
Country 1948 1949 1950 1948-50 average | wary’), 
enn on pale cn AA - 
ECA COUNTRIES 
a Ame So ore et ae ne ss el Soe Oe 2, 221 2, 221 740 | 
2. Belgium ----.....- ape 144 | 14, 869 | 12, 563 27, 576 | 9, 192 | 
Oe bho er 702, 974 1, 261, 237 | 3,782, 802 5, 747, 013 1,915,671 | 3,3 
6. BOMB See stdin dccdand 870, 629 1, 428, 730 1, 725, 114 4, 024, 473 1,341,491 | 2) 
SL! RRS eon 192 | 6, 748 15 6, 955 2,318 | 
A Rees ems ee Le te er 69, 7 69, 700 | 23, 233 | 
i IN ao ic ccc oe le eee i : 4, 47 4, 476 1, 492 | 
Dies us ccdeuene cdc acene 9, 664,061 | 10,306,117 | 16,950,658 | 36,920,836 | 12,306,945 | 7,371.47 
DN. S. Sa dns s sence eeniona Malt tence sone Z 4, 082 4, 082 | 1, 361 |_. 
10. Netherlands....___.......- 341,101 | 719, 162 3, 491, 294 4,551,557 | 1,517, 186 2, 374, 879 
| St ae a eee 337, 572 401, 577 518, 592 | 1, 257,741 | 419, 247 217, 20 
UR. PRIN 6 Sac eee nad Me sine aablete 1,323 11, 149 12, 472 | 4, 157 21, 837 
SD. Mice k nto i 26, 348 33, 853 187, 777 247,978 82, 659 | 30, 727 
14. Switzerland__.........-..- | 3, 101, 462 6, 960, 798 7,812,105 | 17,874,365 5,958,122 | 3, 98s, 676 
yO ee ea 64, 573 | 76, 218 19, 395 160, 186 53, 395 | 5, 237 
16. United Kingdom_...._.._- 13, 966 | 8, 955 34, 806 57, 727 19, 242 12, 478 
Total ECA countries_-_-| 15, 123,022 | 21, 219, 587 | 84,626,749 | 70,969,358 | 23,656,451 | 19, 528, 554 
Amen Wee Tis ad i ocd he Se Be chin be eeibbccabinintepenanwe | 39, 057, 108 
B. WESTERN HEMISPHERE é 
COUNTRIES 
Ry: Dea oss. ok eed 8,074,019 | 7,396,214 | 7,576,066 | 23,046,299 | 7,682, 100 2, 613, 007 
I tee ee EE Sods 40, 101 55, 029 8,343 |..... 
3, es Bee a ioe anenke 170 , ae 
OSes ek te coe 129,746 | 1,896,363 | 2, 981, 17! 5,007,281 | 1,669, 094 515, 689 
|, | ea Se 4 , 568 8, 574 2, 858 100 
6. Dominican Republic... --- | 98, 179 89, 971 6, 188 194, 338 64,779 |_...... 
7 oka dae ee 117, 000 13, 420 10, 380 140, 800 46, 933 1, 102 
Rs SP oct chk delecewed dec sentlkceeenibacebanene 57, 423 57, 423 -) | ee 
Total Western Hemis- 
phere countries.......| 8,434,044 | 9,395,972 | 10,679,898 | 28,509,914 | 9, 503,305 3, 129, 898 
RAI PRN I nics Sd okctits ga e Su teed Seg aa cc pened aan ke he chee See 6, 259, 796 
C. ASIATIC COUNTRIES r. 
1. Japan, total Asiatic coun- 
NO insipid tla So centenarians tn 2, 709 2, 709 | ET kcasn : 
D, OCEANIC COUNTRIES . 
Di I ails i eciciten o Dcektcieb kabel tiene 100, 223 100, 223 OO 
2. New Zealand..............- pa pas. 1, 339, 361 | 10,376,458 | 11,715,819 | 3,905, 273 4, 848, 948 
Total Oceanic countries -|__....-....- 1, 339, 361 | 10,476,681 | 11,816,042 | 3, 938, 681 4, 848, 948 
Anemeel bb 0 WORN. oS LA ehOis ccknheacasdh mated coecieatas udlons ate swoakee 9, 697, 896 
E. SATELLITE COUNTRIES — 
Si I is a eg eae eke 45, 365 75, 903 121, 268 40, 423 54, 011 
2) EWU 5.5 choo ica cctdonene 3 2, 550 2, 553 Me oikenc.- 
ie 6 ec eickw ca gee hehe a Seo asec neensss 3, 800 3, 800 elk ecn 
Total satellite countries_|___........- 45, 368 82, 253 127, 621 42, 541 54, 011 
DE I I ice diain phat tkeubacennlenc nate ae I as Boe oes pe 108, 022 
¥. OTHER EUROPEAN 
SOURCES 
I i scle loicancennsanictseiiaone ernie atk atlas aceelbebhotgg tion 932 932 ME sind 
Oy. I oie hs seks en ancainawn kc aene oe 14, 120 309, 456 323, 576 107, 859 54, 738 
BTN ic atin cecntcchncabenaneis wate Se Dtindndieece 12 Ae is 
ec wht cicnci cendnsicngil comaaimapei aakeedna sede 10, 657 10, 657 3, 552 11, 841 
BOM Sc. ch ches cides OP Sivek cates 9 | 19 Ye 
Total, other European 
DN thew incites 10 14, 132 321, 054 335, 196 111, 732 66, 579 
Annual rate for 1951. .........{-.........-- itkent nade Wipes seek ak nsaeh panning dieu eCaes 133, 158 
Grand total, all coun- + 
ee eres 23, 557,076 | 32,014,420 | 56, 189, 344 (111, 760,840 | 37,253,613 | 27,627, 990 
Py ee es, ee eee | cerns te Kapital - hehe iis ata taldargaate bie 55, 255, 980 








Source: Bureau of the Census, U. 8. Department of Commerce—Report F. T. 110. 





tata om 














DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Imports of cheese—countries and types 


[In pounds] 
A. ECA COUNTRIES 








2993 














































































































aia Total Annual 1951, Jan- 
Type 1948 1949 | 1050 1948-50 average | uary-June 
eae Pe sd | cs | . 
1, AUSTRIA | | | | 
SWHB..-~coneennsunen==s" 248-9 [gpaanenunsoatzem=saenamiy | 633 633 | 211 | 4, 522 
GrdyO 2 .Gcaneneke wna}oseeen---ee- Linncnd ooh badheshewonaiara tr nonne ees itnanccnnein 725 
Other ae | 1, 588 | 1, 588 | eS ork : 
Tet cmduessecd-dnewaterenenseress RE 2, 221 | 2, 221 | 740 | 5, 247 
2. BELGIUM | | | e is 
Gated oo norte tks Eee ens vty ARR tal | 12, 054 4,018 | 4, 381 
Gravel ack ten w owe oseseeen SSE Se RMU iscck ne a 2, 039 | 680 | 6, 549 
Edam, 40 percent_.......--.-- WPitestadiccnen 12, 563 12, 635 | GIB Foose 
GONG. cc cchcndeteredachbapines EE 72 | Be aise - 
CRE eee tains cdcatencbassancewenec Pe ick race noel 776 | 258 | 1, 260 
Teh dg 144 | 14, 869 12, 563 27, 576 9, 192 | 12, 190 
3. DENMARK F 4 aa eae 
Sule or 51, 511 87, 960 279, 380 418, 851 139, 617 | 180, 104 
RNR ee le canag 1, 200 14, 353 58, 543 74, 066 24, 689 | 46, 864 
Parc canadacansss<n4y-9 RAR kien caatehrnnoteopediee 1, 916 639 | 810 
COMAIRNG ee tek, eco 1, 728 5, 932 7, 660 2, 553 5, 446 
Bing MEE. sudan. ceased 647,094 | 1,134,168 | 3,201,328 | 4,982,590 | 1,660,863 | 2, 863, 735 
Edam: | | 
ane en cua 6, 346 78, 318 84, 664 28, 221 | 91, 528 
Ce ae ak ah se nec wenn 4, 174 4,174 1, 391 | 3, 149 
BOYD occa ck hose deel anenese sodas is aceite acess 973 Di cinccieatcmnire 
Otero Fe se Sagan's 1, 253 15, 739 155, 127 172, 119 57, 373 164, 020 
TO ees 702,974 | 1,261,237 | 3, 782,802 | 5,747,013 | 1, 915, 671 | 3,355, 656 
4. FRANCE = ig EO 
Gwith:: 2c eee ees 17, 494 9, 943 11, 263 38, 700 12, 900 | 368 
CAPRI eo ae ce dh cima entgn sites acannon 6, 943 6, 943 2, 314 | 52, 664 
Romneek hte ee 852,475 | 1,303,897 | 1,640,891 | 3,887,263 | 1,205,755 | 800, 524 
Ne en. glinimpracneawaanattenisnadthinswadtootunsenneis 1, 195, 404 
a ne ee Eis wapewcaacieoposesoes 992 
OU 45 te ee ge 660 24, 890 66, 017 91, 567 30, 522 22, 465. 
WAGE titi caine ss 870,629 | 1,428,730 | 1,725,114 | 4,024,473 | 1,341,491 2,072, 417 
/ 5. GREECE : 
CO a ee cma ird a aaah maenin a a! Sue os ote 8 51 is <- <3: 
Othit.... .cpcsiete brie oo i 141 6, 7 15 6, 904 2,301 | 2, 599 
"OR Se eee 192 6, 748 15 6, 955 2, 318 2, 599 
—_ =! = -|= —- = 
6. WESTERN GERMANY 
Satan: cee ee Fas iu 12, 497 12, 497 4, 165 | 2, 419 
en NI oe 680 
Other... caseencnenen-nens 57, 203 57, 203 19, 068 14, 114 
Pele ee ot ey 69,700 | 69, 700 93, 233 17, 213 
7, IRELAND i + 
COR er eee ee ee 26, 880 
ORSGIN ere eer as eh tk et Pes pe oe es pe ieee 13,7 
OUR ncseaah area Mn all steal egg anckimiver 4, 47 4, 476 | RE cosmic 
Totals Shoes > nee ee 4, 476 | 4, 476 | 1, 492 40, 638 
As 8. ITALY ia’ 3 
Ch tesa natn n aan aten nena ne nene 1, 833 | 1, 833 | 611 1, 452 
TUSOUR ee ke ire ar abe Boe Pes: 7 oy , 3 1 742 
ROMANO........-----.---0+-00n- 1, 286, 187 | 8, 147,838 | 2,715,946 | 197, 296 
Pennie wenn nen n= an an a om nme 1, 941, 237 | 9,364,096 | 3, 121,366 |........---- 
Sheorino (not grating) 245,859 | 245,859 | "81,953 170, 342 
Reece mili. ...2--------.----- 9,321,856 | 9,321,856 | 3,107,285 | 4,055, 425 
Pano annanemeennccanewnn 277,904 | 467,136 | 155, 712 201, 121 
Provele  rerrataeennes 79,433 | 111,354 | 37, 118 33, 804 
Prova eee 1,202,527 | 2,591,715 | 863,905 | 1, 289, 245 
Ch a O.----.-- +2. --2------ 52, 595 93, 424 31, 141 | 17, 873 
NOUGAT... wn neneewen-- aaa nae ensacerenane wicee-seses- 4, 275 | 4, 275 ' 1, 425 ! 3, 800 
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Imports of cheese—countries and types—Continued 
{In pounds] 
A. ECA COUNTRIES—Continued 








rites | 2 Total Annual | 1951, Jan- 
rype 1948 1949 1950 1948-50 average | uary/June 
8. ITALY—continued 
Seen NN ee oe 1? 578 143, 716 200, 907 538, 201 179, 400 | 75,314 
Edam, other So arskssat dese fae eS 360 
DNs meer ecko oe. 2s ee ee 5, 493 5, 493 1,831 | 7, 545 
Goya SP ee 265 | ; 265 = = 
SARE ir bisa aitstianiaslcodaaadl 1, 38, 595 2, 258, o44 2 330, 552 6, 027, 491 2, 009, 164 1, 316, 151 
Total. | 9, 664, 061 10, 306, 17 16, 950, 658 36, 920, 836 12, 306, 945 7, 371, 470 
9. TRIESTE ; 
All other, total et : 4, 082 4, O82 361 
10. NETHERLANDS oe ta vs OD | , 
} | 
Swiss..... sae 17,059 |__..- AB 17, 059 5, 686 | 13, 596 
Gruyere - 2, 651 8, 651 | 6,055 | 17, 357 5, 786 | 2,000 
Edam, 40 percent. : on 328, 647 633,321 | 3,398,981 | 4,360,949 | 1, 453, 650 2, 331, 161 
Blue mold s ae eel nae Lwtivinaadin ae Sool 2, 759 
Edam, other sen 1,445 | 1, 231 | 24, 102 26,778 | 8, 926 | 7, 393 
All other | 8, 353 58, 900 | 62, 156 129, 414 | 43,138 | 17, 970 
2. = 341, 101 719, 162 | 3, 491, 204 ea 557 | 1, 517, 186 | | 2, 374, 879 
11. NORWAY | 
} | 
RN os doe ee ok as atl 2, 776 2, 607 | 5, 383 | cae eta. ss 
I neo ct as SRE Uo cent ae 12, 339 | 4, i13 | 33 
Edam: | | 
NIB scat crane Snatha etbinnstitiens 2, 511 | 1,175 5,811 | 9, 497 | 3, 166 | 5, 631 
Pe 8 oa 3, 127 | 1,117 * ‘ 4,244 1,415 | 437 
Pg: een 330, 776 | 396, 509 | “498, 993 | 1,226,278 408, 759 211, 189 
NN ee a de ces | 337, £ 72 401, 577 | 518, 592 1, 257, 741 419, 247 | 217, 290 
12. PORTUGAL =i 
; } 
Reggiano_-_.__..-. uiibinietan kcabcmaae 2,976 2, 976 992 ‘ 
Edam: 
ei al . = : ne 7, 075 
Sch kas sca ahhh ‘ 546 546 | 182 
i ee ee te nb 1, 323 7. 627 8, 950 2, 983 | 14, 762 
Total 1, 323 11, 149 12, 472 4, 157 21, 837 
13. SWEDEN | 
Mee ee 2 Dee Sree 4, 661 4, 661 | 1, 553 | 336 
Gruycre 1, 148 1, 143 381 
Tn wt a secawaeh 399 399 133 | 
Cheddar___- 163 ‘ 33, 242 33, 405 | 11, 135 | snail 
Blue mold to 16, 265 13, 201 46, 848 76, 314 25, 438 | 18, 202 
Edam, 40 percent. -_-__--- 8. 818 8, 349 | 25, 793 42, 960 | 14, 320 | 514 
PS B= 1, 102 | 12, 303 75, 691 89, 096 | 29, 699 | 11, 675 
WR tae couetathcs 26, 348 33, 853 _187, 777 247,978 82, 659 | | 30, 727 
14. SWITZERLAND | 
pet eat 2, 121, 5&5 5,644,929 | 6,383,468 | 14,149,982 | 4,716,661 | 3,296, 761 : 
CS Fe | 931, 758 i 1, 291, 216 1, 344, 232 3, 567, 206 1, 189, 069 662, 836 — 
Romano 1, 940 ee | 1, 940 | 647 |... ¥ 
Sheep milk | 551 551 | 184 |... is 
RS ee oa ee Ben as ace Roas Londres 11, 458 | 11, 458 | 3, 819 | 12, 016 4 
Edam: | | bs 
TIES gain ieein dni cena tian ence ees hs aan 2,950 | 2, 950 983 | Ea 
MUU cbc Messtndet, ccnhiniss tals nied dedtaig ented Agee tae Tatas eal 165 | 165 | RNs. aici 
IR 6 init cntinae oe Gap Ncisticen bide dor 1,069 | 1, 069 | 356 | 77 i 
nov bake need sean | 46, 179 24, 653 68, 212 | 139, 044 | 46, 348 | 16, 986 a 
Well siccan “3, 101, 462 | 6, 960, 798 | 7,812, 105 | 7,874,365 | 5,958,122 | 3, 988, 676 : 
, ets ——————— | — j — | — — = — — ————S a 
15. TURKEY | | 4 
ee NE CS oe on then ncce 64, 573 76, 218 | 19, 395 | 160, 186° 53,395 | 3 
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Type 


16, UNITED KINGDOM 
Gruyere 

Cheddar-._--- 

Blue mold 

Edam, 40 percent 

All other 


Total 


Total ECA countries - 
Annual rate for 1951 


1, ARGENTINA 


Gruyere. .. 
Romano 
Pecorino... 
Pecorino (not grating) 
Sheep milk- --_-- 
Reggiano- - 
Provoloni 
Provolette__- 
Blue mold__-. 
Edam: 
40 percent . 
Other 
Sbrinz 
Goya. 
All other 


Total. 
2. BRAZIL 
Romano, total. 
3. BRITISH HONDURAS 
Cheddar, total 
4. CANADA 
Swiss 
Gruyere 
Pecorino (not grating) 
Sheep milk 
Reggiano 
Roquefort 
Cheddar 
Blue mold 
Edam: 
40 percent 
Other 


Bryndza 
All other 


Total 
5. CURA 


Edam, 40 percent 
All other 


Total 


6. DOMINICAN REPURLIC 


Cheddar 
All other 


NR ci 


1 Not available. 


DEFENSE 





1948 1949 1950 
1, OS! 

457 , 255 
10, 644 8, 037 , 352 
8, 411 
1, 784 918 6, 788 
13, 966 8, O55 34, 806 
15, 123,022 | 21,219, 587 | 34, 626, 749 


84, 647 300 
5, 217, 744 4, 356, 853 4, 029, 703 
214, 611 | 156, 685 48, 900 
1) () 208, 966 
: 137, 768 
871, 956 1, 234, 151 1, 201, 177 
91, 445 21, 944 
2, 903 
66, 497 1, 195 31 
210, 458 233, 347 114, 695 
277, 903 4,760 
914, 741 1, 374, 949 1, 467, 271 
7, 540 
113, 574 17, 090 362, 495 
8,074,019 | 7,396,214 | 7,576, 066 
14, 928 | ? 40, 101 
ae , | 
| 
170 | 
Se | 
6, 531 | 4,205 874 
2 | 1,977 604 
$6, 217 
10,110 | 1,795,131 | 2,770, 541 
41,774 | 1, 324 182 
| 18, 609 51, 285 
4 2, 446 3, 000 
25 
71, 325 72, 666 118, 371 
129, 746 1, 896, 363 2, 981, 172 
7, 705 
2 4 863 
2 4 8, 568 
| 
400 546 520 
97,779 89, 425 5, 668 
98,179 | Iss 


89, 971 6, 


Total 


1948-50 





70, 969, 358 


te 


B. WESTERN HEMISPHERE COUNTRIES 


84, 947 

3, 604, 300 
420), 196 

208, 966 

137, 768 

, 307, 284 
113, 389 

2, 908 

47, 723 


558, 500 
282, 663 
, 756, 961 

7 nan 
7,540 
493, 159 


. 046, 299 


~ 


», 029 


11, 610 
2, 583 
73 


36, 217 


, 975, 782 
43, 280 
69, 894 

5, 450 


) 


262, 362 


5, 007, 281 


7, 705 


SOY 


8, 574 


1, 46 
192, 872 


194, 338 


PRODUCTION ACT AMENDMENTS 


Annual 
average 


360 
904 
12, O11 
2. 804 


163 





J 





18, 343 


3, 870 


1, 669 


2. 568 
290 


488 
64, 291 


64, 779 


OF 1951 


1951, Jan- 
uary/June 


9, 300 
1, 662 
1, 516 


19, 528, 554 


39, 057, 108 


7, 200 
1, 519, 817 


1,376 
61, 542 


, 019 


3, 642 


900 
14 

15 

400, 749 

S 

23, 238 

1, 827 

85, 938 

; 15, 689 
100 

100 


9997 





t 
f 
Fi 
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Imports of cheese—countries and types—Continued 


[In pounds] 
B. WESTERN HEMISPHERE COUNTRIES—Continued 























































































































T 1948 Total Annual | 1951, Jan- 
7™ me 1960 1948-50 average | uary/June 
7. MEXICO | 
eee ee 24, 251 |. | 
Oheddar............- vies ainie ahs adie Emon aia D cceienia clota ¢ 441 
I itcetcininecossess$t- 92, 749 13,420 | 10,380 | 116,549 | 38, 850 661 
Web nee nnscsn lS 13, 420 10,380 | 140,800 | 46, 933 | 1, 102 
8. URUGUAY | on 
Romano Biicgniakacinntieninines patie ciaben@besdblotecncihicicigs 12, 804 | 12, 804 | PD th istedenisip tnteso 
PE thnwtutiviniiandicublnsete [oneeneesegacfecsewccesece] 44,619 44,619 | SE Bdaaduieine strom 
waa... Sasenuniel Fe sidniaeanialin Cola -.-| 57,423 AED: Bocce 
Total, Western Hemisphere cae i 
SS ER Ra EES | 8, 434,044 9, 395, 972 | 10, 679, 7} 28, 509, 914 9, 503, 305 3, 129, 898 , 
Annual rate for 1951__________- Is sosecsttsatsn Chow Gate chutes he setiewss tame eee wai & aoaadaaiotealGateranadic 6, 259, 796 4 
C. ASIATIC COUNTRIES 3 
i. JAPAN 3 
Bheep milk. -.....----.......04------------]------------ 2, 700 2, 700 O01 .usaneaness- 
TD nn a cin Sb aa cdnccndavelpescenetten Q 9 Ys 
Total, Asiatie countries_}_..-.......-].---------.- 2, 709 2, 709 yg ee 
D. OCEANIC COUNTRIES 
| | 
1, AUSTRALIA | | | 
Cheddar, total.........-..---- Ge) Meals | 100,223 | 100,223 | 33, 408 |. a 
—_ | a 
2. NEW ZEALAND | | 
CE neicncvenneimebuas sainenenietnunetl 1, 338, 896 | 10, 376, 254 11, 715, = 3, 905, — a 848, 948 
All other.__....... a ipa Gaia  saoreiceihe gates 465 204 | Ba 
No gisd inieopicistas aerate vistiaalibaaioicaall 1, 339, 361 | 10, 376,458 | 11,715,819 E 3, 905, 273 ca 4, 848, 948 
ba of oceanic coun- | Oe ie | ie | A 
tri “.-----|-.----------| 1,339, 361 | 10, 476,681 | 11,816,042 | 3,938, 681 4, 848, 948 
Annual os Pee WOO. 2 bese shouts Suchen abhorrent cot Ms nine ee anda oeehsk ecient 9, 697, 896 
E. SATELLITE COUNTRIES 
fat. Tet | | i i 
1. BULGARIA 
| ' 
POE. ci nsinkceneassanes Les dirs SUA ae setae 4, 250 | 4, 250 1,417 |__.- 
PE icdcicandentnncwetnen | irae ea ee 45, 365 71, 653 | 117, 018 39, 006 | . 54, O11 
ON = ioccice cucu ewan i cuneninxatewens 45, 365 75, 903 | 121, 268 | 40, 423 | 54, oll 
2. CZECHOSLOVAKIA as s 
DR i cecnstrnin dns aah intnst tachgd iicoial 2, 550 2, 550 aa ae 
ON hE a emesis | nee Bicwisucbasonet 3 Beiter 
DOR in cncccnnecsazahsassenpmcces 3 | 2, 550 2, 553 | . 
3. HUNGARY ! | ¥ 
Sheep milk, total. ___....-___- la On ar el 3, 800 3, 800 | eee ts. rk 
Total, satellite countries_|_.........-- 45, 368 82, 253 1 127, 621 42, 541 | 54, O11 
Annual rate for 1951_-_...----- los eccvpaucanfuucies cesses |---------- iaasewibew eee tices 108, 022 
! 
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Imports of cheese—countries and types—Continued 





























{In pounds] 
F. OTHER EUROPEAN SOURCES 
Riese Pence Pesos pcm | 
Type a a 
1. AZORES | 
AOE CIs Poe... SoA Soak 932 | 932 311 | 
2. FINLAND 
Swiss -..---------------------- pate senvenwed 628 | 228,180 | 228, 808 76, 270 38, 260 
GHEIIR Saw 250 ches ene ase Seer 13, 492 | 69, 281 82, 773 27, 591 16, 478 
Edam, 40 percent. ___-_._- I La 11, 995 | 11, 995 SON Tass ‘ 
Totel..........- ated |............| 14,120] 300,456 | 323,576 | 107,850| 54, 738 
3. GIPRALTAR pao ; 18 nen ae ace Were 
All other, total... .....-.... Reais ee 12 4 
4. MALTA | 
GReN Miles < 5554.02 52 505.2. bisabobaaptanliavedepseee pases , 324 
Sat eee ae Bs AOE CU aN sl dents 10, 657 10, 657 3, 552 11, 517 
ee Te eee eee me, eee 3,552; 11, 841 
5. SPAIN a rT Ti ceer terres Dore malades arse 14 ee cictaet 
PRONIIIIII ooo cnn<. 22 <ea- 10 | ee ea fiarebieabees 10 Wise imc ce 
MOSS ai ooka2cseee uta. Fs cach ates Pinna Seda ca ad 9 9 3 
Nis iidga nis case oo as oe Sie Sppapigi + hander sited 


Total other European 
sources . ..... i 10 14, 132 321, 054 335, 196 111, 732 66, 579 
Annual rate for 1951_- z 133, 158 
Grand total all coun- | | 
BE ai Sie t<kticdn owen | 23, 557,076 | 32,014,420 | 56,189,344 111, 760,840 | 37, 253, 613 27, 627, 990 
Annual rate for 1061 ...........|.....+-.---. cndaieceticien aire “us 


Source: Bureau of the Census, U. 8. Department of Commerce, Report F. T. 110. 


STATEMENT OF MarTIN A. Fromer, Executive SECRETARY AND COUNSEL OF 
CHEESE ImMporRTERS ASSOCIATION OF AMERICA, INC. 


I want to first thank the committee for the opportunity of appearing here in 
order to testify in support of the repeal of section 104 of the Defense Production 
Act which requires the-Secretary of Agriculture to place new and confiscatory 
restrictions on the importation of cheese, among other agricultural products. 

The chairman and various members of this committee may recall that our 
association, which comprises a major portion of all cheese importers in the United 
States, communicated with you prior to the adoption of the act, after the bill 
had been passed by the Senate and while the same was in joint committee. 
Unfortunately, time did not permit an opportunity at that time to submit any 
of our arguments with regard to the inclusion of import restrictions in section 104 
of the Defense Production Act, particularly with regard to cheese. We are happy 
to have the opportunity at this time to testify in support of the repeal of this 
measure. 

Pursuant to the terms and provisions of section 104 of the Defense Production 
Act, the Secretary of Agriculture has made a determination that in order to 
prevent the criteria established in the act for imposing an embargo on the im- 
portation of cheese from occurring, it is necessary to restrict the imports of all 
types of cheese to the quantity comprising the average annual imports for such 
type during the period January 1, 1948, through December 31, 1950. In accord- 
ance with such determination, the Secretary has issued Suborder 2 limiting the 
imports of each type of cheese for the 5-month balance of the year to five-twelfths 
of the said average for the vears 1948 to 1950, inclusive. 

Cheese imports during the year 1948 were 23,557,000 pounds. Imports for 
the year 1949 were 32,013,000 pounds, and imports for the year 1950 were 56,- 
189,000 pounds. This compares with 59,071,000 pounds during the last prewar 
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year of 1939. The Secretary’s order, made necessary under the terms and pro- 
visions of the act, has cut cheese imports to an average annual amount of about 
37,253,000 pounds, or about 33 percent Jess than 1950 and about 40 percent less 
than the rate of imports for the first half of this year. 

Section 104 of the Defense Production Act therefore confiscates and destroys a 
substantial portion of the business of American cheese importers. This is a very 
serious and dangerous precedent unless supported by very substantial and com- 
pelling reasons. We submit that there are no such reasons and in support of this 
contention cite- the following: 

We submit herewith a group of schedules containing statistics with regard to 
cheese imports; United States cheese production; cheese exports; and United 
States milk production on farms. We draw to your attention certain pertinent 
facts which can be gleaned from these statistics and other statistics made avail- 
able by the United States Department of Agriculture, some of which we have 
not had sufficient time to tabulate in preparation for this hearing. We also 
refer you to schedules of statistics concerning cheese which are being submitted 
by the National Council of American Importers, Inc. 

1. Cheese imports prior to the war were as high and higher than current im- 
portation of cheese. During the year 1939, the last prewar year, cheese imports 
amounted to 59,071,000 pounds, as compared with 56,189,000 pounds during 
1950, and the current rate of 55,250,000 pounds, based upon imports of 27,628,- 
000 pounds, for the first 6 months of this year. 

2. Domestic-cheese production has increased during the same period, from 
1939 to 1950, from 708,500,000 pounds to 1,171,825,000 pounds per annum. 

3. Cheese exports during recent years have exceeded our imports, and during 
the first 6 months of this year our cheese exports have been greater than our 
imports, with éxports amounting to 39,347,000 pounds against imports of 
27,628,000 pounds. 

4. The average percent of imports of cheese compared to domestic production 
tor consumption for the vears 1931-39, the last normal representative period, 
is 9.4 percent and 8.7 percent, respectively, compared with a ratio in 1950 of 4.8 
percent, 

5. Cheese consumption hes increased from 766,091,000 pounds in 1939 to 
1,173,000,000 pounds in 1950. 

6. Based upon domestic production of 1,171,825,000 pounds and domestic 
consumption of 1,173,324,000 pounds during the year 1950, the proper ratio of 
imports based upon the said average for the years 1931-39 would be 110,074,000 
pounds. 

7. 1950 cheese imports were only about one-half of the normal proportionate 
amount based upon domestic production and consumption. 

8. The average of cheese imports for the years 1948-50 is 37,297,000 pounds, 
which is only about one-third of the normal proportionate amount of domestic- 
cheese consumption and production, or only about 3 percent of domestic produc- 
tion and consumption. 

9. United States milk production for the first 6 months of 1951 was 750,000,000 
pounds tess than last year. 

10. The reserve supplies of American cheese in cold-storage warehouses were 
reported by the United States Departcaent of Agriculture at 27,800,000 pounds 
less than the same date last vear. 

Domestic production of Italian-type cheese is continuously increasing. In the 
second quarter of 1951, 15,760,000 pounds of Italtian-type cheese were manufac- 
tured as compared with 13,580,000 pounds for the same period in 1950, and the 
current production rate amounts to in excess of 63,000,000 pounds per year, or 
higher than any production since the war, when there were no cheese imports from 
Italy. 

Great stress has been placed on the importation and sale of Danishblue cheese, 
and the imported variety of this cheese has been cited in congressional argument 
as being sold for less than the domestie product. Imports of blue-mold cheese 
from all sources in 1950 amounted to only 3% million pounds, or about 6 percent 
of all cheese imports. A proceeding is now pending before the United States 
Tariff Commission, under the escape-clause provision of the Tariff Act, to remove 
trade concessions granted on blue cheese. 

The imposition of the restrictions in question affect.all varieties of cheese and 
fall with greater force on cheese from ECA countries, such as Italy, France, Den- 
mark, the Netherlands, Norway, and Switzerland, whom we are seeking to help, 
inasmuch as imports from these countries have only begun to approach normal 
during the last year. On the other hand, it favors South American countries 
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which were largely the source of foreign types of cheese during the war. Thus, 
for example, the annual average of cheese imports from France for the years 1948 
to 1950 were 1,341,491 pounds compared with a current import rate for the first 
half of this year of 2,072,417 pounds. The annual average, during the same period, 
of imports from Argentina were 7,682,100 pounds compared with a current im- 
port rate of only about 5,000,000 pounds based upon imports for the first 6 
months of this vear of 2,613,007 pounds. These figures compare, for example, 
with imports in 1939 from France of 3,339,296 pounds and from Argentina of 
2,357,000 pounds. We can see from these figures that under section 104 of the 
Defense Production Act we are achieving the opposite to the objective of the act. 
We are enforcing and continuing the disproportionate and abnormal conditions 
with regard to the importation of cheese which arose during the advent of the 
last war. 

In addition to the fact that American business is being destroyed by section 104 
of the act, we would like to point out that this country has actively encouraged 
these European countries, which are our friends and allies, to increase their 
production, and have held out glowing promises to them of an opportunity to 
stabilize themselves instead of subsisting continuously on a United States dole. 
We are now cutting off one of their main sources for earning American dollars. 

We have but recently concluded trade agreements with the various cheese- 
producing countries, and the adoption of this section of the act is a slap in the 
face to the countries with whom we have concluded these agreements. The 
Secretary of Agriculture and the Secretary of State have already pointed out to 
you that, if these countries retaliate because of the injury to their trade, the 
effect on our own agricultural exports will be quite serious. Canada buys fruits 
and vegetables from us many times the value of the cheese they have been selling 
here. France is an important buyer’ of American citrus fruit and tobacco. 
Switzerland buys much more of our agricultural products than we buy of hers. 
In any such exchange of retaliatory curbs on foreign trade, the farmer will be the 
greater loser. Italy, as we all know, is particularly a place which the Kremlin 
will not overlook as a place of opportunity for propaganda against the United 
States, and Italy subsists largely on their cheese exports. . 

In conclusion, we submit that there is no need to impose on American business 
the restrictions contained in section 104 of the Defense Production Act. We 
have shown the facts with reference to cheese because that is the product with 
which we are particularly concerned. However, the general principle applies 
with reference to all products. 

I recommend a repeal of section 104 of the Defense Production Act. 
* 
Ratio of cheese imports to United States production and consumption 


[1,000 Pounds} 


Imports as expressed 
in percent of 











United | Notel-eos 
Year States Export Net Import eee 
| j sumption . 
production Con- . 
Produc- 
. sump- tion 
tion 
1931 - 491, 963 1, 673 490, 290 61, 991 552, 281 11.2 12.6 
1932 i 483, 878 1, 408 482, 470 55, 623 537, 093 10.4 11,5 
1933 i . 453, 055 1, 281 451, 774 48, 307 500, 171 9.7 10.7 
1934 ; 579, 013 1,377 577, 636 47, 533 625, 169 7.6 8.2 
1935 eae 620, 371 1, 151 619, 580 48, 933 668, 513 7.3 7.9 
1936 Pe fe 641, 554 | 1, 136 640, 418 59, 849 700, 8.6 9.3 
1937__- : 648, 825 | 1, 156 647, 629 60, 650 708, : 8.6 9.3 
1938 i 725, ; 1, 481 723, 844 54, 432 7.0 7.6 
1939 ; Ss eS 708, ! | 1, 480 | 707, 020 49, 071 7.7 8.3 
1940 . ac 785, 490 | 2, 256 | 32, 625 4.0 4.1 
1941 : 956, 161 91, 942 | 20, 013 2.3 2.1 
1942 | 1,121,314 305, 019 | 24, 218 2.9 2.2 
1943 : 993, 294 | 157, 743 | ‘ 25, 385 S60, 75 2.9 2. 5 
1944 ; | 1,017, 206 297, 003 7 ‘ 9, 045 729, 248 1.2 9 
1945 } 1,116,772 194, 323 | 922, 449 8, 300 930, 749 9 7 
1946 1, 106, 347 186, 672 919, 668 20, 820 940, 488 2:2 1.9 
1947 1, 182, 946 | 177, 461 1, 005, 485 8, 671 1, 014, 136 9 7 
1948 1, 094, 4: 95, 592 998, 833 23, 557 1, 022, 390 2.3 ae 
1949 .| 1,191,775 93, 921 1, 097, 854 32, 013 1, 130, 000 2.8 ae 
1950 1, 171, 82: 54, 690 1, 117, 135 56, 189 1, 173, 324 18 4.8 
January-May 1951_. 466. 9 care 24, 873 5. 6 
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CONCLUSIONS 


1. Average percent imports of cheese compared to domestic production and 
consumption for years 1931-39, last normal representative period, is 9.4 and 8.7 
percent, respectively. 

2. Based upon domestic production of 1,171,825,000 pounds and domestic 
consumption of 1,173,324,000 pounds during the year 1950, the proper ratio of 
imports based upon the said average for the years 1931-39 would be 110,074,000 

unds. 

3. 1950 cheese imports were only about one-half of the normal proportionate 
amount based upon domestic production and consumption. 

4. The average of cheese imports for the years 1948-50 is 37,297,000 pounds, 
which is only about one-third of the normal proportionate amount of domestic 
cheese consumption and production, or only about 3 percent of domestic produc- 
tion and consumption. 





United States) United States! United States, United States 
milk produc- | cheese manu-|} cheese ex- cheese im- 
| tion on farms facture ports ports 


i 


Million Thousand Thousand Thousand 
pounds pounds | pounds pounds 
103, 029 491, 963 1, 673 61, 991 
103, 810 483, 878 1, 408 55, 623 
104, 762 543, 055 1, 281 48, 397 
101, 621 579, 013 1,377 47, 533 
101, 205 620, 731 1, 152 48, 933 
102, 410 641, 554 1, 136 
101, 908 648, 825 1, 156 
105, 807 725, 325 1, 481 
106, 792 708, 527 
109, 502 785, 490 
115, 268 956, 161 
118, 884 1, 112,314 
117, 785 993, 204 
117, 992 1, 017, 206 
121, 504 | 1, 116, 772 | 
119, 713 1, 106, 347 
119, 065 1, 182, 946 
115, 527 1, 094, 425 
119, 136 1, 192, 775 











ec 
1l-month period, July 1, 1950, to May 1, 1951___| 
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United States cheese imports for consumption by variety, 1938 to date 



















































































ry [Quantities in 1,000 pounds] 
y | | 
y Swiss 4 
Blue in Edam | Goyain Z a 
Period ane e| oar original | Cheddar} and original — I lott O- | Reggiano 
__ | ton” tion | I loaves Gouda | loaves Pear | 
a | | 
Se Eee ast «ised 
" 1938... am 9, 904 3, 414 | 3,377 1,818 QE nen cnn<e 15,110 (4) 21, 587 
1939.......| 10, 558 3,583 | 3, 264 6, 352 BM Chas diiron ee 13,202) (1) | 22,436 
3 1940....--- --| 4, 195 1,600} 1,650 636 Sto... 11,310] = (1) 21,716 
1941__- 479 626 1, 695 332 713 33 1109 (@) 2 867 
1GGaske<s } 45 178 | 291 6, 832 560 107 eee | 724 
1943..-...- 32 | 981 | 618 66 2, 155 81 AG caecusak) 787 
1944......-. 129 919 | 290 | 60 1, 154 (3) ee Mel sk ihn wre 171 
| 1945..-. 43 | 19 | 17 343 ieee. ci<-.- 1, 062 | 2 | 1, 709 
1946_....-. 6 | 533 | 1 20 DE iiiwidnecasd Bee Tae ecsns | 2, 403 
1947_... 482 | 284 | 1 21 Ep cwtls ans PE aieeiat | 626 
1948..c--.0). 2,307 | * 2,681 77 11 833 8 566 6 926 
1949... | 8 777| 1,684] 1,301 3, 136 906 (3) 936 38 1, 369 
1950. -| 6, 923 | 1, 489 | 3, 492 13, 293 Be teciene 1, 207 | 53 1, 482 
1951 (Jan- | 
: uary- | | | 
s May)---| 2, 876 | 747 | 2, 721 | 6, 135 i tein ies 25 16 551 
; | | | | | i 
| | | | | 
| Roque- . | Sheep’s 
| : Sbrinz in ; 
R oo fort in soe milk Other | Total, all 
Period | Pamesan | Romano | Pecorino original —— cheese for} cheese | cheese 
loaves ves | grating | 
| | | | 
Rl es a | (3) | 415,517 (4) re Rect and a ail 
MRiereede tc csoce esata | 416,056 (4) I Bsa ok Bano chee 7,740 | 59, 070 
‘ acitbanaknss ceiek Oe? Pe ME Rw |----------| 7,108 | 32, 625 
Re (@) | 46,876 OG ee 669 |..........| 7,614] 20,013 
a RR guess. aiteohntes | 30 | 5, 994 Dives ancwacees 6, 564 |. alel 2, 696 | 24, 218 
; ee ena | 34; 8,143 WP Recckucce 8,939 |____- 1,460 | 25,385 
ca SO6k. 2/.... ieee Ea es noel. a ie ali 1, 289 | : Lee 9, 045 
4 a I 52 } 461 | 50 | (3) 384 |_- 2, 294 | 8, 300 
a Pek einkteacas cea (3) | 13,029 627 297 1, 647 |. aaa 1, 085 20, 820 
ae ies cotideei ts ahs iano dae | (3) | 3, 468 1,378 408 iis dcmernecd 729 | 8, 671 
a BR eh daca ces neces | 21) 8,496 4, 459 852 915 |_-- -<ui «=. 900 1 28, 667 
a Poittbocek owed aee | 13 7, 982 3, 336 1, 394 Ree tewee ; 3, 116 | 32, 013 
a 1950. - 79 5, 369 2, 445 1, 641 1, 518 9, 503 | 3, 939 | 56, 189 
Cs 1951 (January- May). | 34 | 1, 604 | 108 | 694 648 3, 882 | 1, 641 24, 873 
a anibiasbategin ba ciccasiien tastiest ees = 
ae 1 Include Provolette. 
= * Include Parmesan. 
bs § Less than 500 pounds. 
: ‘ Include Pecorino. 
> Compiled from reports of the U. 8. Department of Commerce for years 1938-43, and from Foreign Agri. 
$ cultural Trade, U. S. Department ot Agriculture, Office of Foreign Agricultural Relations, for 1944—50- 


1951 figures preliminary. 
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Cheese manufacture in the United States 
[Quantities in 1,000 pounds] 


— | 
Brick 


American 
and | Lim- } All All 


Period | | Swiss 


} 
Total 


milk | skim | | 


| 
Whole | Part. | Muez.- | burger | | mold | Italian | other | 
| 


1931 .-.| 374, 648.| 3,108 | 28, 234 | 35, 5 33, 637 ..----| 3,493 | 4,851 491, 963 
1932. ..---| 370, 743 | 3,319 | 25, 533 | 36, 97: 7,897 | 31, 608 | --| 3,755 | 4,010 483, 878 
1933 ..-} 408,631 | 6,338 | , 287 | 36, 057 | 9 | 33,438 |........| 4,759 | 4,076 543, 055 
1934 ‘ --| 435,491 | 5,550 | , 449 | 38, 447 | 40, 458 | ---| 5,517 | 4,676 | 579,013 
1935 --| 468, 999 5, 564 | 42,622 | 37,522 | 9,535 | 38,971 | --| 10,628 | 5,890 | 620,731 
1936 ..---| 487, 576 | 794 , 078 | 38,081 | 11,982 , 448 |_.......] 11,361 | 7,234 | 641, 554 
1937 _...--| 492, 041 | 744 , 504 | 35,643 | 8, 16! 3, 987 --| 13,520 | 9,171 | 648, 825 
1938 560, 542 | 825 | 43, 084 | 34,995 | ‘ . 056 --| 16,461 | 11,055 725, 325 
1939 | 537, 298 247 | 42,631 | 34,969 | 8,¢ 7,961 | --| 20,509 | 11,941 | 708, 527 
1940 . | 602, 790 890 | 48,659 | 34,328 , if , 183 |. ---| 25,002 | 11,440 | 785, 490 
1941 | 753, 122 | 139 | 55,962 | 32,066 | 8, 50, 012 -.| 34,363 | 18, 409 956, 161 
1942... _- .--| 916, 850°} 759 | 52,561 | 28, 798 | | 47, 554 | ..| 34,916 | 19, 435 112, 314 
1943 | 765, 089 670 | 45,626 | 27,978 5 , 451 | 28,036 | 43,003 | 21,788 | 993, 204 
1944 248 45, 571 | 27,435 | 7,510 | 60,440 | 6,835 | 41,721 | 20,659 | 1,017,206 
1945 098 | 50,065 | 14,756 | 8,777 | 66,912 | 9,828 | 64,628 | 25,627 | 1, 116,772 
1946 696 | 55,695 | 17,678 | 9, 548 . 803 | 12,451 | 75,388 | 52,824 | 1, 106,347 
1947 906 | 71,612 | 26,533 | 7,753 | 66,503 | 10,580 | 38,100 | 24,241 | 1, 182, 946 
1948 987 | 70,665 | 26,506 | 7,358 | 56,816 | 9, 289 | 43,579 | 25,719 | 1, 098, 366 
1949... 35, 018 | 771 | 81,043 | 30,376 | 7,180 | 58,495 | 8,141 | 55,127 | 23,860 | 1, 200,011 
1950. __- ; (©) | 100,180 | 32,265 | 7,910 | 63,250 | 7,050 | 58,680 | 24,640 | 1,171, 825 
1951 (January 

May) : (8) | 40,180 | 12,950 | 2,850 | 32,180 | 2,620 | 24,710 | 9,000 | 462,615 
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! Neufchatel cheese included for 1943 and following years. 
2 Prior to 1943 included in ‘‘All other varieties.’’ 
3 Included in *‘All other.”’ 


Compiled from reports of the U. S, Department of Agriculture. 


[From the Cheese Reporter, August 31, 1951] 
Swiss CenrTerR Suips First ITALIAN CHEESE 


Monroer, Wis.—This “‘Swiss Cheese Capital of the U. S. A.” has made its first 
carload shipment of Italian-type cheese manufactured in Green County. The 
shipment went to the eastern markets which center around Philadelphia. 

The cheese was made at Brodhead at the Goldenrod Creamery Co., where 
Virginio Boceotti, Sr., native of Italy, is the head cheesemaker. 

The cheese was cured here at the Leland L. Lamboley Warehouse, where special 
humidity and temperature controls have been provided. 

The cheese shipment was of a Romano type, a hard-grating cheese, weighing 
approximately 22 pounds and shaped similar to a daisy in American cheese. It is 
grated and used in spaghetti, soups and general seasoning. 

“There’s too much flavor to eat it like an ordinary cheese,’”’ said Bocecotti, who 
has been a manufacturer of Italian cheeses for more than 35 years, both in Italy 
and America. 

At present Goldenrod is making three kinds of Italian cheese, the Romano type 
shipped vesterday, a Parmesan type, also a grating cheese, weighing 20 pounds, and 
a full cream Romano used for eating more than grating. 


{From the New York Times, August 27, 1951] 


News or Foop—Ovur Do.uuars Arp CHEESE INDUSTRY OVERSEAS THEN OUR 
Quota System Buiocks THE SALES 


(By Jane Nickerson) 


Apropos our mention the other day of some fine new cheeses from France, an 
alert epicure and good citizen reminded us sadly that under the recently established 
quota system on cheese imports, shipments from abroad had been sharply cut. 

Martin A. Fromer, counsel to the Cheese Importers Association of America, 
agreed with our reader that supplies of imported cheeses would be much smaller 
as a result of the quotas, announced by the Department of Agriculture on August 
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9. He said that the first quarter of this year, before restrictions were imposed, 
19,000,000 pounds @me in from foreign sources. But in the final quarter, he 
notes, only 9,300,000 pounds will be permitted, or less than half of what was 
entered in January, February, and March. 

Defense Order No. 3, which controls cheese imports, is a severe whack at 
western Europe, Mr. Fromer emphasized, Italy, France, Denmark, the Nether- 
lands and Switzerland are being forced by it to reduce exports to this country of a 
commodity that had brought them valuable dollars and helped to rebuild them 
economically and psychologically. 

Mr. Fromer said that the Agriculture Department was closing the door to 
foreign cheese, thus withdrawing a stimulus to their production, while our foreign- 
aid program was aiding and promoting economic output abroad. Two branches 
of the Government are working in contrary directions, he remarked. 


DANES BEWILDERED 


Ib Pedersen of the Denmark Cheese Association said: 

“T was in Denmark last month while this whole thing was brewing over here. 
Danes are bewildered by the new order. Marshall-plan dollars have been used 
in reviving our cheese industry, a leading one in the country. But now America 
will not buy what it has helped the Danes to produce. Frankly, much of the 
Danish economy is at stake.” 

Denmark is particularly hard hit by the new order, which was brought about 
through pressure by domestic cheese manufacturers. It has little else with which 
to acquire dollars but its cheese. 

“During the first 4 months of this vear.”” Mr. Pedersen said, ‘3,400,000 pounds 
of blue cheese were imported from Denmark. But during the balance of 1951, 
only 720,000 pounds will be admitted. Denmark, which has been geared to a big 
output, has been suddenly told it can only ship to the United States 20 percent of 
the blue cheese it expected to.” 

He reminded as of a luncheon in Copenhagen last February for American food 
writers at the home of the American Ambassador to Denmark, Mrs. Eugene 
Anderson. On that occasion an American, George L. Peterson, of the Copen- 
hagen office of the Economic Cooperation Administration, stressed to the guests 
that blue cheese was a particularly sound product for Denmark to export to 
America. He said it helped fill the increasing demand for cheese in the United 
States without at the same time offering serious competition to an American pro- 
duct made in volume. 

FAVORITE TYPES HIT 


Whereas, Denmark’s chief cheese export is the blue, that of Switzerland is its 
Swiss, that of France its Roquefort and that of Italy its Romano (hard variety, 
used for grating). 

The Switzerland Swiss Cheese Association said that in the last 5 months of 
1950, 2,746,000 pounds of Swiss were received here. But in the same period this 
year that amount will be reduced to not more than 1,800,000 pounds. 

From the Roquefort Cheese Association came the news that the quota system 
would mean that total Roquefort imports this year would be 25 percent less than 
last and more than 50 percent less than prewar (1939). John J. McAndrew of 
the association reported that the French were perplexed and shocked by the 
Agriculture Department’s move, which seems in variance with what they under- 
stood was our foreign policy. 

As has been pointed out here before, imports have been taking up a much 
smaller proportion of total cheese consumption than they used to, a fact that 
makes it all the harder to understand the new legislation. 

Last year 56,000,000 pounds of cheese were imported and 1,000,000,000 pounds 
produced in this country, as against imports of 59,000,000 in 1938 and a domestie 
output of 700,000,000 pounds. Not only that, but per capita consumptidn has 
risen from approximately 4.4 pounds just before the war to the current rate 
of 7.5 pounds. It would seem that in consideration of our growing national 
appetite, the more cheese the better. 


POTATO CROP IS SMALL 
This is the first year sincé 1943 that potatoes have not been under Government 


price support. As a result the crop is the smallest in a decade, and the acreage 
the lowest since 1871. 
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Nevertheless there will be plenty of potatoes to go round. The removal of 
price support has done away with a surplus that in other seasons has proved 
embarrassing to the Government. As for acreage, growing techniques have so 
advanced that much less land is required; in fact, yield per acre has more than 
doubled since the start of the war 10 years ago. 


[From the Journal of COmmerce, New York, N. Y., July 26, 1951] 


Nine Nations Fear Creese Sate Curs—Express CoNnceRN Over PLAN To 
Restrict Darry Goops Imports 


Wasuinoton, July 25 (AP).—Nine or more nations have expressed concern 
over legislation up for final action im Congress to restrict imports of cheese and 
other dairy products. 

The legislation, an amendment to the controls bill sponsored by Representative 
Andersen, Republican of Minnesota, would ban all imports of dairy products, 
including cheese, until mid 1953 if these would impair domestic production or 
marketing or disrupt the price-support program. 


FEAR LOSS OF MARKETS 


The State Department offieials said today that foreign countries which now sell 
Blue cheese and other varieties in this country have voiced concern that the 
amendment would cut down or destroy their markets. 

Among the countries making their views known to the State Department are 
France, Italy, Denmark, Switzerland, Norway, the Netherlands, Argentina, 
Canada, and New Zealand. 

Officials said the protesting countries have pointed out that a reduction in their 
sales to the United States would reduce their ability to buy American goods and 
retard their attainment of full recovery. Most currently are receiving United 
States economic and military aid. 


[From the New York World Telegram and Sun, September 1, 1951] 
TRADE BARRIERS 
(By Earl Richert) 


WASHINGTON, September 1.—In the polite language of diplomacy, seven 
friendly nations have told the United States it is not living up to its own preachings 
on removing trade barriers. 

Canada, Italy, Denmark, the Netherlands, New Zealand, Switzerland, and 
France have vigorously protested as a violation of our international trade agree- 
ments our virtual embargo on imports of peanuts, peanut oil, butter and butter 
oil and the sharp limitations on cheese imports. 

The Truman administration agrees with the foreign countries and has sent 
State and Agriculture Department officials to Capitol Hill to ask repeal of the 
law which forces this action. 

This law, a broadening and tightening of a wartime act, was pressured through 
Congress by the dairy bloc as a part of the new Defense Production Act. Pri- 
mary purpose was to keep out imports of foreign butter and cheese which would 
compete with our own products. 

Assistant Secretary of State Willard L. Thorp pointed out before the Senate 
Banking Committee that the Economic Cooperation Administration (Marshall 
plan) has worked vigorously abroad to encourage the production and export of 
many items to the American market, including cheese. 

Now, under the new law, our Government must restrict imports of foreign 
cheese to one-half the rate we imported in 1939. 

This, said Mr. Thorp, means a loss of $2;000,000 a year in dollar earnings for 
Denmark and $1,000,000 for the Netherlands. Italy, he said, will lose about 
$1,000,000 a vear in cheese sales to the United States, and the loss will be heavily 
concentrated in Sardinia, an area already desperately poor and politically un- 
stable. 

He said the restriction on cheese imports alone meant an annual loss of up to 
$20,000,000 for the countries involved. 
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Mr. Thorp said the import restrictions also would result in retaliation by the 
foreign countries against our own agricultural exports. 

Total cheese imports in 1950, he said, amounted to less than 5 percent of total 
domestic production. And the imports which the Secretary of Agriculture now 
has had to shut off—and which means so much to the foreign countries—amount 
to only 1% percent of our own cheese production. 

Clarence J. McCormick, Under Secretary of Agriculture, testified there are pro- 
visions in other laws which would enable the Government to restrict agricultural 
imports whenever they threatened to wreck our own markets. He said that under 
one of these laws import controls were being used on rice and rice products, flax- 
seed and linseed oil—with complete agreement with foreign producing countries. 

He stressed possible retaliation. Canada and Switzerland, he said, buy much 
more of our agricultural products than we buy of theirs. 

“In any exchange of retaliatory curbs on foreign trade,’’ he said, ‘“‘the American 
farmer is apt to be the heaviest loser.’’ 





{From the New York Times, August 13, 1951] 
ALLOCATIONS SCORED BY CHEESE IMPORTERS 


Cheese importers are protesting the license allocation of cheese imports as ‘‘a 
direct contradiction to the administration’s efforts to keep prices at reasonable 
levels.” 

A. D. Van Tassel, president of the Cheese Importers Association of America, 
said yesterday that he had been informed importation of all cheese would be 
limited to five-twelfths of the quantities imported during the base years 1948-50. 

Importations in 1948, he said, were 23,500,000 pounds; in 1949 they were 
32,000,000 pounds, and in 1950 the total was 56,000,000 pounds. 

The average of 37,133,333 pounds over the 3-year period, Mr. Van Tassel said, 
means imports of 15,471,388 pounds this year. 

“Limiting the imports to this quantity,”’ he said in a statement, ‘‘will materially 
curtail the supply of foreign cheeses in this market. Such shortages can only 
tend toward increased prices to the consumer. 

“The imposition of such restrictions on foreign trade hurts those countries our 
Government has been assisting through the Marshall plan. 

“At the same time, such restrictions create shortages of a staple food item 
making for higher prices to the consuming public.” 


[From the New York World-Telegram and Sun, September 10, 1951] 
CHEESE Import Britt Hit sy Commopity BLoc 
(By Earl Richert, Scripps-Howard staff writer) 


Wasuineton, September 11.—Another bout is shaping up in Congress between 
those old rivals—the cotton and dairy interests. 

The dairy group, with the cotton-tobacco bloc largely unaware of the implica- 
tions, won a notable victory 2 months ago when it got Congress to write into the 
controls renewal bill a provision which limited sharply the amount of foreign 
cheese that could be imported. 

Now, Chairman Burnet Maybank of the Senate Banking Committee, who comes 
— cotton-growing South Carolina, has introduced a bill to repeal this 2-month- 
old law. 

Seven foreign countries have protested strongly against the new law, saying it 
was a violation of our trade agreements. 

Secretary of State Dean Acheson, asking for repeal, has said it is harmful to 
national policy. And the Agriculture Department has said it isn’t necessary— 
that the Government has ample authority under other laws to curtail imports if 
the need arises. 

But repeal wouldn’t stand a chance if it weren’t for the concern of the cotton- 
tobacco area lawmakers that nothing be done which might restrict our own sales 
of cotton and tobacco abroad. Both are heavily dependent on foreign sales. 

“If we cut down the amount of cheese we buy from abroad, isn’t it entirely 
logical that the foreign countries involved will restrict their own purchases of 
cotton, tobacco, apples, and citrus fruits?’ goes the State Department argument 
that strikes the most response. 
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Cheese imports have been cut under the new law to one-half the rate we im- 
ported in 1939. The loss in dollar earnings to countries involved is estimated by 
the State Department at from $14,000,000 to $20,000,000 a vear. 

Countries damaged by the cheese restriction are Canada, Italy, Denmark, the 
Netherlands, New Zealand, Switzerland, and France. 

Senator Maybank said in introducing the repeal bill that no hearings were held 
before the Senate and House Banking Committees on the import restriction 
amendment. It was adopted from the floor in both Houses. 

Senator Warren Magnuson (Democrat, Washington) offered it on the Senate 
floor, saying it was identical with the old law on import controls of fats and oils 
which had been in operation for several years. He did not mention that cheese 
was added. He said later he had been in error and that he ‘‘had corrected the 
record.”’ But this was after the Senate had adopted his amendment. 

The fact that cheese import restrictions were included was made clear, however, 
during House debate and the House voted for it overwhelmingly. 

Senator Maybank intends to push his bill and has a chance of getting it through 
if Congress votes changes in the new controls law. But intention of Congress to 
quit on October 1 may delay a show-down until next year. 


{Editorial from the Washington Post, July 25, 1951) 
Env Run on CHEESE 


Those consumers who did not suspect the existence of a cheese bloc in Congress 
will soon have reason to find out about it. They will find out about it to their 
sorrow, unless conferees on the controls bill, who are meeting today, can be 
induced to modify the Andresen amendment. That amendment is a bald effort 
to let the cheese producers have their cake—or, rether, cheese—and eat it, too, 
at the expense of the consumer. It would ban all imports of dairy products, 
including cheese, through June 30, 1953, if such imports would impair domestic 
production or marketing or disrupt the price-support program. 

Listen to Mr. Andresen’s explanation which his colleagues accepted: 

“There are many kinds of cheese which have been imported from foreign coun- 
tries. I want to illustrate what has happened in the case of blue—bleu—cheese. 
Imports of this cheese in 1950 amounted to 3,491,837 pounds. This type of for- 
eign cheese is being sold today in the New York market at a wholesale price from 
39 cents to 43 cents per pound. There are 22 American producers of blue cheese. 
Under prevailing milk prices it costs the American producers at least 50 cents per 
pound to produce blue cheese. American producers of this type of cheese cannot 
long survive if they are forced to meet this foreign competition. It is the inten- 
tion of my amendment to place an embargo against the importation of blue cheese 
or any other type of cheese that is injuring domestic production. It is also the 
intention of my amendment to continue the embargo against butter imports or 
other commodities or products set forth in the amendment.” 

In other words, Mr. Andresen, with the support of the House and Senate, has 
decreed an increase in the price of blue cheese of 7 to 11 or more cents a pound. 
He also has decreed that the consumer who happens to prefer Danish blue or 
French Roquefort cheese will be unable to obtain it. What he does not mention, 
of course, is that the relatively small domestic production of blue and other for- 
eign-type cheese grew up only during the war when imports were cut off; that the 
imports of such cheese still have not equaled prewar; that the dollars which coun- 
tries such as Denmark earn by these exports have a large bearing on their trade 
balances; and that this sort of special interest exclusion flies in the face of the 
Marshall plan and every effort to adjust trade barriers. 

The missing link in all this is the consumer, who seems to have been overlooked 
in the effort to load up a bill supposedly in his interest with all sorts of gimmicks 
favoring small groups. Consumers, of course, are not organized, and the farm 
bloc is. But, if anything will organize consumers, it is the trickery of a bloc which 
on the one hand cries out against ‘‘regimentation,”’ and on the other puts across a 
piece of narrow protectionism that will raise prices in a bill allegedly designed to 
control prices. 
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[From the New York Herald Tribune, September 9, 1951] 


Protests Rise Over Cueese-Import Curss—REeEPEAL OF Derense Act RipER 
TuHovucut LIKELY 


(By Raymond L. Hoadley) 


Mounting protests from American foreign traders and several friendly govern- - 
ments may force Congress to repeal a rider to the recently enacted Defense Pro- 
duction Act. The rider empowers President Truman to restrict imports of cheese 
and other dairy products. 

This last-minute amendment was introduced by Representative August 
Andresen, Republican, Minnesota, during debate on the bill, without benefit of 
notice or consultation with interested trade associations. Acting under the 
sweeping power given the President, the Secretary of Agriculture issued an order 
setting a quota on cheese. The order limits the volume which may be imported 
for the remainder of 1951 to five-twelfths the annual average amount of cheese 
imported by an individual importer in 1948-1950. A similar order sets a quota on 
casein products during the rest of 1951. 

The sweeping amendment gives the Government discretionary power under not 
clearly defined circumstances to restrict until June 30, 1953, the import of cheese 
and other dairy products, olive and other vegetable oils, peanuts, rice, soap and 
similar commodities. 

POWERS FAR EXTENDED 


It extends the Government’s power far beyond the authority granted under the 
Defense Act of 1950. Congress directed that controls be instituted when imports 
of these commodities were found to be interferring seriously with domestic 
production. 

Trade officials maintain that the new quota system will cut cheese imports by 
about 40 percent from the January-May level and 33 percent from the 1950 
total. They point out that imports in 1948 were relatively small, thus lowering 
the average on which future imports are to be based. 

The cheese curb, it is said, will mean an increase of 7 to 11 cents or more a 
pound in the price of blue cheese. Importers take the position that the consumer 
who prefers Danish blue or French Roquefort cheese will be unable to obtain it. 
The Washington Post pointed out editorially that the relatively small production 
of blue and other foreign-type cheese has not equaled prewar volume and that 
the ‘‘dollars which countries such as Denmark earn by these exports have a large 
bearing on their trade balances, and this sort of special exclusion flies in the face 
of the Marshall plan and every effort to adjust trade barriers.’ 
PROTESTS GO TO CONGRESS 
Protests are going to Congress from some of the largest trade groups. The 
National Council of American Importers has a study of the amendment under 
preparation. The American Chamber of Commerce for Trade With Italy has 
condemned it.as ‘‘creating most serious international trade repercussions and to 
all effects contrary to letter and spirit of the Reciprocal Trade Agreements.”’ 
The chamber charges that it is an attempt to ‘‘use arbitrary protective measures 
outside recognized United States tariff processes.”’ 

The Cheese Importers Association has asked the Senate Banking and Curreney 
Committee for an opportunity to present testimony when the committee starts 
consideration September 10 of amendments to the Defense Act. A group from 
this association already has attempted unsuccessfully to persuade the Agriculture 
Department to soften the restrictions. 

Meanwhile, the Canadian Government, in a note to Washington late last week 
said pointedly that the cheese restrictions will cause “immediate damage to 
Canadian-United States trade” and are ‘“‘contrary to the obligations which the 
two Governments have assumed toward one another.’’ The Canadian note added 
that the restrictions will ‘‘nullify’’ the value of certain concessions negotiated 
at the Geneva and Torquay trade conferences. 

Netherlands manufacturers of candy and producers of hams and other products 
who had planned advertising campaigns here are reported so concerned over the 
dairy products rider that they have decided not to go ahead with their programs 
at this time. Dairy products are among Holland’s largest export items. 
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FAVORS REPEAL MOVE 


State Department officials are reported sympathetic to the move to repeal 
the new controls. They believe the measure may occasion retaliatory action 
by foreign nations against our farm exports that would outweigh any benefits 
granted to domestic cheese producers. 

Representative Andresen, in an explanation of his amendment to his House 
colleagues, said that blue-mold imported cheese is sold in New York at 39 to 43 
cents a pound wholesale. There are 22 American producers of blue cheese. 
Under ee milk prices, it costs the American producers at least 50 cents 
a pound to produce blue cheese. 

Representative Andresen added that it is the intention of his amendment to 
“place an embargo against the importation of blue cheese or any other type of 
cheese that is injuring domestic production. It is also the intention to continue 
the embargo against hater imports or other commodities or products set forth 
in the amendment.” 


[From the New York Herald Tribune, September 12, 1951] 


ECA’s DiscomritureE Over CHEESE—RIDER ON CONGRESSIONAL AMENDMENT 
Wrecks 2-YEAR Drive ror DanisH IMPORTS 


By Fred M. Hechinger 


CorpENHAGEN.—Cheese has become a problem in Danish-American relations. 
Particularly Danish blue cheese, a highly commendable commodity, has moved 
into the realm of high international politics. It has caused Marshall pian officiais 
here a severe loss of face and left them with a now apparently long-term headache. 

With the passage of the so-called Andresen act in Washington earlier this year, 
a quota system for the import of Danish cheese to the United States was set up. 
The new ruling has already severely cut import of this item to America, but the 
repercussions now are seen to go far beyond both the Danish dairy interests and 
Denmark as a country. 

The act, sponsored by Representative August H. Andresen, Republican, Min- 
nesota, was tacked as a rider to the defense production act. Although President 
Truman was known to be opposed to this new restriction on international trade, 
which went directly counter to the ECA objectives, he could not veto it without 
killing the important and unrelated law. As a result, Mr. Andresen has probably 
come to be the most unpopular American in this country. It is a stroke of irony 
that the tremendously popular American Ambassador, Mrs. Eugenie Anderson, 
also is from Mr. Andresen’s Minnesota. 

In 1949 ECA officials began to push Danish cheese manufacturers into seriously 
considering the American market. They encouraged long-range promotion cam- 
paigns, assured industry here that the project was worth the initial investment of 
increased advertising, expanded production facilities and, where necessary, of 
conversion to specific packaging and merchandising procedures which the Ameri- 
can market would demand. American officials here admit freely that they re- 
garded the Danish cheese project as a pilot example which, if successful, could be 
used to encourage producers of other commodities and in other countries to move 
toward the stage of economic indenpendence essential after the Marshall plan 
ceases to operate. 

Between 1949 and 1951 “Operation Cheese’’ had progressed from the promotion 
to the production phase. Danish economic observers were proud of their progress. 
The administrative director of one of the large dairy industries spent several 
months in the United States, studied sales and merchandising techniques and 
even rode for days in the driver’s cab of American delivery trucks to get down 
to the fundamentals of the lesson. 

A specific example of the progress tells much of the story. The Otto Monsted 
Co. here sold 25 cases, of about 36 pounds each, to the United States during the 
first quarter of 1950. During the entire year of 1950 its total sale to America 
went up to 725 cases. In July, 1951, alone, the figure was 700 cases. That was 
the last month before the new restrictions, which, incidentally, came just at the 
moment when this concern, like others, had bought an additional plant for making 
blue cheese. 

For Denmark as a whole, cheese export to the United States has now been 
cut by approximately two-thirds, putting matters back to the 1949 level at which 
ECA encouragement began. 
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To the man in the street it is baffling why a giant nation which has helped 
Denmark with unprecedented generosity after the war would impose restrictions 
which cannot much affect the vast American economy, while they mean much 
to this small country of 5,000,000 inhabitants. Danes, who take their parlia- 
mentarianism seriously, furthermore now speak unkindly of a system which per- 
mits unrelated measures to be railroaded through the legislature as riders. 

But both Danish political and economic observers and American officials here 
feel strongly that the importance of the cheese affairs is far more basic, and for 
these reasons: 

American representatives have stressed again and again the importance of 
liberalizing international trade. At numerous conferences they have more or less 
politely scolded Europeans for sticking to national restrictions. They have 
made the United States the spokesman for the principle of free trade relations. 

Danish experts point out that the butter restrictions, which have been con- 
tinuously in effect for close to 30 years, were introduced in the 1920’s when 
American foreign policy was isolationist. They warn that the new restrictions 
open up doubts as to the durability of the new American foreign policy as it is now 
understood in Europe. 

American observers fear that, having put the Danish cheese project in a special 
showcase, they will now meet with greater resistance to similar attempts to en- 
courage more aggressive export tactics elsewhere in Europe. Long-range invest- 
ments, they say, will not come forward readily if the gap between official American 
policy and actual performance, under the influence of special interest groups in 
Congress, is so unpredictable. 

Perhaps most serious, it is felt strongly here and among members of all political 
factions that any sign of American instability in any area tends to weaken the co- 
operative system which rests jointly on ECA and on the North Atlantic Treaty 
Organization. 

Since the most important tie to bind the Atlantic pact nations together is 
confidence among the partners, any action which reflects on the reliability of one 
member, particularly the strongest one, undermines the total strength. A Danish 
and an American economic expert remarked independently that restrictions such 
as those of the Andresen act will cause even the most pro-American members of the 
defensive alliance to fear that some day a similarly unpredictable rider may 
seriously tamper with the military security of their countries. 

Finally, it is pointed out here, the Communists have gleefully exploited the 
affair to their propaganda advantage. Knowing the already strong European 
opposition to American restrictions on east-west trade, they say in effect: ‘“‘The 
Americans won’t let you sell to the east. Now you see, they won’t let you sell to 
the west either.” 

Marshall-plan officials, personally embarrassed because a pet experiment has 
backfired, are painfully aware of the psychological advantage which such fiascoes 
present to the enemy. 


Senator Futsricut. The next witness will be Mr. F. B. Wise. 

I bave a telegram from Mr. David Koestser, executive secretary 
of the Netherlands Chamber of Commerce in the United States for the 
Pacific Coast to be included in the record, and also a letter from the 
Crawford Co., 350 Madison Avenue, New York City, regarding 
section 104, which we will give you for inclusion in the record. 

(The documents referred to follow :) 


San Francisco, Cauir., September 12, 1951. 
FULBRIGHT, SENATE BANKING COMMITTEE, 
Washington, D. C.: 

Board of directors, Netherlands Chamber of Commerce in the United States 
for the Pacific Coast States, protests in the name of its members the Andresen 
amendment to the Defense Production Act, 1951, restricting import of certain 
food products. This abrupt restriction damages the interest of food importers 
and discourages import trade in general consequently influencing unfavorably 
the American Netherlands trade balance. 


Davin Kosstser, Executive Secretary. 
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CrawrForp Co., 
New York, N. Y., September 11, 1951. 


Re Hearings, the Andresen amendment, Defense Production Act. 


Hon. WILLiAM FULBRIGHT, 
Chairman, Subcommittee, United States Senate, 
Washington, D. C. 


Dear SENATOR FULBRIGHT: With reference to the hearings to be held Septem- 
ber 20 to consider the repeal of the amendment to the Defense Production Act 
restricting imports of dairy products which has resulted in the order of the Depart- 
ment of Agriculture DFO 3, and in particular suborder 2 issued August 9 covering 
the licensing of imports of casein and cheese. 

I would like very much to furnish your Committee with facts and figures from 
the point of view of the importer of casein. However, this is most difficult as 
I have been unable to secure any expression from the Department of Agriculture 
as to the thinking in back of suborder 2 licensing and limiting the imports of 
casein from foreign countries. 

Under section 104 of the Defense Production Act as amended by the Eighty- 
first Congress, it appears that the Secretary of Agriculture has authority to limit 
or prohibit the import of certain commodities when they would— 

(a) impair or reduce the domestic production of a commodity or product 
specified in said section 104, below present production levels; 

(b) interfere with the orderly domestic storing and marketing of a com- 
modity or product specified in said section 104; or 

(c) result in an unnecessary burden or expenditure under a Government 
price support program. 

Which one of these reasons the Secretary of Agriculture considers applies 
to casein, I am unable to determine, although I inquired in a letter to the Depart- 
ment of Agriculture on August 21. 


Reason (a) 


It would appear this can be eliminated as from the USDA figures the pro- 
duction of casein in this country for the first 7 months of this year is 11 percent 
above the 1945-49 average, and 27 percent above the 1950 production during 
the same period. 


Reason (b) 

If the Seeretary uses this reason and determines that imported casein is inter- 
fering with the orderly marketing of domestic casein, it can only be based on what 
appears to me to be a rather inconsequential figure. If we look at the figures 
as given by the USDA as of July 31, 1951, we find the following: 

[Pounds] 


1951 1950 


Production, 7 months | 15,730,000 | 12, 430, 000 
Stocks in driers’ hands bath a one re Pieces Kibet ; | 6, 400, 000 | 3, 410, 000 


Indicated sales__- x 5 (appeal pa patito see yo 9, 020, 000 





This would indicate that domestic producers have sold in the first 7 months of 
1951, 310,000 pounds more than they did in the same period of 1950, which is 
some 60 percent of their production, whereas in 1950 their sales were about 73 
percent of their production. If this figure is considered in connection with the 
over-all picture of the industry which used in 1950 an estimated 72,000,000 pounds, 
it amounts to a very small percentage. If the idea of the order is to bring relief 
for this small percentage of casein on hand, the order in no way approaches the 
problem, for it permits imports from August 9 through December 31, 1951, of 
five-twelfths of the imports into this country during the base period of July 1, 
1950, to June 30,1951. The official figures given by the USDA show that during 
this base period 57,490,000 pounds of casein were imported into this country, 
which would mean that the quantity to be licensed for the balance of this year 
would be 23,954,000 pounds. I am enclosing a copy of these imports during the 
base period, and it is interesting to note that the Argentine supplied 78.5 percent 
of our total imports. 
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It is further interesting to note that shipments of casein from the Argentine to 
the United States have dropped off markedly. For the first 8 months of 1951 the 
Argentine shipped to this country a little over 19 million pounds, whereas in the 
first 8 months of 1950 they shipped nearly 28 million pounds. In the month of 
August of this vear only 220,000 pounds were shipped against approximately 
4,500,000 pounds in August of 1950. 


Reason (c) 


It would hardly seem that this reason could prompt the order as the Govern- 
ment does not place casein under the farm support program. As a matter of 
fact, casein has only recently been transferred from the Department of Com- 
merece, where for years it has been considered a chemical, to Agriculture, where 
it is now considered as a dairy product. By some far stretch of the imagination 
it might be reasoned that casein imports result in an unnecessary expenditure 
under the Government price support program for skim-milk powder, as casein is 
made from skim milk. From 100 pounds of skim milk you can make approxi- 
mately 9.9 pounds of skim-milk powder; and from the same amount of skim milk 
you get but 2.7 pounds of casein. So it is roughly figured that to make casein 
profitably you must secure approximately three times the price of skim-milk 
powder. Under the farm-support program the Government purchases spray-milk 
powder until March 31, 1952, at 15 cents per pound. For the maker of casein to 
compete with the powder maker buying skim milk, he should secure around 45 
cents a pound for his casein. This he does not do, for prime grades of domestic 
casein are selling today around 41 cents per pound. Should the casein makers in 
this country produce sufficient quantities of casein to take care of the consumers’ 
requirements, it would take off the market skim milk that would make the equiva- 
lent of approximately 150 million pounds of powder out of a total production in 
1950 of approximately 900 million pounds. But to do this the domestie producer 
must secure around 45 cents per pound for his casein, which I am confident the 
consumer will not pay, and the use of casein would be very greatly reduced, as 
he would go to the cheaper substitutes such as soya bean protein and starches. 
This would mean, of course, that skim milk would go right back into powder 
which is under the Government support program. 

Casein has been, and can be produced in foreign countries, particularly the 
Argentine, at prices the consumers here can afford to pay. In the past 2 years 
there has been a considerable increase in the production of casein in other coun- 
tries, in particular France and Denmark, which has tended to keep prices relatively 
low. 

If it is the intention of this Government to prohibit the importation of casein 
as of January 1, 1952, the foreign-producing countries are, of course, very much 
concerned. If this action is anticipated by them, you can readily under- 
stand that they will put their skim milk to other uses such as cheese or feed. I 
think we should be particularly concerned with our South American friends, for 
due to the reverse seasons, their flush of milk will begin in October, and the casein 
that would normally be imported by the United States the first half of 1952 will 
be made to a great extent during October, November, and December. I feel that 
an expression on the part of this Government as to the policy in 1952 should be 
made so as to prevent this country from being faced with an acute shortage of 
casein next year. 

Please pardon the length of this letter, but I think some of the facts and 
figures given may be of interest to your committee in the consideration of the 
proposed repeal of this amendment. I think you will find that it is the con- 
sensus of opinion among the casein importers and casein manufacturers in this 
country that there is no necessity for the licensing of imports of casein, and that 
the industry should continue unrestricted following the normal flow of business. 

Very truly yours, 
CrAawForp Co., 
FRANK E, CrawForp. 
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(U. S. Department of Agriculture dairy situation, DS-225, August 1951 (released August 30)] 
Imports of casein into United States of America, period July 1, 1950, to June 30, 1951 


Percent Imports ! | 5/12! 
 dicalbiantonatianaien add 


4 18, 381, 000 
1, 280, 000 
887, 000 
773, 000 
713, 000 
603, 000 
488, 000 
236, 000 
215, 000 
156, 000 
70, 000 

59, 000 

26, 000 

24, 000 

23, 000 
aR ES 9, 000 
Venezuela_.....- 7, 000 
South Africa | 13, 000 5, 000 


57, 489, 000 | 23, 955, 000 


1 Accurate to nearest 100 thousand pounds. 
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Unitrep States DEPARTMENT OF AGRICULTURE 
BUREAU OF AGRICULTURAL ECONOMICS 


Washington, D. C., Sept. 4, 1951 


Dry casein, July 1951—estimated production and stocks July 1951 


Production Stocks held by driers at end of month 


} 
Change in 1951 Change in 1951 
Month from | from 


| 1945-49 1963 4. }————_,—____| 19-9 som | 1088 |——————_—_- 


average} average] | 
| 1945-49 | 


1945-49 | 
1950 average 


average 1960 


——} 


| 
| 


Thou- | Thou- | Thou- Thou- | Thou- Thou- | 

sand sand sand Per- sand sand sand Per- Per- 
pounds | pownds | pounds| cent pounds | pownds | pounds! cent cent 
January --...--...- 1, 152 1, 260 1, 200 +4 2, 528 1,325 | 1,575 | +19 
February...-..--..| 1,233 1, 100 1, 365 +11 | 2,448 1, 525 1, 760 | 2 +15 
March__.-- 1, 590 1,500 | 1,840 +16 2,209 | 1,760 | 2,225 | i +26 
April____- euants 2,037 | 2,140} 2,250; +10 { 2,803 | 2,350 | 2, 300 . +40 
....-| 2,851 | 2,350] 3,300 +16 4 3,682 | 2,925 3,945 | 
See cs 3,117 2, 3, 500 +12 4, 090 3, 820 5, 700 
July neti dieaiaiaen 2, 167 , 4 2, 275 +5 3, 410 


Total 14, 147 | 12, 430 [8 730 +11 +27 
| 


| 

















1 Estimated. Subject to revision when the final enumerations are available for 1950. 


Both production and stocks of dry casein were the highest for July in several 
years, the Bureau of Agricultural Economies reports. Dry casein production was 
2,275,000 pounds in July, the highest for the: month since 1947, up 54 percent 
from 1950 and 5 percent from the 5-year average for the month. During the 
first 7 months of 1951, output totaled 15,730,000 pounds, a gain of 27 percent 
from the same months of 1950 and 11 percent from the 5-year average for these 
months. 

At the end of July, manufacturers’ stocks of dry casein at 6,400,000 pounds, 
were the highest for the date since 1945, up 88 percent from a year earlier and 
71 percent from the 5-year average for this period. The seasonal gain in stocks 
during July was the largest quantative increase shown since 1942. Stocks on 
July 31 in past years have ranged from}1,900,000 pounds in 1947 to 15,700,000 
in 1942. 
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According to the Production and Marketing Administration, prices of dry casein 
during late August were unchanged from late July. Domestic dry casein in New 
York City in late August brought 38 to 39 cents per pound for 30 mesh standard 
grade f. o. b. eastern and midwestern plants. These prices compare with 36 to 
39 cents in late July but the 36 cent price was for casein of questionable quality 
and the price for standard quality was 38 to 39 cents. Prices for premium grade 
domestic casein in late August were 41 to 41% cents per pound. In Buenos Aires, 
Argentine casein was quoted at 34% to 35 cents per pound in late August which 
was unchanged from late July. In New York City, Argentine casein was nom- 
inally 39 to 40 cents for best quality 30 mesh acid type in late August. 


[DFO 3 determination August 9, 1951] 
DEPARTMENT OF AGRICULTURE 
PRODUCTION AND MARKETING ADMINISTRATION 
TirLe 32A—NaTIONAL DEFENSE, APPENDIX 


CHAPTER XVI-—-PRODUCTION AND MARKETING ADMINISTRATION, DEPARTMENT OF 
AGRICULTURE 


{Import determination re DFO-3] 


DETERMINATION RELATING TO ImpoRTs UNDER DEFENSE PRODUCTION 
Act 


Pursuant to the authority vested in me by section 104 of the Defense Produc- 
tion Act of 1950, as amended (Pub. Law 774, 81st Cong. as amended), it is hereby 
determined that imports (other than by the Government of the United States) 
into the commerce of the United States of the commodities and products herein- 
after listed, except as herein specified, would with respect to each such com- 
modity or product (a) impair or reduce the domestic production of a commodity 
or product specified in said section 104 below present production levels, (b) in- 
terfere with the orderly domestic storing and marketing of a commodity or 
product specified in said section 104, or (c) result in an unnecessary burden or 
expenditure under a Government price support program. 

Commodities and products subject to the foregoing determination are as 
follows: 

Butter; ! 

Butter oil;? 

Casein or lactarene, and mixtures in chief value thereof, n. s. p. f.; 8 

Cheese; 4 

Flaxseed (linseed) ; 5 

Flaxseed screenings, scalpings, chaff or scourings; ® 

Linseed oil, and combinations and mixtures, in chief value of such oil; 

Skimmed, dried milk (nonfat dried milk solids) ; § 

Peanuts (blanched, roasted, prepared, preserved) ; ® 

Peanuts (shelled, not shelled) ; 1° 

Peanut oil (ground nut oil); " 

Paddy rice; ” 

Uncleaned or brown rice; ® 

Cleaned or milled rice; 4 

Cleaned Patna rice for use in canned soups; 

Rice meal, flour, polish and bran; '® 

Broken rice; ” and 

Rice starch.!8 


~ 





1 Commerce Import Class No. 0044.000. 

? Commerce Import Class No. 1423.200, 

’ Commerce Import Class No. 0943.000. 

* Commerce Import Class Nos. 0045.100 to 0046.990, inclusive. 
' Commerce Import Class No. 2233.000. 

* Commerce Import Class No. 2945.000. 

’ Commerce Import Class No. 2254.000. 

®§ Commerce Import Class No. 0041.100. 

* Commerce Import Class No. 1380.080. 

‘© Commerce Import Class No. 1367.000, 1368.000. 
'! Commerce Import Class No. 1427.000. 

2 Commerce Import Class No. 1051.000. 

‘3S Commerce Import Class No. 1051.100. 

% Commerce Import Class No. 1053.000. 

‘6 Commerce Import Class No. 1054.000. 

‘6 Commerce Import Class No. 1059.100. 
Commerce Import Class No. 1059.200. 

'’ Commerce Import Class No. 2815.100. 
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Importations of the listed commodities and products, subject to Government 
regulation under the following conditions, will not have any of the effects specified 
in section 104 of the Defense Production Act: 

(a) Imports of casein or lactarene and mixtures in chief value thereof, n. s. p. f. 
in a quantity not in excess of the quantity imported during the year July 1, 195 
through June 30, 1951; 

(b) Imports of any type of cheese in a quantity not in excess of the average 
annual imports of such type of cheese during the period January 1, 1948, through 
December 31, 1950; 

(c) Imports of registered or certified flaxseed, peanuts, and rice for planting 
purposes only and in accordance with applicable laws and regulations; 

(d) Imports of flaxseed screenings, scalpings, chaff or scourings primarily for 
stock feed purposes and containing not more than 2 percent (by weight) of whole 
flax kernels and not more than 15 percent (by weight) of whole and broken flax 
kernels; 

(e) Imports of not more than 500 metric tons of rice starch by June 30, 1952, 
for industrial use only, and imports of brewer’s rice; 

(f) Imports of the listed commodities and products under authorizations issued 
under the Agriculture-Import Order (14 F. R. 3701, 4660; 16 F. R. 1118) or 
Defense Food Order No. 3 as originally issued (16 F. R. 6389, 6622) ; 

(g) Imports of the listed commodities and products as samples or gifts or for 
personal use where the value of each consignment or shipment is less than $25.00; 

(h) Imports of such amounts.of the listed commodities and products as may 
be required to avoid unnecessary or unreasonable hardship and as may be required 
to assure equitable treatment for small or new business. 


(See . 704, Pub. Law 774, 8ist Cong., as amended) 
Done at Washington, D. C., this 9th day of August 1951. 


C. J. McCormick, 
Acting Secretary of Agriculture. 


[DFO 3 sub-order 2 August 9, 1951] 
DEPARTMENT OF AGRICULTURE 
PRODUCTION AND MARKETING ADMINISTRATION 
Tirte 82A—NaTIONAL DEFENSE, APPENDIX 


CHAPTER XVI--PRODUCTION AND MARKETING ADMINISTRATION, DEPARTMENT 
OF AGRICULTURE 


[Defense Food Order 3, Sub-Order 2] 
DFO 3—AGRICULTURAL IMPORTS 


SO 2—POLICY STATEMENT RE IMPORT AUTHORIZATIONS FOR CERTAIN DAIRY 
PRODUCTS 


This Sub-order 2, containing a statement of the policies relating to the issuance 
of import authorizations for casein or lactarene, and mixtures in chief value thereof, 
n. s. p. f., and for cheese under Defense Food Order 3, as amended, is hereby 
issued pursuant to the authority vested in me by said Defense Food Order 3, as 
amended. Consultation with industry representatives in the formulation of this 
order has been rendered impractical. It is necessary to make the policies relating 
to issuance to authorizations under Defense Food Order 3, as amended, known to 
the public promptly to facilitate the proper operation of said Defense Food 
Order 3. The same reasons for omitting consultation with industry representa- 
tives with respect to said Order are applicable with respect to this Sub-Order. 
Accordingly, consultation with industry representatives has been omitted. 

Section 1. Policy statement re import authorizations for certain dairy products— 
(a) Casein or lactarene, and mixtures in chief value thereof, n.s.p.f. Umport authori- 
zations will be issued for casein or lactarene, and mixtures in chief value thereof, 
n. s. p. f., as follows: 

(1) Any importer who is desirous of securing import authorization for any such 
product and who imported such product during the base period July 1, 1950 
through June 30, 1951, must submit documentary evidence satisfactory to the 
Director showing imports of such product through customs made in his own name 
as the importer of record during the specified base period. Authorizations will 
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be issued to such an importer, limiting the quantity of the product to be imported 
during the period beginning with the effective date hereof through December 31, 

1951, to an amount not in excess of five-twelfths of the quantity of such product 

he imported during the specified base period. 

(2) Authorizations totaling not in excess of 100,000 pounds will be granted for 
importation of these products prior to December 31, 1951, to small business enter- 
prises which are in the business of importing dairy products other than the one 
for which authorization is desired and which did not import such product during 
the specified base period. The amount authorized for any applicant under this 
paragraph will not exceed 1,000 pounds. 

(3) Import authorizations for these products will be issued to small plants as 
required by section 714 of the Defense Production Act, as amended. 

(4) Authorizations will be issued for the importation of these products which 
were in transit to the United States on the effective date of DFO—-3, Amendment 
1, but amounts so authorized for any importer shall be deducted from the amounts 
of such products authorized for such importer under paragraph (1) or (2). 

(b) Cheese. Import authorizations will be issued for cheese as follows: 

(1) Any importer who is desirous of securing import authorization for any type 
of cheese and who imported such cheese in the three-year base period January 1, 
1948 through December 31, 1950, must submit documentary evidence satisfactory 
to the Director showing imports of such cheese through customs made in his own 
name as the importer of record during the specified base period. Authorizations 
will be issued to such an importer, limiting the quantity of the particular type of 
cheese to be imported during the period beginning with the effective date hereof 
through December 31, 1951, to an amount not in excess of five-twelfths of the 
annual average quantity of such type of cheese he actually imported during the 
the specified base period. 

(2) Authorizations totaling not in excess of 100,000 pounds will be granted for 
importation of cheese prior to December 31, 1951, to small business enterprises 
which are in the business of importing dairy products other than the particular 
type of cheese for which authorization is desired and which did not import such 
cheese during the specified base period. The amount authorized for any applicant 
under this paragraph will not exceed 1,000 pounds. 

(3) Import authorizations for cheese will be issued to small plants as required 
by section 714 of the Defense Production Act, as amended. 

(4) Authorizations will be issued for the importation of cheese which was in 
transit to the United States on the effective date of DFO-3, Amendment 1, but 
amounts so authorized for any importer shall be deducted from amounts of cheese 
authorized for such importer under paragraph (1) or (2). 

(ec) Procedure re applications. Applications for import authorizations for any 
of the products covered by this Sub-order should be filed with the Director, Fats 
and Oils Branch, Production and Marketing Administration, U. 8. Department 
of Agriculture, Washington 25, D. C. The documentary evidence required by 
(a) (1) and (b) (1), respeetively, for casein or lactarene, and mixtures in chief value 
thereof, and for cheese should be submitted as a part of applications for import 
authorization for such products under such paragraphs. The customs entry with 
receipt for duty paid will be accepted as satisfactory evidence. If the customs 
entry and receipt are unavailable, the applicant should submit the consular or 
commercial invoice, his copies of the letters of credit and bills of lading, and his 
cancelled checks covering payments for the products involved. These documents 
will be returned to the applicant. It is also necessary therefore that the applicant 
submit as a part of his application for authorization to import any of these prod- 
ucts under (a) (1) or (b) (1), a summary statement of his importations, during 
the relevant base period specified in (a) (1) or (b) (1), of the particular product 
for which authorization is desired. This statement must show the following for 
each entry: the original customhouse entry number, port of entry, date of entry, 
name of steamer on arrival, and the quantity in net pounds, exclusive of the 
weight of the containers. 

Issued this 9th day of August, 1951, effective August 9, 1951. 

GeorGeE L. PRICHARD, 
Director, Fats and Oils Branch, Production and Marketing Administration. 


Senator Futsriext. Mr. Wise, will you identify yourself for the 
record please? 
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STATEMENT OF F. B. WISE, SECRETARY-TREASURER, NATIONAL 
RENDERERS ASSOCIATION 


Mr. Wise. My name is F. B. Wise. My address is 1424 K Street 
NW., Washington, D. C. 

I have a prepared statement here which I would like to read. It 
would require approximately 5 minutes, and thereafter my time will 
be available to the committee. 

Senator Fu.sricut. Very well. 

Mr. Wise. I represent the National Renderers Association which is 
an organization composed of approximately 275 member companies 
which are largely single, independently operated, establishments pri- 
marily engaged in the production of inedible tallow and grease which 
is extracted from inedible fat-bearing materials obtained from literally 
thousands of farms, ranches, feed lots, meat-packing establishments, 
wholesale slaughterhouses, retail meat shops, and chain stores, hotels, 
restaurants, Government institutions and agencies, and even the 
homes of the Nation (through the household grease salvage program 
sponsored by the Government during World War II). 

Due to the perishable nature of the material, the operations of the 
industry are in most cases very closely supervised and regulated by 
city, county, or State health authorities and it is now a general practice 
that members of the industry be bonded or otherwise licensed to assure 
diligent performance of this special type of assignment. As a matter 
of fact, in the areas where plants of this industry are already in opera- 
tion, it generally follows that the local health requirements prohibit 
removal of such materials by general refuse disposal procedures. 
Moreover, were it not for the existence of these plants, local units of 
government would have to provide for collection and disposal of such 
materials at great additional expense to their taxpayers. Member 
plants of the association will be found in all States of the United States 
except two. 

In recent years the production of tallow and grease has averaged 
about 2 billion pounds annually; this compares favorably in volume 
with the United States annual production of the two other principal 
animal fats, namely, lard and butter. 

Inedible tallow and grease are used primarily in the manufacture of 
soap; in fact, nonsoap uses are very small indeed. I think the ratio is 
about 80-20. 

We urge continuance of the fats and oils import control authority 
as set forth in the 1951 amendments to the Defense Production Act, 
for the following reasons: 

1. We prefer to have available the more positive authority contained 
in the 1951 amendments rather than the general, nebulus requirements 
contained in other sections of the Act. It is said the Secretary of Ag- 
riculture has stated he considers there is ample power in other sections 
of the act and that he will use such authority if necessary. That is 
all very well and good but we have had similar promises from Gov- 
ernment department heads before. I know the members of this 
association—and no doubt many members of this committee—well 
remember the situation late in 1948 when stocks of fats and oils be- 
gan to pile up in this country, yet the Secretary of Commerce would 
not use the export control authority he then had to relieve the trouble. 
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In the end, I believe it was through the action of this very committee 
that the Secretary finally removed the export limitations. 

Senator Futsricut. In this case it was a prevention of export by 
this country, was it not? 

Mr. Wise. Yes, sir. 

Senator Fu.tsricut. That was the difficulty. It was not imports, 
was it? 

Mr. Wise. No, sir. I am using that to illustrate and serve as an 
example that you must tell the department heads pretty specifically 
what they should do. 

Senator FuLsricut. You are just using it as an example of ad- 
ministrative ineptitude, are you not? 

Mr. Wisr. I think that would be a safe statement. 

Senator Dirksen. Probably a more accurate statement would be 
the failure of the administrative authority to act. 

Senator Futsricut. That is right. 

Mr. Wise. I would like to divert from my statement to a document 


i to show that there was really something to it. 

' In other words, in mid-1948 these fats and oils began to pile up and 
14 we made every effort to get something done about it. 

i’ I have here a joint communication sent to Secretary of Commerce 
iq Sawver in October 1948, signed by six meat-packing and livestock- 


processing groups, asking him to take recognition of that situation 
and requesting a meeting with him to discuss our problems. 

I might say that we received no answer from the Secretary. 

Senator Fu.sriaur. I would like to say that I think all the mem- 
bers of this committee are familiar with that because we are very 
interested in the subject. I do not believe you need to take time on 
that subject. There are a lot of other items about your situation that 
I know we would rather know about. 

For example, I would like to know something about how much you 
export of the materials in which you are interested and how much is 
imported and why you need protection. Can you give us some of 
those figures? 

Do you have any tables as to how much exports there are? 

Mr. Wise. Specifically tallow and grease, exports have been at the 
rate of four to five hundred million pounds a year. 

Senator Futsriest. Principally to which countries? 


5 _Mr. Wise. Many South American countries, France, Italy, Bel- 

2 gium., 

i Senator Futsriest. Four hundred million to five hundred million 
pounds. 


4 Mr. Wise. Yes, sir. 
s Senator Futprieat. How much was imported? 

Mr. Wise. I would say, in recent years, imports are negligible. 

Senator Fu.tsrieut. Then why are you so concerned about them 
if they are negligibles? 

Mr. Wise. believe I have covered that in the next point discus- 
sing interchangeability. 

Senator Futsrienrt. All right. 

Mr. Wise. 2. Insofar as possible, we want to keep the barn 
locked before the horse is stolen. In other words, if the Secretary 
of Agriculture has no strong directive from Congress he might at any 


— 
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time by his failure to act get domestic fats and oils producers in a 
spot such as the export situation referred to above. Then it would be 
too late to repair the damage. 

3. Recognizing the high degree of interchangeability of all fats and 
oils, we feel that the looser the import authority the mere fats and oils 
are likely to be permitted to come in. And every pound of imported 
fat or oil thus will produce a greater competitive burden for some 
domestic product. 

Senator Futsricut. If we embargo their imports, why do you think 
they will not retaliate, and thereby you will lose. : ; 

Mr. Wise. That is a possibility. | 

Senator Ives. Why is it not probable that as a producer in France 
in this business, you would do everything to prevent any importation 
from a country that would not accept any of your goods? 

Mr. Wise. Senator Ives, as a practical matter, I do not think that 
would come about because most of these countries are receiving vari- 
ous gifts and loans from this country and I do not believe they would 
take such steps. 

Senator Ives. Your position is that because we are aiding them 
through ECA we have a right to prevent their exporting anything to 
this country in order to get the same money that we are giving them? 

Mr. Wisk. Perhaps it does not amount to that but at least we feel 
we are furnishing them the money to buy our products and at the same 
time letting their goods come in here, competitive articles, and dis- 
place our own materials. 

Senator Ives. Of course, the taxpayers in this country determine the 
money to go to ECA. 

Mr. Wise. That is true. 

Senator Ives. Do you not think it would be well to let the countries 
earn that money rather than give it to them, earn it in legitimate 
business? 

Mr. Wiser. Perhaps it would, but we also feel there are imports 
other than directly competitive materials, in which they can make up 
that differential. 

Senator Ives. They cannot be very competitive. If their importa- 
tion is negligible into this country. 

Senator Frear. You are talking about the importation of inedible 
fats and oils as such and not any competitive product that might be 
manufactured in the United States. 

Mr. Wise. I limited that to tallow and grease alone. 

But I say there are other fats and oils, principally vegetable fats 
and oils, which, because of this principle of interchangeability, have 
an indirect effect. 

Senator Futsricat. Give us an illustration of what you mean there. 

Mr. Wise. I refer to coconut oil principally, Senator. I would also 
include in that, I think, an oil that you are familiar with, soybean oil. 
I realize we are not importing that at the present time, but I believe 
that there would be a probability that we could. 

Now, here is the way this interchangeability works, Senator. 

If soybean oil were brought into this country in large quantities 
it would create larger stocks here and perhaps drive domestic soybean 
prices down somewhat and tend to displace domestically produced 
soybean oil. 
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I understand domestically produced fish oil is a rather active 
competitor of soybean oil in the paint and varnish trade. 

Then, it is not too extreme to consider that those imports of soybean 
oil might drive the fish oil out of the paint and varnish industry back 
into the soap industry and therefore displace tallow and grease 
produced by the members of this organization. 

This should be cause for alarm among all domestic producers of 
such fats and oils as butter, lard, corn, soybeans, peanuts, flax, fish 
oil, and cottonseed. Certainly it is of great concern to us particularly 
because of the fact that the members of this industr y have absolutely 
no control over the number of livestock which will be grown or slaugh- 
tered or over the fat-bearing materials which will result therefrom, 

I might say at this moment there are hearings in the House Ways 
and Means Committee concerning the customs simplification bill. 

I have been advised that a representative of coconut oil importing 
interests will, at that hearing, request repeal of the present processing 
taxes on coconut oil, palm oil, and palm kernel oil. 

Senator Frear. What is the price the renderer is now getting for 
fats and oils in this country? 

Mr. Wise. Tallow and grease produced by the members I represent 
is in the neighborhood of 9 cents to 10 cents a pound, Senator. 

Senator Frear. Is that an increase over several months ago? Was 
it any lower than that? 

Mr. Wise. Yes; it has been lower than that, Senator. 

Senator Frear. What is the average price in the last 5 years? 

Mr. Wiss. I would say probably 12 or 15 cents, Senator. 

Senator Frear. What was your high point, then? 

Mr. Wiss. The high point was 25 cents, I believe, some time in 
1948. We presently have an OPS ceiling of 15 cents per pound. 
However, like so many other commodities, the present market price 
is somewhat below the OPS ceiling. 

Senator Frear. If vour ceiling is 15 cents and it is selling at 8 or 
9 or 10 cents a pound, you would say it was a low price. 

Mr. Wise. Yes, sir. 

4. As legitimate domestic producers of inedible animal fats, we 
are the proverbial “low man on the totem pole’’ in the fats and oils 
field. We have no agricultural programs of any kind for our products 
and the modest legislative protection we were able to secure some 
years ago has been slowly whittled away by our adversaries both in 
Government and out so that now we have almost nothing left. Ata 
time when the newly developed synthetic chemical and petroleum 
detergents are taking over an increasing share of the cleansing material 
market which has historically up to this time required and consumed 
great quantities of domestically produced inedible animal fats, we 
need the continuance of such protection as we have—not a reduction 
of it. 

That concludes my statement, Senator. 

Senator Futprieutr. Thank you very much. 

Are there any questions, Senator Ives? 

Senator ves. No questions. 

Senator FuLsricur. Senator Dirksen. 

Senator Dirksen. No questions. 

Senator FuLtprignut. Senator Frear. 
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Senator Frear. No questions. 
Senator Futsrigut. Thank you very much for coming before the 
committee. 

The next witness will be Mr. Laurence E. Sozzi. 


STATEMENT OF LAURENCE E. SOZZI. AMERICAN CHAMBER OF 
COMMERCE FOR TRADE WITH ITALY, INC, 


Mr. Sozzt. My name is E. Laurence Sozzi and I represent the 
American Chamber of Commerce for Trade With Italy. 

_ Senator Futsrieur. Will you describe briefly what the organization 
is. 

Mr. Sozzr. It is made up of importers and exporters—American 
importers and exporters, who trade with Italy. 

Senator Futsricut. What is the size of your membership? 

Mr. Sozz1. Three hundred and twenty-five. 

Senator Futsricut. Where are most of them located? 

Mr. Sozzrt. On the Atlantic coast, but many of them are also in 
Chicago and San Francisco. 

Senator Futsrieut. They are both exporters and importers? 

Mr. Sozzt. Yes, sir. 

Senator Futsricut. Of all sorts of materials? 

Mr. Sozzr. All sorts of materials. Everything that can be ex- 
ported. We want exports to Italy and naturally we have to foster 
imports of Italian products to the United States. 

Of all the ECA countries, I dare say the one that has given us the 
greatest satisfaction in gratitude and success in the program, is Italy. 
It has always been a rather difficult thing for our association to 
understand why certain departments of our Government work, not in 
cooperation with other departments, but at loggerheads with them. ~ 

We have ECA struggling, and asking for help in all directions, trying 
to get Americans to go to Italy and buy; fostering all kinds of inter- 
ests in Italian products; spending money to increase that trade. 
And then we have other departments of our Government that seem 
to act contrary to that policy. 

I suppose it would be almost impossible to get uniformity of purpose 
but it would be a wonderful thing if we could attain it. 

The President of the United States the other day, speaking before 
the Monetary Fund said the following: 

I am sure that none of the countries who are members of the fund will use the 
present difficulties to justify restrictions on trade which are not actually needed 
to further the program of mutual defense. 

On the same day, the Secretary of Agriculture, Mr. Charles Bran- 
nan, speaking before an audience of farm editors mentioned that the 
high-handed attitude of some farm bloc members was creating a 
retaliatory mood on the part of the urban population. 

Bringing it down to the factor of cheese, which affects Italy con- 
siderably, I would like to amplify the statement made here by my 
good friend Mr. Fromer. 

He mentioned that Italy exported to this country around 36 million 
pounds of cheese in 1948, 1949, and 1950. That is true, but he forgot 
to tell this committee that out of the 36 million pounds, over 30 million 
pounds were made from sheep’s milk. 
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The United States does not milk its sheep. We do not produce 
any cheese from sheep’s milk. Therefore, as the great bulk of Italian 
cheese that is imported to the United States, is a sheep’s milk product 
it is noncompetitive with our domestic production. 

The Department of Agriculture has for many years fostered the 
production of foreign type cheese, and we have watched the progress 
of these substitutes of Italian type cheeses for many of our members 
handle the domestic product as well as the imported. 

There is a distinct difference in price. There is a distinct difference 
in quality. However, the competition is limited to a mere 6 million 
pounds out of the total 36 million. 

There is 30 million pounds of sheep’s milk cheese that cannot be 
produced in the United States. It has been tried in Colorado and in 
Wyoming. It is simply not in the nature of Americans to work so 
hard to obtain the bit of milk that each animal gives every day. When 
you milk a sheep you get less than a pint of milk. Our farmers will 
not be bothered with a thing of that sort. 

You will never be able to get Americans to work at producing cheese 
from sheep’s milk. 

The entire question as to Italian competition boils down to the 6 
million pounds, which compared to the total production of cheese in 
the United States is a fraction, so insignificant as to be hardly worth 
discussing. 

Senator Ives. Mr. Sozzi, could you give us an idea of cost of that 
cheese at retail here in this country? 

Mr. Sozzt. Retail or wholesale? 

Senator Ives. Retail. 

Mr. Sozzi. At retail it is about a dollar and a quarter a pound. 

Senator Ives. Considerably higher than the domestic. 

Mr. Sozzt. Much higher; yes. 

Senator Ives. So there is no question of competition there? 

Mr. Sozz1. There is no question of competition. 

I sell domestic Provoloni for 44 cents and imported Provoloni at 
62 cents a pound today. 

Senator Ives. What is the name of sheep’s milk cheese? 

Mr. Sozzt. It is called Pecorino. 

Now, the statistics of Pecorino are difficult to interpret because 
only lately since the tariff has been reduced on sheep’s milk cheese 
from 25 percent to 17.5 percent is a separation made of Pecorino 
cheese. So there are two listings in the statistical tables; one under 
the name of Romano, which from Italy is all Pecorino; whereas it is 
not Pecorino from South America, and the second figure is Pecorino, 
which represents only the 1950 importations from Italy, or only 
part of the 1950 importations. 

Senator Futsriext. Can you translate that 36 million pounds fot 
our information? Approximately how many dollars? How much 
dollar exchange does Italy get from that in round numbers? 

Mr. Sozz1. You can figure roughly 60 cents a pound. 

Senator Futsricut. It is 60 percent of 36 million? 

Mr. Sozzi. That is right. 

One of the arguments I wanted to present was made by you, 
Senator Fulbright, and it has really taken the steam out of my own 
presentation. I always maintained, and I still believe, that the 
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imported cheeses have acted as a sort of coefficient of our own pro- 
duction of cheeses. 

We produce Cheddar, commonly known as American cheese, 
store cheese, or anything you want. It is rather even in taste. It 
becomes monotonous. 

In the last 10 years the American housewife has learned to serve 
cheese, in variety. I am sure ail of you have attended cocktail 
parties where you get the tray with six, seven, or more varieties of 
cheese. Many of those cheeses are imported. 

It has also increased the per capita consumption of cheese in this 
country and there is still room for increasing that per capita con- 
sumption. 

Senator FuLtsricut. What ‘is the per capita consumption? 

Mr. Sozzr. I have just sent out to have it checked, but I believe it is 
over 15 pounds per capita. 

Senator Futsriert. As against our 7 pounds? 

Mr. Sozz1. That is correct. 

Senator Futsricutr. Do you know what Switzerland is? 

Mr. Sozzi. I am not sure, sir. 

Senator Ives. I think Mr. Fromer said it was 20 pounds. 

Mr. Fromer. I was referring to Switzerland at 20 pounds per 
capita. Mr. Sozzi has been talking about 36 million pounds of cheese. 
That is a total for 3 years, Mr. Sozzi. 

Mr. Sozz1. Yes. The period we are discussing now is the total of 
3 years which has been used as the basis for the import permits figures. 

Senator Futsricut. Then the annual importation is approximately 
one-third of that. 

Mr. Sozzr. It is approximately one-third. 

At the beginning of the period 1948 Italy was still unable to produce 
enough Pecorino cheese, which, incidentally is produced practically all 
for the American market. We have a large population in the United 
States of Italian descent who can afford to pay a price for that cheese. 
The Italian consumer does not have the money to pay for it and they 
do not make a great use of it at home. They try to export the entire 
production. They use the seconds and the discards for themselves. 

If you cut down the importation of cheese, they will have a surplus 
production for which they have no market at all. 

Thirty-six million pounds represents the importations during the 
base period set by the Secretary of Agriculture. You are going to get 
five-twelfths of one-third of that figure, or the average importation 
over the 3-year period. 

Now, the bulk of imports of Italian cheese is brought in in the latter 
part of the year. It is produced in the spring and it takes 8 to 9 
months for it to cure. 

Five-twelfths of 12 million pounds is not going to take care of 
handling the production of 1951. There is going to be a lot of it left 
over. It will have to be carried into January-February of next year, 
whereas normally it would be imported in September, October, and 
November. Those are the glut months of imports. 

Senator Ives. What would be the effect of that reduction on the 
Italian producers of cheese? 

Mr. Sozz1. Well, just now they have produced their cheese. 

Senator Ives. No; I do not mean this year; I mean in the future 
next year. 
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Mr. Sozzt. Definitely, they will have to cut it down 40 percent. 

Senator Ives. Is that going to put them out of business? 

Mr. Sozzt. It will not put them out of business, but it will certainly 
put them behind the eight ball. 

A 40 percent reduction for them just spells ruin. It may not put 
them out of business completely, but it will certainly make it very 
difficult for them to carry on at the pace they were going. 

We had encouraged an increased production. In fact, last vear the 
Department of Agriculture sent experts there to teach them how to do 
it and how to improve their quality and how to improve their sanitary 
conditions. They spent a lot of money and a lot of time teaching 
them how to make a better product. 

Now, if they are not going to be allowed to export, they will have 
that surplus and the only market that they have other than ours is 
Greece, but Greece pays in soft currencies and not dollars. Greece 
can take an additional quantity of cheese, but they cannot pay dollars. 
If they cannot get dollars then the Italian purchases of American 
products will either have to be paid for by another ECA gift, or we 
will have to reduce our exports. 

Senator Futprieutr. What is the export factor to Italy? 

Mr. Sozzt. Six times our imports. 

Senator Futpricut. What do they consist of primarily? 

Mr. Sozzr. Wheat, fats, and oils. 

Senator Futpricutr. What kind of fats and oils? 

Mr. Sozz1. Lard, fatback, and seed oils. 

Senator Fu.sricut. Do you ship cottonseed oil there and import 
the olive oil here? 

Mr. Sozzr. Yes. 

Senator Futsricut. Six times is about the average figure? 

Mr. Sozz1. The value of our agricultural imports is one-sixth the 
value of our agricultural exports. 

Senator FuLsricut. Can you indicate it in a dollar amount approx- 
imately? 

Mr. Sozzr. I am really not prepared to quote any statistics. How- 
ever, that has been the average right along. Imports about 25 million 
dollars; exports 48 million. 

They would buy more if they had more dollars. They simply 
cannot buy any more than that, although there is a constant demand 
that we would have a huge market for a number of things if we could 
get the exchange. However, the exchange is limited and we are 
American exporters and do not want to accept lires. 

Senator Futpricut. You have to have dollars, do you not? 

Mr. Sozz1. We cannot use lires. If we could use lires, we could 
double our exports in 30 days. 

Now, coming to the method that has been adopted by the Secretary 
of Agriculture, the law, as we read it, demanded a certain amount of 
study and investigation. I submit that unless the study was made a 
priori, it must have been done very quickly. Our experience indicates 
that Government departments do not generally act that swiftly. 

We also had instructions as to how to prepare the necessary evi- 
dence to qualify for a quota. If any of you have read the instructions, 
you will find that anv American importer wanting a quota had to 
present original contracts, original checks, original letters of credit, 





3024 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


original orders, and original entries in United States customs, which 
the customs officials refused to give. 

So we came to the Department of Agriculture, explaining that we 
could not get the Treasury to agree to their demands and the system 
was finally simplified. 

However, importers are belabored by all sorts of difficulties. We 
wake up in the morning and we do not know what we are going to do 
in the afternoon. We have to contend with customs, the Food and 
Drug Administration, and the Department of Agriculture. Rules are 
changed during the game and it is not quite fair. I think we should 
have a little more notice. 

I think the legislation that was passed was entirely too drastic 
and uncalled for. 

I say “uncalled for’ because every argument in favor was based 
on blue cheese. Blue cheese was held up as the horrible example. 
It was; no question. It was a good example. However, blue cheese 
is a small matter, the tail wagging the dog. In the economy of a 
Nation like the United States, it is very, very, insignificant. 

It may be very important to. Minnesota and it may be very impor- 
tant to Wisconsin, but the Congress represents the United States 
and looking at it from a national viewpoint it is very unimportant. 

Furthermore, if there is any item of import that is so competitive 
that it becomes ruinous to a domestic producer, there is a very orderly 
way of adjusting it. We have our antidumping laws. Why not 
apply those? 

Again much has been said about the importation of blue cheese 
as being so competitive. Why has nothing been said about the 
importation of Cheddar from New Zealand? Cheddar from New 
Zealand is much more dangerous than blue cheese from Denmark, 
and benefits only one large corporation. 

You might say, ‘‘You are interested in Italian trade. Why do 
you bring this in?”’ I am merely using it as an example. 

Cheddar can be used to make process cheese. Cheddar has been 
brought in at a price below your subsidy figure. The foreign product 
loses its identity and becomes a domestic product, subject to the 
benefits of subsidy. It is much more competitive with domestic 
product and much more difficult to skim than blue cheese. 

I submit that for your consideration. 

There is also a certain amount of right on the part of a large group 
of American consumers who want and desire to purchase foreign 
cheeses. 

I do not see the justice of penalizing them all the time. . They are 
already penalized by having to pay a substantial amount of duty. 
They are penalized on the price. The original cost of foreign cheese 
is higher and it does seem unfair to the ultimate consumer not to give 
him that choice of variety that he desires. 

Besides, as we are dedicated to freeing trade and I would very much 
like to see you support abolition of this present restriction. 

There has been some talk to the effect that foreign countries may 
adopt retaliatory measures. That is an argument that may be 
applied, but I doubt whether they are in a position to—they may 
feel they would like to retaliate, but I do not think they are in a 
position todo so. It may create resentment, but I am of the opinion 
that real retaliatory measures will not be adopted abroad. 
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Senator Futsricut. It may not be retaliatory. That may be the 
wrong way to put it. The fact is, if the foreign exchange they would 
get from this country is cut off, they would have no alternative but to 
cut down on their importation of American agricultural products, 
unless the ECA gives it to them. 

Mr. Sozz1. That is correct. I subscribe to it 100 percent. 

Senator FuLsricut. It comes out to the same end, that the imports 
will have to be reduced unless you want to give it to them. Is that 
not true? 

Mr. Sozz1. That is correct, sir. 

Our chamber is perfectly willing to subscribe to any form of regu- 
lation that gives normal, fair competition, but we do not like to see 
laws created in a form that would create monopoly for the benefit 
of a few and that will hurt the many. 

Senator Futsricut. Do you know how many producers in this 
country produce blue cheese? 

Mr. Sozzt. About 20,1 presume. I am not sure. 

Senator Fuisrieur. Are they located principally in Minnesota 
and Wisconsin? 

Mr. Sozz1. That is correct. I believe there is one in Illinois of a 
certain importance. 

Senator Futpricut. Do you have any questions, Senator Ives? 

Senator Ives. I am sure it should be pointed out, and I am sure 
our good friend would agree, that the problem of milk surplus is a 
national problem and not a local problem. If New York has more milk 
than it can dispose of in one way or another, the milk industry lands in a 
predicament where that much more support has to be given them. 

Consequently, where the blue cheese industry may be particularly 
settled in Minnesota and Wisconsin, that fact does not mean that 
milk producers of Minnesota and Wisconsin are the only ones affected 
by surplus milk. 

Mr. Sozz1. But would it not be wiser to try to increase the con- 
sumption? 

Senator Ives. I agree with that. I have had a little to do with 
this situation legislatively in New York. That was one of the chief 
things we tried to do. You will remember the campaigns we put on 
at one time or another to encourage people to drink more fluid milk. 

Mr. Sozzt. As long as we are discussing cheese, Senator, I have a 
bone to pick. We have a habit in the United States of copying foreign 
cheeses. We try to sell New York State Camembert. Well, it is 
not Camembert. 

We try to sell Provoloni from Wisconsin. It is not Provoloni, and 
so on. 

We use the foreign names to designate our own products. I think 
one of the finest cheeses in the world is Herkimer cheese. Why is 
not that word ‘‘Herkimer’’ popularized? 

Senator Ives. In other words, why do we not use our domestic 
names? 

Mr. Sozat. Yes. I think we could find markets abroad for our 
Herkimer cheese. 

Senator Ives. I presume we could. We produce pretty good 
Cheddar in this country, too, in some places. 

Mr. Sozzi. Yes, sir. 
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Senator Ives. It seems to me also that a great deal could be done 
in bringing over cheese makers to this country. I am sure the wages 
paid here in the United States are superior to those wages abroad. 

Mr. Sozzr. Can you get the State Department to give you per- 
mission? 

Senator Ives. Well, I am not sure about that. I am not talking 
about the State Department. I think you and Mr. Fromer have 
indicated some of the difficulties we have in administration at times, 
but I am just indicating in general what seemed to me to be some of 
the answers to this problem, aside from the fact that there should be 
restrictions place on the import. I do not think the factor of restrict- 
ing imports is necessarily the only answer at all. There are other 
answers to it as well. I think vou will agree with me. 

Mr. Sozz1. 1 do. I hope that the Senators will remember that 
importers are also anxious to earn a living. 

Senator Ives. You are an exporter too, are you not? 

Mr. Sozzt. Yes, sir. 

Senator Ives. Do you export cheese? 

Mr. Sozzr. I export some cheese. 

Senator cemarl mean does your organization export cheese? 

Mr. Sozzat. Yes. 

Senator Ives. Do you export a sizable amount of cheese? 

Mr. Sozzt. Well, we have. 

Senator Ives. How does it compare in America to the amount 
you people are importing? 

Mr. Sozzr1. To Italy, it is not as great; no. 

Senator Ives. Your business is entirely restricted to Italy? 

Mr. Sozzi. Yes, sir. 

Senator Ives. I gathered that from the title of your organization. 

Mr. Sozzt. We have exported some Cheddar to Italy, but it is 
nowhere near the figure of the imports of cheese from Italy, but the 
total agricultural exports to Italy are six times larger than the imports 
of agricultural products from Italy. 

Senator Ives. That is over-all? 

Mr. Sozzr. Over-all. 

Senator FuLsricutr. Senator Dirksen. 

Senator Dirksen. No questions. 

Senator Futsricut. Do you have anything further to say? 

Mr. Sozzt. I have nothing further to say except to thank you. 

Senator Futsricut. Thank you very much, Mr. Sozzi. Your 
testimony has been very enlightening. 

(The prepared statement of Mr. Sozzi follows:) 


STATEMENT OF LAURENCE FE. Sozzt1, AMERICAN CHAMBER OF COMMERCE FOR 
TrapvE Witu Iraty, Inc. 


We are grateful to this subcommittee for the opportunity to present our argu- 
ments as to why we are in favor of the proposal to eliminate cheese from fats 
and oils import controls, which were included for the first time in the Defense 
Production Act Amendments of 1951 that became law on July 31. 

There are several reasons why we believe this amendment was ill-advised, the 
principal ones being contained in statements issued repeatedly by the highest 
authority in our Government and published in the press as late as this morning, 
Tuesday, September 11, 1951. Speaking before the Monetary Fund, the Presi- 
dent of the United States has been reported to have said, “‘I am sure therefore 
that none of the countries which are members of the fund will use the present 
difficulties to justify restrictions on trade which are not actually needed to further 
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the program of mutual defense.’’ The above is reported in the New York Times, 
and the same paper carried a statement from the Secretary of Agriculture, Charles 
F. Brannan who, speaking before an audience of farm editors, mentioned that the 
high-handed attitude of some farm bloc members was creating a retaliatory 
mood on the part of the urban population. 

An amendment so sweeping in its effect as 8. 1b4 of the Defense Production 
Act Amendments of 1951 which is now under discussion and which was intro- 
duced without benefit of notice or consultation with interested citizens, takes on 
a connotation of impropriety and creates resentment and discord at a time when 
the country needs unit so much. 

There is also a suspicion left in the minds of some in the trade that certain 
statements attributed by the Washington Post on July 25 to Congressman 
Andresen, the proponent of the amendment, were made with tongue in cheek 
because, the facts are that the so-called frightening quantity of blue-mold cheese, 
to wit, 3,491,837 pounds imported represents less than one-third of 1 percent of 
our total domestic consumption. 

We quote from the Washington Post as follows: 

“There are many kinds of cheese which have been imported from foreig: 
countries. I want to illustrate what has happened in the case of blue-mold 
cheese. Imports of this cheese in 1950 amounted to 3,491,837 pounds. This 
type of foreign cheese is being sold today in the New York market at a wholesale 
price from 39 to 43 cents per pound. There are 22 American producers of blue 
cheese. Under prevailing milk prices it costs the American producers at least 
50 cents per pound to produce blue cheese. American producers of this type of 
cheese cannot long survive if they are forced to meet this foreign competition. 
It is the intention of my amendment to place an embargo against the importation 
of blue cheese or any other type of cheese that is injuring domestic production, 
It is also the intention of my amendment to continue the embargo against butter 
imports or other commodities or products set forth in the amendment.” 

Nothing was said by the honorable gentleman of the importation from New 
Zealand of huge quantities of Cheddar. He expressed no criticism on the impor- 
tation of a product that is directly competitive and interchangeable with our 
domestic Cheddar. Thus, the huge quantity imported by the large American 
cheese corporations for the manufacture of the so-called cheese spreads foisted 
on the American consumer as an American product, is in fact a foreign product 
purchased at low prices and resold in processed form—at times to the Government 
itself under the price-support program. 

Some consideration should also be given to the rights of Americans who earn 
their livelihood in the import business. The importer performs the very necessary 
service of creating enough dollar balances abroad to permit the foreigner to 
purchase our farm surpluses, cotton, tobacco, wheat, corn, fresh fruit, coal, oil, 
iron and steel, to mention a few. However, when any problems arise affecting 
the welfare of importers, and when they react in defense of their legitimate 
interests, there is immediately raised a hue and cry, and the finger of suspicion 
is pointed at them as if they are undesirable and even disloyal citizens. Yet a 
thoughtful analysis of the situation will show that the total volume of trade that 
importers reach compared to the national figure is a pathetically small fraction. 
Yet that small fraction represents the difference between prosperity and depres- 
sion for us as well as for our foreign friends. 

Domestic manufacturers of certain varieties of cheese, frequently striving 
hopelessly to imitate the original imported type, habitually refer to the ruthless 
competition from abroad. It apparently never occurs to them that they are 
engaged in an operation which they have freely chosen, knowing the hazards of 
the competition that they would have to face, knowing even that their operations 
are frequently antieconomic. When they are confronted with the consequences 
of normal competition which find them at a disadvantage, they resort to adminis- 
trative and legislative processes designed to eliminate their competition. 

With particular reference to blue-mold cheese, there is no doubt that Denmark 
competed with Wisconsin and Minnesota producers of this type cheese. But 
actually what does blue-mold cheese represent in terms of volume in the economy 
of the United States? The author of S. 104 has singled out this insignificant 
product as a terrifying example of foreign competition that must be stopped even 
at the cost of legislative subterfuge. The Defense Production Act was used as a 
Trojan horse to achieve ends which are in no way connected with the problems 
of our national defense. 

We also must appeal to you on behalf of the consumer who is not organized to 
defend himself against the creation of conditions such as brought about by this 
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amendment. The consumer seems to have been overlooked in the effort to favor 
certain privileged interests. 

Lastly, we may point out that there is a statute that protects American pro- 
ducers from limitless foreign competition in the form of the countervailing duties 
commonly known as the antidumping law, and that there is provided in the 
statute an orderly, intelligent method for the application of this protection. It 
is our considered opinion that the inclusion of this amendment in the Defense 
Production Act was a whimsical, irresponsible bit of legislation, submitted per- 
haps in innocence, but which has for its effect the circumventing of the authority 
of the United States Tariff Commission, the authority of the State Department, 
and the President of the United States, who have pledged by international agree- 
ment with the approval of the United States Senate, certain trade arrangements 
under the International Trade Organization, and violates the spirit of reciprocal 
trade agreements now in effect. We favor legislation that allows fair, normal com- 
petition; we believe that this law should be abolished because in place of fair 
— it in fact establishes monopoly to the detriment of the American 
people. 

Summing up, the opposition of our chamber is embodied in the following points: 

1. The law was adopted without public hearings. 

2. The law violates the spirit, if not the letter, of reciprocal trade agreements 
now in effect. 

3. This law may incite retaliatory measures by other countries which would 
affect the export of surplus American products. 

4. This law substitutes irresponsible, whimsical legislation for a.reasoned ap- 
praisal by the United States Tariff Commission, heretofore used to protect 
American industry against unfair foreign competition. 

5. The inclusion of cheese and dairy products, not previously provided for in 
the Defense Production Act of 1950, serves notice on the world that we will play 
the game of international trade within narrow and selfish limits, belying our oft 
proclaimed intentions to free trade from the grip of governmental quasi-monopo- 
listie practices. 

6. The chamber does not consider normal, fair competition—whether in the 
domestic or in the international arena—a shibboleth to serve as excuse for legis- 
lation establishing conditions favorable to monopoly or likely to mulect the Ameri- 
can consumer. 

7. The chamber does not accept the philosophy that each of us should be guar- 
anteed a profit by law. 


Senator Fu.tsrient. There are six others who have asked to be 
heard: The National Milk Producers’ Association; Switzerland Cheese 
Association, Inc.; E. W. Gaumnitz of the National Milk Institute; 
L. D. Schreiber Co.; Stellar Cheese Co.; and the National Farmers’ 
Union. 

Does it happen that any of them are present and ready to testify 
now? It might save time if any one of those people are in the room. 

We have a little more time if you care to come up and give your 
testimony now. 

There being no one, the meeting is recessed until tomorrow morning 
at 10 o’clock. 

I would like to state for the information of those who wish to speak 
that I think we should have had more witnesses today. We will 
have to move rapidly tomorrow on those witnesses. 

(Whereupon, at 11:20 a. m., the subcommittee recessed, to recon- 
vene at 10 a. m., Friday, September 14, 1951.) 
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REPEAL OF SECTION 104 (FATS AND OILS) 


FRIDAY, SEPTEMBER 14, 1951 


Unirep Srates SENATE, 
SPECIAL SUBCOMMITTEE OF THE COMMITTEE 
ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10:05 a. m., Senator 
J. William Fulbright (chairman of the subcommittee) presiding. 

Present: Senators Fulbright, Moody, Ives, and Dirksen. 

Also present: Senator Aiken. 

Senator Futsrieut. The committee will come to order. 

I wish to insert in the record a telegram received from Mr. Will 
Clayton, formerly Under Secretary of State, urging the repeal of 
section 104. 

Also I have a telegram from Mr. J. B. Hutson, by J. C. Frink, from 
Tobacco Associated, urging repeal of section 104 because of its bad 
effect upon the export of tobacco. 

I also have a letter from the American Farm Bureau Federation, 
signed by Mr. Allan B. Kline, urging the repeal of section 104, and 
giving some very interesting arguments in support of his position. 

Finally, I have a letter from the National Council of Farmer Co- 
operatives, by Mr. John J. Riggle, urging the retention of section 104 
of the Defense Production Act. 

The reporter will put all of those in the record. 

(The documents referred to follow:) 

WasHinaton, D. C., September 14, 1951. 


Hon. WILLIAM FULBRIGHT, 
Senate Office Building: 


Regret unable appear in person before your committee in support of Senator 
Maybank’s bill 8. 2104 repealing section 104 of Defense Production Act. 

I strongly favor this bill, believing that the imposition of quotas on imports is 
very bad practice inviting retaliation and that it conflicts with the broad objectives 
of our foreign policy. 

That policy is based on the necessity of holding the free world together, and 
under it we should take measures to promote a great,increase in the volume of 
international trade rather than the adoption of restrictions and limitations on 
such trade. 


Witt CLartTon. 


Wasuinaton, D. C., September 13, 1951. 
SENATE BANKING AND CURRENCY COMMITTEE, 
United States Senate Building, Washington, D. C.: 
Attention: (Senator Fulbright.) 


United States tobacco exports to certain West European countries are seriously 
threatened by the implementation of section 104 of the Defense Production Act 
of 1950, as amended. Tobacco Associated which represents the growers, ware- 
houseman, and exporters of flue-cured tobacco, urgently recommend the repeal 
of this amendment as provided by 8. 2104. 

J. B. Hutson, 
By J. C. Frinx. 
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AMERICAN Farm BurREAU FEDERATION, 
Washington, D. C., September 13, 1951. 
Hon. J. W. FuLsricurt, 
Chairman, Banking and Currency Subcommittee, 
United States Senate, Washington, D. C. 

Dear CHAIRMAN FuLsricut: On behalf of the 1,500,000 farm families, who 
are its members, we wish to express the views of the American Farm Bureau 
Federation with regard to section 104 of the Defense Production Act of 1950, 
as amended, and to recommend approval of 8. 2104 to repeal this section. 

The American Farm Bureau Federation has well-established policies in support 
of the principles and objectives of the reciprocal trade agreements program, the 
general agreement on tariffs and trade, and other measures designed to increase 
world trade on a sound and continuing basis. 

The exports of United States products have increased steadily over the past 
few years. Agriculture currently is enjoying a high rate of exports, A continued 
high volume of exports is necessary if we are to continue to have an expanding 
and productive economy in the United States, and in the long run exports, obvi- 
ously, depend on imports. 

Not only are agricultural exports high, but exports of dairy products, including 
cheese, far exceed the imports of these products into the United States. While 
the ratio of value of exports to imports has been declining, still in 1950 exports 
of dairy products from the United States was 2)¢ times imports. It also should 
be pointed out that the countries most adversely affected by section 104 of the 
Defense Production Act of 1950, as amended, are in western Europe and that 
these countries import far more agricultural products from the United States 
than they export to the United States. These western European countries 
together with Canada are our principal buyers of bread grain, feed grain, cotton, 
fruits, and many other agricultural commodities. It is in the best interest of 
the United States to maintain these markets. Arbitrary restrictions on imports 
such as are authorized by section 104 invite retaliatory action by other countries 
of a sort which would seriously reduce our own agricultural exports, 

The Congress is currently deliberating the enactment of the Mutual Security 
Act which is designed to strengthen the economies of other countrfes, to increase 
their ability to withstand communism internally, and to increase the production 
and exports of these countries. It should be part of our policy in this conneciton 
to replace annual grants or funds by the United States by the receipt of goodsand 
services, and by such means to minimize the drain upon our economic resources. 
The larger the volume of goods and services received from participating countries, 
the more rapidly direct grants-in-aid may be replaced by trade on a continuing 
basis. The provisions of section 104 of the Defense Production Act of 1950, as 
amended, are inconsistent with the objectives of the Mutual Security Act. 

During the recent congressional deliberations on the Reciprocal Trade Agree- 
ments Extension Act (Public Law 50 of the 82d Cong.), we proposed certain 
amendments which were accepted by the Congress. Section 22 of the Agricul- 
tural Adjustment Act was amended to restore the original intent of this law. 
The two major changes in this law consistent with our policies are as follows: 

1. Authority was granted to restrict imports which interfere or threaten to 
interfere materially with any price support program of the Department of Agri- 
culture notwithstanding the provisions of the trade agreements or other inter- 
national agreements heretofore or hereafter entered into by the United States. 

2. Provision was made for emergency treatment for perishable commodities in 
order that these producers may get necessary relief in the shortest possible time 
where imports cause serious difficulty. 

We believe that the authority contained in Public Law 50, Eighty-second 
Congress, together with the ‘“‘escape clause”’ provisions of the general agreement 
on tariffs and trade, if judiciously carried out by the administrative agencies of 
our Government, give agriculture adequate protection from excessive imports. 

To exclude imports as provided in section 104 of Public Law 96, Eighty-second 
Congress, without reference to the procedures established provided for in section 
22 of the Agricultural Adjustment Act, the trade agreements escape clause and 
Public Law 50, Eighty-second Congress, for the handling of such matters, pre- 
sents two Government policies that are in direct conflict. Public Law 50 and 
related provisions of law and international agreements provide a more appropriate 
and judicious approach to import problems on a basis consistent with increasing 
world trade. We therefore recommend approval of 8. 2104. 

We respectfully request that this letter be made a part of the record in con- 
nection with the hearings on S. 2104. 

Sincerely yours, 
ALLAN B. Kune, President. 
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NATIONAL CoUNCIL OF FARMER COOPERATIVES, 
Washington 6, D. C., September 12, 1951, 
Hon. J. WituiaM FULBRIGHT, 
Chairman, Subcommittee on Import Controls, 
Banking and Currency Committee, 
United States Senate, Washington, D. C. 

Dear SeEnatTOR Futsricut: The National Council of Farmer Cooperatives is 
opposed to the repeal or modification of section 104 of the Defense Production Act. 

As presently worded, this section requires the Secretary of Agriculture to deter- 
mine at what levels domestic production of the ennumerated commodities should 
be maintained; and to protect the national domestic production at that level until 
June 30, 1952, against undercutting by imports which will destroy the domestic 
price incentive. 

It will also protect the price support programs of the United States. These 
have been found necessary to maintain a balanced domestic economy which can 
be wrecked if agricultural production and price incentives are destroyed by an 
unorderly flow of imports. It has been our observation that after an imported 
article gets control of the domestic market, the price is controlled from abroad, 
as witness the present wool situation, and a very unstable supply situation results. 

At any time that the Secretary finds that domestic supply is not being main- 
tained at necessary levels, import controls can be adjusted under section 104 to 
provide entry of imported supplies. 

Other countries of the world than the United States are suffering from lack 
of foodstuffs and other agricultural commodities. They should be trading for 
these with each. If we are to continue to furnish economic and military aid to 
these countries we will have to maintain a broad domestic income base to furnish 
the tax revenue necessary to provide such aid. 

We trust that section 104 of the act will be maintained. 

Respectfully yours, 
Joun J. RiGGue, Assistant Secretary. 

Senator Futsriest. The first witness this morning will be Mr. 
Garstang of the National Milk Producers Federation. 

Mr. Garstang, will you come forward, please. 


STATEMENT OF M. R. GARSTANG, COUNSEL, NATIONAL MILK 
PRODUCERS FEDERATION 


Senator FuLsBricuHt. Do you have a summary of your statement, 
Mr. Garstang? 

Mr. Garstang. Yes. 

Senator FuLtsrieut. Will you proceed in your own way, please. 

Mr. Garstrana. It might save the committee’s time if I read the 
statement. It is rather concise and direct. I will summarize it if 
you prefer. 

Senator Futspricutr. We have several witnesses. As you can see, 
we are holding hearings simultaneously with various other sub- 
committees. There are only two of us here. I thought perhaps you 
could summarize it and then we could ask questions and develop it. 
The printed statement will be available to the committee anyway. 

I believe that would be more helpful for the record, if you would 
just summarize it, state your position and tell why. 

Senator Ives. Mr. Chairman, may I ask a question? 

Senator Futsricut. Certainly. 

Senator Ives. Mr. Garstang, were you here yesterday when the 
witnesses were testifying? 

Mr. Garstang. No; I was not. 

Senator Ives. Are you acquainted with the testimony given 
yesterday? 

Mr. Garstana. No. 
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Senator Ives. It occurred to me that perhaps you could speak to 
the testimony given yesterday and reply, if you desired to make reply. 

Mr. Garstane. We were scheduled to appear before the House 
Ways and Means Committee yesterday and had to be over there. 

The National Milk Producers Federation is a Nation-wide organi- 
zation of dairy cooperatives. We have 92 direct member associations, 
and about 600 submember groups who belong to the Federation. 

We represent approximately 500,000 dairy farm families and the 
cooperatives which they own and operate and through which they 
process and market their products. 

About one-fifth of the milk sold from farms in the United States is 
processed and marketed through cooperatives connected with our 
organization. 

Senator Futprieut. Are you for or against the repeal of the section? 

-Mr. Garstanea. We are against the repeal of section 104. 

Senator Futsprieut. The measure had its birth with your organ- 
ization? 

Mr. GarstaneG. That is right. 

Senator FuLsricut. You promoted it? 

Mr. Garstana. Yes, sir. We helped Mr. Andresen prepare it. 

Before section 104 was passed, we had brought home to us rather 
sharply the situation we might be in if we did not have some protection 
against imports. In 1942, the Second War Powers Act was passed 
which had a provision in it authorizing allocations. This power was 
used during the war to control imports, for the purpose of keeping 
butter and some other fats and oils from coming to this country when 
they were needed in other allied countries. 

That continued in effect until after the war, and when most of the 
Second War Powers Act was permitted to expire that part was kept 
alive for the purpose of controlling some imports including butter, 
fats and oils, flax, rice, and a few other products. 

The basis of the control in the last extension of that power, was to 
permit the liquidation of surplus stocks then owned by the Govern- 
ment. 

Public Law 590, Eighty-first Congress, was due to expire July 1, 
1951. Since the surplus stocks owned by the Government—at least 
the butter and cheese—had fairly well been disposed of, the basis for 
continuing it on that ground had disappeared. 

It was quite apparent that the Secretary of Agriculture would not 
ask for a continuation of Public Law 590. He had issued some import 
orders, just prior to July 1, 1951, which shifted the import control of 
flax and rice over to section 101 of the Defense Production Act, which 
also contains the broad power of allocation. 

The Secretary did not set up import controls on butter, cheese, or 
fats and oils at the same time he set up the controls on flax and rice, 
ey, the controls on our products were scheduled to expire 
on July 1. 

We were able to get a temporary extension of Public Law 590 for 
1 month, along with the other temporary extension of the wage and 
price controls, and before that month expired section 104 was enacted. 

The thing that concerned us so very much was that the price sup- 
port level on grade A butter is 66 cents a pound. That price is calcu- 
lated to return to dairy farmers about 90 percent of parity or possibly 
a little under 90 percent of parity. 
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The market for butter had been running between 66 cents and 70 
cents. It ran around 68 cents and 70 cents in May and June and was 
getting down to just about 66 cents prior to the passage of this last 
Defense Production Act. 

The butter put in storage in May and June cost the organizations 
that put it in storage, including some of our own, between 68 cents 
and 70 cents. 

Now the best figures which we were able to get from some of these 
foreign countries indicated that butter could be imported into this 
country, with all duties and all costs of transportatic:: paid, for less 
than 50 cents a pound. 

Senator FuLspricut. How much is the duty? 

Mr. GarsTaNnG. Seven cents on 60 million pounds and 14 cents on 
all over 60 million pounds. 

Senator FuLsprigut. How much was imported last year? 

Mr. GarsTtana. Practically none because it was controlled under 
Public Law 590. It was excluded under Public Law 590 last year. 

Danish butter for import runs about 49 cents to 50 cents a pound 
in that country and it costs from 2 to 3 cents a pound to get it over 
here. If you add the 7-cent duty to that, you could bring in Danish 
butter at around 60 cents a pound. ‘That is 6 cents under the support 
price and is 6 cents under 90 percent of parity for American producers. 

Argentine butter for export is around 31.5 cents per pound. Add 
3 cents transportation and 7 cents duty to that and you get butter 
laid down in this country, with all costs paid and all duties paid, for 
about 41.5 cents a pound. 

Senator Futspriaut. Why can that not be handled under section 
22 of the Agricultural Adjustment Act? That is what Mr. Kline felt 
would be sufficient protection for any drastic move toward importation 
of butter. 

Mr. Garstang. That is what Mr. McCormick said also when he 
testified. 

Senator Futpriegut. Mr. Kline represents the Farm Bureau, which 
was not a governmental organization. 

Mr. Garstana. I think a complete answer to that argument is 
that immediately prior to July 1, 1951, section 22 was in full force 
and effect, just as it is now, and section 101 of the Defense Production 
Act was in full force and effect just as it is now. These butter sup- 
plies in foreign countries were such that butter could be imported at 
40 to 50 cents a pound. 

Senator Futsprieutr. It was not imported, was it? 

Mr. Garstana. It was not imported because Public Law 590 was 
in effect then. 

Now, the Secretary of Agriculture, if he had the power and the 
desire to control butter imports under section 22 and under section 
101, should have done it before section 104 was passed. He shifted 
the control of flax and rice from Public Law 590, which was due to 
expire, and put them under section 101 of the Defense Production 
Act; but he took no action whatever with respect to butter, cheese, 
or any of the dairy items. 

On August 9, about a month later, Mr. McCormick himself made 
the finding for the Secretary of Agriculture that unless butter imports 
were controlled, and unless cheese imports were regulated, the do- 
mestic source of supply would be impaired, the orderly storing and 
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marketing of these products would be affected, and unnecessary 
burdens and costs would result to the Government under the price- 
support programs. 

Here he had section 22 and he had section 101, which he now says 
would authorize him to act. If he could have acted under those 
powers, it was his duty to do so; nevertheless he did not. As soon as 
section 104 was passed, the Department did act and I would like to 
say it did a swell job of putting it into effect immediately and on a 
fair and reasonable basis. 

Senator Fu_sricut. The provision was mandatory and they had 
to, did they not? 

Mr. Garstanc. Unless it was mandatory, we would have had no 
protection. Until it was passed, they would give us no protection. 

Senator Fu_sricut. There being no imports, why should they get 
excited about it? 

Mr. GarstanG. But they were opening the door for the imports, 
at 41 cents for butter. There was no top limit on it at all. 

Senator Fu.sricutr. That is very speculative. Since none came 
in to speak of, I do not see how you can be sure of that. 

Mr. Garstane. It could not come in because it was embargoed 
under Public Law 590 which expired August 1. Public Law 590 was 
not continued. In place of it section 104 was enacted. The Secre- 
tary did control butter under Public Law 590, which expired; but he 
was not going to control it under the other laws that he had—until 
section 104 was enacted. 

Senator Fu.sriext. Is butter the only item about which you are 
particularly concerned? 

Mr. GarstanG. No. We are concerned about cheese and other 
products. You have a man here representing cheese who can go into 
that probably better than I could. 

Senator Ives. Could I, in that connection, ask a question, Mr. 
Chairman? 

Senator Fu.srieut. Yes. 

Senator Ives. Will the gentleman who will represent the cheese 
industry to whom you refer also be representing the National Milk 
Producers Federation? 

Mr. Garstane. No. 

Senator Ives. You are going to say nothing about cheese? 

Mr. GarstanaG. Yes, but I will not develop it quite as fully as he 
might be able to. 

Senator Ives. The questions I have pertain directly to the National 
Milk Producers Federation. 

Senator Futsrieut. What was the retail price of butter yesterday? 
What is butter selling at now? 

Mr. GarstanaG. I do not have yesterday’s quotation but it is just 
above the support level, about 6644 or 66% cents. 

Senator Fuusricnt. Is that the retail price? 

Mr. Garstana. It would be about 70 cents. 

Senator FuLsrient. A member of the staff has given me a note 
which says the price of butter yesterday was 81 cents a pound. 

Mr. Garstana. The wholesale price has been hanging just above 
the support level. It is around 66% to 66% cents or 66%. It is down. 
It was up to 68 and 70 cents in the flush production in May and June, 
which seems a little odd. The butter which went into storage went 
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in at 68 and 70 cents. The price of butter is now down under that 
several cents. 

Senator Futsrieutr. You consider butter the most important prod- 
uct of the milk producers? 

Mr. GarstanGc. No. Fluid milk, butter, cheese, evaporated milk, 
all of them. We represent the farmers, the milk producers, and not 
any particular product. 

Senator FuLBrigur. Do your members produce things other than 
milk? 

Mr. GarstanG. Yes, the co-ops, which are members, produce prac- 
tically all types of dairy products. 

Senator Futsricut. Do they produce other kinds of agricultural 
products? 

Mr. GarstanG. Some of them do. A great many farmers have 
some dairy cattle and raise other crops. 

Senator Futpricur. Do they not produce grain, tobacco, cotton, 
and other articles? 

Mr. GarstanG. Well, you will probably find them producing a fair 
amount of grain. 

I would guess if you got down into the cotton and tobacco area, 
that the dairy farmer would be well concentrated in the dair v business. 

Senator Futsricut. With regard to international trade, do we 
export more agricultural products than we import? 

Mr. Garstana. I do not know what the total would be on that. 

Senator FuLsBricur. You do not know? 

Mr. GarstanG. No. 

Senator Futsrieutr. Mr. Kline’s letter says that on the over-all, 
we export about 2.5 times as much agricultral products as we import. 

You do not know anything about that? 

Mr. Garstana. I do not know the totals. 

Senator Futsprieur. That does not seem to you to be significant, 
one way or the other? > 

Mr. GarstanG. Well, I presume he is trying to make the point 
that if we make some effort to control these dairy imports it may have 
an adverse effect upon our export trade. The fact of the matter is 
that dairy imports have been controlled ever since 1942 and I doubt 
that there has been any serious adverse effect on our foreign trade. 

Also, the other countries which are parties to the General Agreement 
on Tariffs and Trade are themselves using exceptions to the general 
agreement to control our imports into their country, so I do not see 
that that argument is too sound. 

Senator Futsricut. To you it does not make any difference that 
we export more agricultural products than we import? 

Mr. GarstanG. That is a significant statement, but I still do not 
see the advantage of sacrificing a domestic industry for possible 
foreign trade. 

Senator Futsricut. Are you sacrificing it?) These farmers produce 
things other than milk. Are you sacrificing their welfare if they 
export two and a half times as much as they import? Is their own 
welfare promoted if you follow a policy of cutting out international 
trade? Will not your surpluses be worse on the over-all, if we just 
say, “Well, forget about international trade’? It seems to me you 
would be two and a half times worse off. 

Mr. Garsrane. That would not be true for the dairy farmers, 
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Senator Futspriegut. Do you represent the farmers, the butter in- 
dustry or the processors? Do you represent the farmers? 

Mr. Garstang. We represent the farmers and the cooperatives 
which they have organized to process their own products. 

Senator Futsricut. The American Farm Bureau, as I understand 
it, represents the farmers, and not the processors or manufacturers. 

Many of those dairy farmers are also members of the Farm Bureau, 
are they not? 

Mr. GarstanG. Some of them are; yes, sir. 

Senator Futsricgut. What I am interested in is the direct conflict 
between your organization and the Farm Bureau. 

The Farm Bureau represents, I believe, according to that letter, 
about 1,500,000 farmers. They say this ought to be repealed because 
it is for the interests of the farmers to maintain international trade, 
in which they have an advantage of about 2.5 to 1. You say it ought 
to be maintained. 

In the long run would you not say it is reasonable to believe that if 
we cut off imports it will have an effect of diminishing our exports? 

Mr. Garstan@. I do not think it would have that effect. I do 
not think the reasonable control of dairy imports which was exercised 
since 1942 has had that effect; and I do not think reasonable contro! 
will have that effect now. 

Senator Futsriecur. You do not know how a foreign buyer of 
grain, wheat, or cotton pays for the export and purchase of our agri- 
cultural products? Do you know what he pays with? 

Mr. Garstana. Certainly. 

Senator Futsricut. He has to pay with dollars; does he not? 

Mr. Garstave. That is right. 

Senator Fu_sriecur. How does he get those dollars, without selling 
us something? 

Mr. GarstanG. Well, we do not want him to get them at the sacri- 
fice of our industry. 

Senator Futsricut. Then, what you are saying is, regardless of 
the effect on other farmers, you want the dairy farmer taken care of, 
whether the others lose their markets or not. That is your position? 
It is not concern of yours, in other words? 

Mr. Garstanc. We do not want the dairy industry seriously 
harmed in order to confer possible export benefits on some other 
group of agricultural producers. 

Senator Futsricutr. You want the provision for the dairy farmer? 

Mr. Garstana. I do not think section 104 gives us a preferred 
position, if you read it carefully. It leaves the door wide open for as 
many imports as the market can possibly absorb, but when the im- 
ports reach a level which impairs our domestic source of supply, inter- 
feres with orderly storing and marketing, and causes unnecessary 
expenses to the Government, then and then only will section 104 
operate. . 

We did not ask for a complete control. I think we were very 
reasonable. 

Senator Fuisricnt. You interpret the effect on farmers very 
differently from Mr. Klein. There is room there for disagreement 
apparently. 

The Farm Bureau, after all, is interested in the farmers just as 
much as you are, I would assume. 
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They take the position for the farmer it is more beneficial to have 

international trade. You say, “Regardless of that, the butter people 
have to be protected.”’ Is that not your position? 

Mr. Garstana. To the extent that our industry is not destroyed. 
We do not want to be sold out for the benefit of exports as a whole. 
I do not think we have to pay that high a price for export trade. 

Senator Futsricut. Although you say the records indicate there 
has been no appreciable import of butter? 

Mr. GarstanG. Butter imports have been restricted since 1942. 

Senator Futspricutr. We had a representative of the inedible fats 
who also took that position. He said the imports were negligible, 
but there might be some. 

Mr. Garstana. If this door is opened, there is no question about 
what is going to happen. 

Senator Futsricur. Are there any further questions? 

Senator Ives. My questions have to do with cheese. 

Mr. GarstanGc. May I go ahead with the summary? 

Senator Ives. Are you going to talk on cheese? 

Mr. GarstanG. Yes. I do not believe I have more than just 
started on this thing. 

Senator Fu.tsricur. I think your position is very clear. I think 
I understand it. Why can you not talk on cheese now? 

Mr. Garsrana. I will. 

Senator Futsricut. We have five witnesses today. We would 
appreciate it if you could go ahead with what the committee is inter- 
ested in and then we can read your full statement in the record. 

You understand the full statement you prepared will be in the 
record entirely. It will facilitate things if you can comply with our 
request. We would like for you to submit to questioning on cheese 
because we have to go on with the witnesses. 

Mr. GarstanG. | will do that. Before I go into cheese, may | 
give you three or four more figures on these import prices while I have 
them? 

Senator Futpricut. You can make that whole statement for the 
record if you care to. 

Mr. Garstana. Part of it isin there. I believe I stated that butter 
in Argentina was available for export at about 31.5 cents a pound, and 
that it could be laid down in this country with all costs paid at about 
41.5 cents a pound. 

Australian butter is available for export at about 41 cents a pound 
and could be laid down in this country with all costs paid at approxi- 
mately 51 cents a pound. 

New Zealand butter is available for export at about 31.5 cents a 
pound and can be laid down in this country with all costs paid at 
approximately 41.5 cents a pound. 

On the question of cheese, cheese was not controlled under Public 
Law 590, so there was an opportunity for imports to develop, and 
they did develop at an alarming rate. 

Prewar cheese imports were running at an average, 1935-39, of 
approximately 56,587,000 pounds. In 1948, imports had built up to 
23,557,008 pounds. In 1949, they had built up to 32,025,000 pounds. 
In 1950, cheese imports ran 56,189,000 pounds. 

In the first 6 months of 1951, cheese imports showed a gain over 
1950 of quite a substantial amount. In the first 6 months of 1950 
it ran 3,053,000 pounds. In 1951 it built up to 3,541,000 pounds. 
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Senator Fu.sricur. Is that approximately what it was prewar? 

Mr. Garstana. In 1950 it was approximately what it was prewar 
and it is going up fast in 1951. 

Senator Ives. Is that 6 months, the 3,000,000 pounds, or is that 
for June? 

Mr. Garstana. The first 6 months is 3,000,000 pounds. 

Senator Futsrieut. That could not be right. 

Mr. Garstana. That is January to June 1950, 

Senator Dirksen. You had 56 million for 1950, which is 4.5 million 
a month. 

Senator Ives. I have some figures here which indicate January to 
May om 000 pounds. 

Mr. Garstanc. I am taking this from an agriculture report here, 
and it is headed “January—June 1951, 1,000 pounds,” and the figure 
under the 1,000 pounds is 3,053. There must be some mistake about 
this. The correct figures are 23,148,000 for the first 6 months of 
1950, and 27,627,000 for the first 6 months of 1951. 

Senator Dirksen. Then it must be 30 million pounds. That is on 
a thousand-pound basis. You add your thousand back of this and 
you get 3 million. 

Senator Futsricut. Do you prefer to testify on cheese or do you 
prefer to leave it to someone who is more familiar with it? 

Mr. GarstanG. Well, there are several points I want to make on 
cheese. One is that under section 104 there is not a complete embargo 
on cheese. I think that that shows very clearly the reasonableness of 
section 104. When it is put into operation it will permit imports to 
come into this country at as full a level as the market can possibly 
absorb, but it will put on a brake when the imports reach a level 
where the market can no longer take it and some adverse effect must 
result. 

Senator FuLBricut. Do you know the total consumption of im- 
ported cheese in 1950, approximately? 

Mr. Garstana. I think Mr. Thorp testified it was around 5 percent. 

Senator Futspricur. You think that threatens the whole industry? 

Mr. Garstang. I do not think the ratio of cheese imports to 
domestic production is the thing that causes the harm. I think it is 
the cheese imports which are in excess of what the market can absorb 
that causes the harm. 

When you get a surplus, even a small amount of sur plus, it’ just 
tears the market and the prices to pieces. 

I think, if you had a few years in which you had very little domestic 
production and you had a good demand, you could take a lot of the 
cheese imports in relation to your demand, and in relation to your 
domestic production, and not hurt the price or the domestic economy 
at all. 

When you have more cheese here than the market will absorb, 
then a very small amount of foreign cheese aggravates the situation. 

Senator Futsrieutr. With the exception of Danish blue cheese, is 
not all foreign cheese considerably higher priced than domestic cheese? 

Mr. Garstana. I do not know what the price on some of that runs. 

Senator FuLsricur. You know, as a practical matter—do you 
not?—that if vou go to buy imported Swiss cheese or Roquefort 
cheese it is always 20 or 30 percent higher than the domestic varieties? 
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Mr. GarstanG. Well, imported Swiss is higher. I am not sure 
about Cheddar. 

Senator Ives. We were given to understand yesterday that aside 
from the blue cheese, where we are really beginning our operations 
in this country, the cost of the cheese abroad is substantially higher 
in cost to us than the cheese manufactured in this country of com- 
parable or like nature. 

Mr. Garstana. I do not know. I do know that the Swiss sells 
higher. 

Senator Futsricut. Do you know whether or not the Italian 
cheese is comparable or competitive with our cheese? 

Mr. GarstanG. I would say to some extent it is and to some not. 
The total amount of cheese that comes in affects the domestic market 
some. I think the specialty cheese is effective in a lesser degree 
than the blue and the Cheddar. 

Senator Futspriegut. As a matter of fact, the greater part of the 
cheese from Italy is not made from the same material as our cheese; 
is it? 

Mr. Garstang. A great percentage of Italian cheese is made from 
sheep’s s milk. 

Senator Futsricur. Do you have any questions, gentlemen? 

Mr. Garstanec. I would like to make one more comment with 
respect to cheese imports in 1949 and 1950. 

We had a price-support operation in those 2 years. In 1949 we 
imported 32,025,000 pounds of cheese, and the market was able to 
absorb only 6.5 million pounds of that, and the Government had to 
take off of the cheese market 25,500,000 pounds. 

In 1950 we imported 56,189,000 pounds of cheese, of which the 
domestic market could absorb none. 

The Commodity Credit Corporation had to take off the cheese 
market a corresponding pound for every single pound of that imported 
cheese and, in addition, bad to take off the market some of our domes- 
tic production of cheese. 

Senator Futprientr. Mr. Garstang, do you assume that there is 
just so much cheese going to be used; that there will be no expansion 
and every time a pound comes in it is taken from the domestic 
producer? 

Mr. Garstane. The Commodity Credit Corporation had to take 
that surplus off in those years. The domestic market would not take it. 

Thirty-two million pounds of cheese came in in 1949. Of that, 
only a certain part could be absorbed, and they had to take off 25.5 
million. 

Senator Futsricut. Is that correct, unless you assume all cheese is 
interchangeable and is the same type of commodity? 

Mr. Garstang. You would certainly have to make some allowance 
for specialty cheese. 

Senator Futsricur. Is process cheese the principal product of 
domestic producers? 

Mr. Garstana. I do not know what the ratio is, but 1 would be 
inclined to doubt that it is. 

Senator Futsprigut. What is process cheese? Do you know what 
it is? 

Mr. Garstana. It is not a natural cheese; it is a reworked cheese. 
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Senator FuLtsricur. How do they make it? 
Mr. Garstana. I could not tell you that. 
Senator Futsrieut. Is it not quite conceivable that people do not 
want process cheese, but would absorb a great deal more of quality 
cheese? 

Mr. Garstang. We make some very high quality cheese in this 
country, Cheddars and Swiss as well. 

Senator Ives. Mr. Chairman, may I ask a question of Mr. Ger- 
stang? 

Senator Futsricut. Yes. 

Senator Ives. I think we have been on the cheese situation suffi- 
ciently. 

Yesterday, in testifying before this subcommittee, Mr. Martin A. 
Fromer, who is executive secretary and counsel of the Cheese Im- 
porters Association of America, Inc., testified as follows in connection 
with the questions I was asking him: 

Mr. Fromer. Senator, you introduced into the record certain statistics supplied 
by the National Milk Federation and in those statistics you quoted blue and 
Gorgonzola cheese. You quoted them at 40 to 50 percent fat. You quoted 
hard cheese at 45 percent fat. Those products are nonexistent since February 
24 of this year when certain regulations promulgated by the Federal Security 
Administration establishing standards for all kinds of cheese were issued. Those 
standards provide for a minimum of 50 percent fat in Gorgonzola and blue cheese 
and in so-called hard cheese, which I presume would include Cheddar cheese. 

Now, I have checked the Congressional Record on this matter and 
I find that on June 28 I did insert a table which I received from the 
National Milk Producers Federation in the form of a memorandum 
pertaining to prices of butter and cheese in Denmark, Argentina, 
Australia, and New Zealand. 

I checked the memorandum and I cannot locate in it the particular 
matter to which Mr. Fromer was referring. However, I want to ask 
you this question: Are you sure that that memorandum which | 
received from the National Milk Producers Federation was accurate? 
It is quite important that we know that. 

I indicate in my statement in the Record the source, so that is 
taken care of, but it is quite important that we know the truth re- 
garding its accuracy. 

In the first place, are you"acquainted with that? 

Mr. Garstana. That memorandum was prepared in our economic 
department and is based on the best information we could get from 
the Department of Agriculture and from the Department of Com- 
merce and from the embassies here in town. 

The criticism that he is making there, as I understand it, is that 
some change has been made since about the first of the year. That 
possibly does not show up in this memorandum because this memo- 
randum was prepared along in June or July, and I presume the infor- 
mation which we got from the embassies was of a rather general 
nature and probably did not go into that particular detail. 

This is as accurate as we can get it from Agriculture, Commerce, 
and the embassies. 

Senator Ives. I find the percentages to which he refers are not 
quoted in the memorandum exactly as he cites them. 

You assume then that the source of your information was accurate. 
You did not check, I take it, with the Federal Security Administration, 
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which apparently removed, on February 24, that restriction, or that 
limitation to which he refers, or referred? 

Mr. GarstanG. No; I am sure that was not checked because the 
only thing we were trying to establish in the memorandum, and the 
only information we were asking for, was the general Jevel of prices, 
so we could know what would happen if the import doors were opened. 

Senator Ives. I simply wanted you to establish that the point he 
raised was not fundamentally important. 

Mr. Garstana. That is right. 

Senator Ives. Your memorandum does apparently establish the 
case that you say you were trying to make out and which I assume 
you were trying to make out at that time, and that this differential 
to which he refers is not vital to the purpose of the memorandum; is 
that correct? 

Mr. Garstang. That is right. It is a detail which we did not 
inquire about and which we ordinarily would not inquire about. 

Senator Ives. I would rather have figures I pui into the record 
accurate, however, even though I indicate that they are not my own. 

Thank you very much. I am glad to get that cleared up. 

Mr. Garstana. The figures given there are the most recent prices 
which we could get from the embassies and they are the prices for 
that particular type of product. 

The figures there should be as accurate as it is possible to get them 
here in Washington. 

Senator Ives. Thank you. 

Senator Futsrieut. Are there any further questions? 

Thank you very much, Mr. Garstang. 

Mr. Garstane. May I make one more point on the repeated argu- 
ments that have been made that 104 is in violation of the General 
Agreement on Tariffs and Trade, and that if it is not repealed other 
nations may take some actions against us? 

I would like to read from article 21, the General Agreement on 
Tariffs and Trade. Article 21 deals with exceptions to the other pro- 
visions. As a general rule, article 11, I believe, of the General Agree- 
ment prohibits quotas on imports. 

Article 21 contains the following exception: 
Nothing in this agreement shall be construed— 
(a) which is not relevant. 
(b) to prevent any contracting party from taking any action which it 
considers necessary for the protection of its essential security interests taken 
in time of war or other emergency in international relations. 


Section 104 is patterned directly into that exception and reads as 
follows: 


Import controls of fats and oils, peanuts, butter, cheese, and other dairy 
products, and rice and rice products, are necessary for the protection of the essen- 
tial security interests and economy of the United States in existing emergency 
in international relations. 

And then it provides that no imports shall be permitted which 
result in impairing the domestic source of supply or interfering with 
our orderly storing and marketing of dairy products, or result in an 
unnecessary burden or expenditure on the part of the Government. 

Senator Futsricut. Thank you very much, Mr. Garstang. 

(The prepared statement of Mr. M. R. Garstang follows: ) 
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STATEMENT oF M. R. Garstana, CounseL NaTIONAL MILK PrRopUCERS 
FEDERATION 


The National Milk Producers Federation is a Nation-wide organization of 
dairy cooperatives. Its offices are at 1731 Eye Street, NW, Washington, D. C: 
The federation has 92 direct member associations and some 600 or’more sub- 
member groups. It represents approximately 500,000 dairy farm families and 
the cooperatives which they own and operate and through which they act together 
to process and market their products. About one-fifth of the milk or milk equiv- 
alent sold from farms in the United States is marketed by producers through 
cooperatives connected with the federation. 

he federation has for several years been concerned about the impact on the 
dairy industry of foreign trade policies. There is a serious question as to whether 
American dairy farmers can maintain a reasonable standard of living and at the 
same time compete with foreign agricultural imports produced at low cost in 
countries having lower standards of living. This was brought home to us in no 
sagen terms just before the passage of section 104 of the Defense Production 
ct. 

Such investigation as we were able to make indicated that imported butter 
could be landed in this country, with all duties and costs paid at about 50 cents 
per pound and in many cases for much less than that amount. 

Butter prices are presently supported at 66 cents per pound for grade A butter. 
This price is calculated to return to dairy farmers a little less than 90 percent of 
parity for milk and butterfat. The wholesale market price for butter has been 
hanging just above the support level. Butter bought and put in storage last 
spring cost several cents above the support level. 

The effect on the domestic industry of uncontrolled and unlimited butter 
imports at less than 50 cents per pound can readily be imagined. The cheaper 
imports would immediately take the market and the domestic production would 
be foreed into the support program. Thus we would have a situation in butter 
similar to the potato deal of a few years ago. At a time when sound economic 
policies on the part of the Government are vital to our national existence we ought 
not to engage in such a financial fiasco. In effect, we would have this country 
trying to support the world price of butter and would invite the dumping of world 
surpluses at our door. 

The public reaction to such a condition might well imperil our whole system of 
agricultural price supports. We wish, most sincerely, that it was not necessary 
to protect the parity prices of farm products; but, unless some form of protection 
is provided, better organized forces will, as they have in the past, beat down 
the farmers ret irn until his purchasing power is destroyed and the whole Na- 
tion is again e gulfed in a great depression. 

There are many who will argue that cheap imports should be admitted so that 
consumers may have cheap food even though the result is to force domestic prices 
below parity, in this ease much below parity. But parity merely denotes equalits 
of income and purchasing power with other groups. Those who would reduce the 
farmers prices do not offer to reduce their own income by a proportionate amount, 
so that the relationship between the two may still be preserved. 

Section 104 restricts imports of fats and oils, butter, cheese, and other dairy 
products whenever imports would otherwise come in at such a rate as to reduce 
domestic production below safe levels, interfere with the necessary storing of 
dairy products in the season of flush production, or result in unnecessary expendi- 
tures by the Government under price-support programs. Until such time as 
imports result in harm to the domestic industry, as measured by the above 
standards, the restrictions do not apply. 

We believe these standards are reasonable. 

First, this is not time to sacrifice our domestic source of supply of such essential 
commodities in favor of a foreign source which may become unavailable almost 
overnight in the event of full-scale war. 

Second, the dairy industry, as you know, is seasonal, and the flush production 
of spring must be manufactured and stored to avoid waste and assure adequate 
supplies. Many firms that have stored butter could be wiped out by admitting 
unrestricted imports of cheap butter. Most domestic butter put in storage this 
spring cost between 66 and 70 cents per pound. Without section 104 foreign 
butter could be imported at less than 50 cents per pound. Furthermore, the 
flush season in the southern hemisphere is in the fall, just when we need a sufficient 
price advance to cover storage costs. Unless we have some measure of import 
control the domestic storing of butter will have to be abandoned. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3043 


Third, as stated above, we do not want another “potato deal’ in connection 
with the price-support program for dairy products. 

Import controls to the exterit provided in this amendment are essential to the 
national security in the present emergency in international affairs. 

It goes without saying that the maintenance of our domestic source of supply 
of such vital commodities as milk, butter, and cheese is essential to our security 
in these unsettled times. We hardly know from one day to the next when full 
scale war may develop and foreign sources of supply be cut off. We simply do 
not dare to put these commodities in the same unhappy situation as rubber and 
tin. Neither can we afford to destroy our system of storing surplus dairy products 
in the spring for fall use. 

It is equally essential to our national security that the economic stability of the 
Government be maintained. Expending huge sums of money in a futile effort 
to support world prices would be most unfortunate in this time of stress. 

These are not idle arguments. The Secretary of Agriculture has officially 
determined that unless import controls are maintained on many of the products 
covered by section 104, domestic sources of supply will be impaired, the orderly 
domestic storing and marketing of such products will be interfered with, or un- 
necessary expenditures will be incurred by the Government under the price sup- 
port programs. 

Section 104, in spite of all the charges that have been made to the contrary, does 
not violate the General Agreement on Tariffs and Trade. Although quotas in 
general are forbidden in the en agreement, an exception is provided for such 
actions as that taken by the Congress in section 104. 

Article X XI of the agreement reads as follows: 

“Nothing in this agreement shall be construed * * * to prevent any con- 
tracting party from taking any action which it considers necessary for the protec- 
tion of its essential security interests * * * taken in time of war or other 
emergency in international relations * * ¥*,” 

It cannot be denied that we are in the midst of one of the most serious emer- 
gencies in international relations that this country has ever faced. In such 
emergencies the agreement does not prevent a country from taking any action 
deemed necessary for its security. The agreement prescribes no limit on the kind 
of action which can be taken and leaves it e1tirely to the country involved to de- 
termine what action is necessary for its protection. ‘In effect the agreement is 
suspended in time of emergency as to those matters which effect a nation’s security. 
Congress has determined, in passing section 104, that the impairment of our 
domestic source of supply of essential commodities and the incurring of unneces- 
sary Government expenditures would be contrary to the security interests of the 
United States in the present emergency. Its action is clearly within the terms of 
section X XI of the general agreement. 

Another exception in the general agreement permits countries to control im- 
ports to safeguard their balance of payments. The State Department has 
testified in this hearing that most countries have imposed quotas against the 
United States because of dollar shortages. We do not think countries which have 
used one exception to control imports from the United States stand in very good 
grace when they complain because we have used another exception to protect 
one of our own essential industries in time of emergency. 

Of the six nations which have protested our use of the emergency exception, 
five are presently using the balance of payment exception to control imports into 
their own countries. 

Neither do we think the State Department stands in very good grace when it 
comes before the Congress to protest that an action of Congress is contrary to the 
general agreement. 

Control over foreign trade and international treaties is vested by the Consti- 
tution in Congress. The people of the Nation have a right to look to Congress 
for protection in such matters. Although Congress delegated to the President 
power to negotiate tariff rates, there is a serious question as to whether it has 
ever delegated the power to enter into international treaties which would pro- 
hibit even Congress itself from controlling imports. The general agreement has 
never been submitted to and approved by Congress. Only this spring, in 
passing the Trade Agreements Extension Act, Congress said: 

“The enactment of this act shall not be construed to determine or indicate the 
approval or disapproval by the Congress of the Executive agreement known as 
the General Agreement on Tariffs and Trade.”’ 
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A charter for an International Trade Organization which embodied the sam: 
principles as the general agreement was submitted to Congress for approval bu: 
was never approved. 

In view of the foregoing, the argument that Congress cannot regulate imports 
in an emergency because the general agreement forbids it does not seem to have 
much merit. 

It has been argued that section 104 is unnecessary because other laws authorize 
equally effective controls. If that is true and there is any real intention o: 
imposing controls under other laws, then why all the fuss about section 104? 

he fact is that other methods of control are cumbersome and inadequate 
There is an escape clause in the general agreement, and there are escape provi- 
sions in the Trade Agreements txtenalon Act of 1951. In the latter case, th: 
Tariff Commission has a year in which to make an investigation and report, and, 
even though it finds that serious harm would result to a domestic industry, the 
President may still refuse to grant relief. In the farmer case, consultation mus! 
first be had with the contracting parties, an International Trade Organization 
It is our impression that the relief actually granted under escape provisions has 
been relatively small. 

Section 101 of the Defense Production Act authorizes the allocation of materials 
Import controls were imposed under a similar provision in the Second Wa: 
Powers Act. However, this authority is not adequate now because we need a 
congressional finding that controls are necessary to protect our security interest: 
and we also need standards to serve as guides for controls. 

That this power would not have prevented the disruption of the dairy industry i- 
vividly disclosed by what actually happened. When Public Law 590, Eighty-firs: 
“Congress, under which butter imports were previously controlled was due to expir 
July 1, 1951, the Secretary of Agriculture shifted the control of other imports 
rice and flax, to section 101. Import controls on butter were not set up under 
section 101 and it was apparently the intention of the Department to throw butte: 
imports wide open. 

have been informed by Mr. Andresen that the Department of Agriculture 
informed the House Agriculture Committee that it could not control butter import- 
after Public Law 590 expired. It was this situation that made the enactment o/ 
section 104 imperative. 

Although a procedure is provided in section 22 of the Agricultural Adjustmen: 
Act for control of imports under certain conditions, this section was in effect ai 
the very time the Department of Agriculture was preparing to permit unlimited 
butter imports and at the time it was informing Mr. Andresen that it could not 
control such imports after Public Law 590 expired. 

In spite of the fact that the Department found on August 9, 1951, after th: 
passage of section 104, that uncontrolled imports of butter and cheese would 
impair the domestic source of supply of such essential commodities, interfer: 
with the orderly storing and marketing of domestic products, or result in unneces- 
sary expenditures under the price-support program, it was apparently making ful! 
plans to let all of those results occur under the prior legislation. 

In view of the foregoing, there does not appear to be much merit in the argument 
which the Department now makes that it has plenty of power without section 104 
and that it will act to protect the dairy farmers without section 04. 

The argument that we will not be able to export agricultural products unles- 
we take unlimited dairy imports is not supported by the facts. Imports have been 
controlled for many years under the Second War Powers Act of 1942 and we are 
still doing a pretty good export trade. If any great harm has resulted from suc! 
controls we have not seen it. We do not expect it to arise from such fair and 
reasonable controls as section 104 authorizes. 

In any event, the impairing of our established dairy industry and the incurring 
of unnecessary expenditures under the price support programs is much too hig! 
a price to pay for such nebulous and future benefits, if any, as may develop onc: 
oat See remove their dollar value restrictions on our exports, if the) 
ever do. 

Section 104 is fair and reasonable. It permits imports to flow freely as lony 
as the domestic market is able to absorb them. All it does is to provide a valve 
which operates to slow up or cut off such imports whenever they reach a volum: 
which will impair the domestic source of supply, interfere with the orderly storing 
or marketing of domestic supplies, or cause an unnecessary burden or expense 01 
the Government. 

Unless section 104 remains in the law, serious harm will result to the dair) 


industry. The Secretary of Agriculture has so found the facts to be. We urge 


you most earnestly to retain section 104 in the Defense Production Act. 
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Senator Fu.tsriext. Mr. AdolphC. Dolder, secretary of the Switzer- 
land Cheese Association. 

Will you come forward, Mr. Dolder? 

Will you give your full name, please, and whom you represent to 
the reporter? 

Mr. DotperR. Adolph C. Dolder, manager and secretary of the 
Switzerland Cheese Association, New York. 


STATEMENT OF ADOLPH C. DOLDER, MANAGER AND SECRETARY, 
SWITZERLAND CHEESE ASSOCIATION 


Mr. Doutpger. The organizations which the Cheese Association is 
representing, the Swiss dairy industry here especially, as regards 
cheese for the promotion of cheese from Switzerland in this country. 
It represents these people in Switzerland, through the Swiss Cheese 
Union, which is an organization comprised of all the dairy farmers 
who are in the Federation of Milk Producers Cooperatives, the 
Cheese-Makers’ Guild, and besides that, the Cheese Exporters. 

First of all, I want to express my appreciation to Senator Maybank 
for his proposal to repeal section 104, and for the privilege of being 
able to present our case orally at this time. 

Senator Futsricur. I will inform Senator Maybank of your mes- 
sage. 

Mr. Douper. Thank you. 

Senator FuLtprieur. Are you for the repeal of section 104? 

Mr. Dotper. That is right. 

Senator Futpricut. Will you summarize, as briefly as you can, 
why you are? 

I may say your statement will go in the record in its entirety. 

Mr. Dover. Thank you, sir. 

In the first place, I want to add here that I am an American citizen 
but I feel there are other laws or other ways of adjusting possible 
abuses that may occur in the importation of products. 

Secondly, I feel that the exclusion of cheeses, for instance, from 
Switzerland, is detrimental to the American dairy producers, and also 
to the consumers. 

It is a great loss and a great shock to the Swiss producers and I feel 
that this section 104 does not promote orderly international trade. 

Senator Ives. May I interrupt at that point, Mr. Chairman? 

Senator Futspriecut. You may. 

Senator Ives. I understood the gentleman to state that the pro- 
hibition was harmful to the American dairy industry? 

Mr. Dotper. That is right. 

Senator Ives. You are going to elucidate? 

Mr. Dotprer. That is right, further on. 

When it comes to a way of adjusting abuses, for instance, or what 
are perhaps abuses, we could furnish the best example in our own 
organization. 

In 1929 we started an advertising campaign according to the Ameri- 
can tradition, blowing our horn very loudly. 

Before we knew it, the Tariff Commission had some hearings to 
raise the tariff on Swiss cheese, and sure enough, by Presidential 
proclamation, the tariff was raised 50 percent. 
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Now, the difference in the present law and the one that was applied 
with regard to Swiss cheese in 1930 was this: That at that time we 
were given at least an opportunity to move our stock from Switzerland 
that had been prepared for the United States and was in stages of 
curing, move it into the United States in a grace period of 30 days 
so that afterwards all our plans that were made for the export to the 
United States were not canceled. With us, that is not the case at 
the present moment. 

There were other ways in which we could negotiate under the trade 
treaties. : 

In this section 104, there was one thing. In the first place, there 
was no warning. There were no hearings. No change of plans in 
Switzerland were made possible. 

To show you how important these plans are, Switzerland actually 
budgets its production for a 6-month period on a country basis. They 
determine that they will produce so many tons for the United States 
market, which demands a different type of Swiss cheese than for 
instance, the French market, or the Italian, or the German market. 

Just to show you how important all these things are I have here a 
sheet showing the exports of Switzerland Swiss cheese and Gruyére- 
processed cheese in 1950, showing to how many countries these cheeses 
are being exported and how important the United States market is 
plaving in their plans. May I show it? It is in German, unfortu- 
nately, but it does give some important figures. 

Senator FuLtpricur. Are these figures contained in these tables in 
your statement? 

Mr. Douprr. No; they are not. 

Senator FuLsricut. You may proceed, Mr. Dolder. 

Mr. Dotprer. When section 104 went into force, all the plans for 
shipment to the United States had already been made. Practically 
all the cheese that is exportable to here, until about February 1951, 
is already made and is in various stages of curing at the present 
moment. Some is younger, some is older, and some is ready for 
shipment. 

Now, we are going. to lose a considerable part of that cheese. It 
will have to remain in Switzerland or we will have to find another 
market in other countries which is all the more difficult today because 
the other countries are similarly affected by section 104 and are also 
going to have a certain surplus of cheese, and probably will hesitate 
to purchase cheese from Switzerland in larger quantities than they 
did before. 

We are actually losing for the 5-month period, from August 9 
to December 31, 780,000 pounds. That is the amount which is less 
than we exported in 1950 in the same period. 

Furthermore, we had planned to ship even more than we did in 
1950 because the consumer demand was present and it was easily 
absorbed and has not cut into the domestic market. 

Now, this figure is only correct if the Department of Agriculture 
figures are bemg used. Unfortunately, we cannot use this quota 
because we can furnish proof of importation to only 13 million pounds 
for the 3 years instead of 14 million pounds, which the Department of 
Commerce figures show. 

Our actual loss in the quota will be, compared with last year, 935,000 
pounds. 
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Senator Futspricutr. Could you import any agricultural products 
from this country? 


Mr. Dotper. Yes, sir. 

Senator Futsricut. What do you import? Do you know how 
much? 

Mr. Douper. I have here Business Information Service of Inter- 
national Statistics Series of the United States Department of Com- 
merce. 

For 1949 and 1950, I give you the values: Switzerland imported 
foodstuffs in the amount of $23.9 million in 1949, and $19.4 million 
in 1950. 

Among these foodstuffs were meat products, which is a trifling sum, 
one and a half million dollars; grain and preparations, $15.4 million 
in 1949 and $8.9 in 1950. 

There are other things like wheat, 12.4 million in 1949 and 4 million 
in 1950. 

Animal products, $5.8 million in 1949 and $10 million in 1950. 

Vegetable products, inedible, 13.4 in 1949 and 15.6 in 1950. 

Then among these are tobacco, 6.5 and 8.4, and cigarettes 4.0 and 


_ 





a 

Textile fibers and manufactures—I am only quoting the raw cotton 
and not the synthetic fiber—which was 6.6 and 5.2. Synthetic 
fibers $8.5 and $9.8 million. 

Senator Futsriext. Did you import any soybean oil? 

Do.per. Peanut shells and peanut oil, edible, about $1% 
million. 

Senator FuLspricut. You use mostly animal fats, rather than 
soybean oil? 

Mr. Dotper. No; there are no animal fats here except tallow, under 
“Inedible products,”’ of $1 million in 1949 and $3.1 million in 1950: 

Senator Futsricut. I forgot now, what was the total in 1950 of the 
dollar value that you imported into Switzerland? 

Mr. DoupEr. $62 million worth. 

Senator FutBrieny. What was it in 1949? 

Mr. Dover. $60 million. 

Senator FuLsricut. It went up $2 million? 

Mr. Doutperr. That is right. 

Senator Funsricut. According to your statement here, you have 
shipped to this country $3,995,000 worth of Swiss cheese in 1950; is 
that correct? 

Mr. Douper. I think so. I will have to check. 

Senator Futsricut. Do you have any other significant agricul- 
tural product that you send from Switzerland to this country other 
than cheese? 

Mr. Doupser. Cheese in the amount of $4.6 and $5 million—that 
is 1949 and 1950—animal products, inedible, 1.3 and 1.6. 

Senator Fuusrieut. Are these the exports from Switzerland to 
this country? 

Mr. Dover. That is right; the importations of this country from 
Switzerland. 

Senator Futsricat. Say that again. 

Mr. Douprer. Animals and products. 

Senator FuLBricHt. What do you mean by that, hides? 

Mr. Dotprr. Quite possibly it is cattle. 
83762—51—pt. 417 













3048 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Senator FuLBricut. Cattle? 

Mr. Dotper. It may be cattle. 

Senator Futprieut. Those would be dairy cattle? 

Mr. DotprEr. Those would be dairy cattle. 

Senator FuLtpricut. Now, give the figures again. 

Mr. Dotper. Vegetable products, inedible, in the form of drugs 
of animal and vegetable origin, $1.6 and $2.1 million. Now, I do not 
know whether we should put in textiles and manufacturers. 

Senator Futsricutr. I was trying to see what the balance of trade 
is in agricultural products. 

Mr. Dotprr. Then we have hat braids to make straw hats and 
things like that. Would that go into there? 

Senator FuLtsriexr. I think that would be manufacture. 

Mr. Dotper. The imports of the United States in agricultural 
products is $7.5 million in 1949 and $8.75 million in 1950. 

Senator Futsrieut. Then it is fair to say that you sent. to us 
$84 million worth in 1950 and you purchased $62 million worth of 
agricultural products. Are those about the correct figures? 

Mr. DotpEr. The balance of trade is certainly in favor of the 
United States. 

Senator Fu.srieutr. Well, is it about that proportion? 

Mr. Dover. The question of course is this, Do we purchase 
entirely in order to be able to ship cheese, or do we purchase because 
you have products to sell which Switzerland needs? We feel we 
have a product in the form of cheese that America needs and generally 
that the consumer likes and desires. 

Senator Ives. What is the main product of Switzerland? 

Mr. Douprr. When I went through school, as I remember, it was 
tourism, but since then it has become watches and then textiles. 
Cheese exports are small in value, but are very important because it 
involves such a large number of people. The whole farm population 
is involved and there is, of course, a surplus of milk production that 
has to be exported in one way or another. 

Now, may I continue and come to the point that Senator Ives asked 
about before, as to why it is to the detriment of the American farmer? 

Senator Ives. Yes. I think that is quite important from our stand- 
point here. 

Mr. Douperr. I have here some statistics which you do not have 
and which are taken from the United States Department of Agri- 
culture, from the Cheese Reporter in Wisconsin, from the United 
States Department of Commerce, and some figures which are estima- 
tions by ourselves. 

In 1931 the total imports from Switzerland were 13 million pounds, 
and the domestic production was 28 million pounds. From then on, 
of course, with the higher tariff, our exports dwindled and then of 
course we had the depression which affected us too so that it finally 
fell to about 5 million pounds in 1935. From then on it went up 
again and reached again 8.9 million pounds in 1939, at which time 
the domestic production had risen to 42 million pounds. 

Then during the war years, of course, we disappeared completely 
and started to export to the United States 2 million pounds in 1948, 
at which time the American production had risen to 70.5 million 
pounds. 
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In 1949, the American production goes to 81 million pounds and 
our imports to 5.6 million pounds. In 1950, the American production 
rose to 101 million pounds, while ours rose only a trifle, to 6.3 million 
pounds. We could probably have sold some more cheese at thut time, 
but we did not have the right quality available during the year of 
1950. 

The imports in 1931 were 46 percent of the domestic production. 

Senator Ives. You are talking only about cheese now? 

Mr. Dorper. That is right. 

In 1948 it was 3 percent; in 1949 it was 7 percent; in 1950, with 
that tremendous increase in domestic production, the percentage 
dropped again to 6.3 percent. 

I have here some figures on landed costs of cheese in New York 
with regard to Swiss cheese, and the average factory price for grade A 
Wisconsin make. 

In 1939, Wisconsin cheese was 21.1, and the cost in New York for 
Switzerland Swiss was 41.1. The price differential was 20 cents, and, 
in percentage, 95 percent. 

These percentages were, in 1937, 80; in 1938, 73; in 1939, 84; and 
in 1940, 102 percent. 

In 1948, domestic Swiss out of the factor grade A was 59.3 cents and 
Switzerland Swiss landed cost 83 cents, a differential of 23.7 cents or 
40 percent. 

In 1949, for Wisconsin Swiss cheese, 51.8; Switzerland Swiss, 80.9. 
Differential, 21.1 cents and 56 percent. 

In 1950 these figures were 46.2, 77.3, 31.1, and 67 percent, 
respectively. 

In 1951 now for the first 6 months, the differential has risen to 34.7 
cents and 84 percent. 

Senator Ives. You have indicated all those figures and the costs 
and the differential, but where does the division hurt American 
agriculture? That is the question. 

Mr. Dotprr. As a matter of fact, the importation of Switzerland 
cheese has been very beneficial to the domestic production. In the 
first place, the Swiss built the factories or started the business over 
here. In the second place, it was the Swiss from Switzerland who 
carried on continuous advertising and publicity to make Swiss cheese 
desired by the people. 

I think much of the increase in the domestic production is due to 
our presence because it shows just when we were selling cheese, that is 
when we were advertising, the domestic production rose at the same 
time. 

Senator Ives. You are referring entirely to the effect on cheese? 

Mr. Do.prer. On Swiss cheese alone. 

Senator Ives. Not on any phase of agriculture in the United States? 

Mr. Douper. Not on the agriculture; only cheese. 

Now, of course, we cannot claim all the credit and we do not. If it 
were not for the modern distribution methods which have come up in 
the last few years—I am talking about big markets and self-service 
stores—domestic Swiss cheese could not be produced in such quantities 
and probably we would not have been able to sell as easily our own 
cheese, because these new distribution outlets made it possible for 
even small towns to carry large varieties of cheese, or more varieties 
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than before, and I think much of this increase in domestic production 
is also due to this new distribution method. 

Senator Ives. Would you say that the importation of Swiss cheeses 
or foreign cheeses then is inclined to make all Americans what one 
might call cheese-minded so there is a greater demand for domestic 
cheese as a result? 

Mr. Dotper. That is exactly it. 

If you have a cheese which is successful and accepted by the con- 
suming public, it will not take very long for Americans to also make 
a similar type of cheese. 

Senator Ives. I am posing by indirection some questions posed by 
those who preceded you. The may disagree with you. 

Mr. Douprr. There is another angle. In Switzerland, of course, 
the cheese is produced as much as possible in high quality and it is 
especially selected. We have trouble over there too. We sometimes 
have difficulty in making good cheese, and we have difficulty in 
selecting cheese for the American market, for instance. That cheese 
is of an outstanding quality and the domestic producers are con- 
stantly trying to meet the quality of the imported product. They 
have Laas very ingenious about it and they have even found new 
manufacturing processes which make the manufacturing of Swiss 
cheese, domestic Swiss cheese, cheaper and more attractive to the 
consumer. It is of greater uniformity and so forth and so on. 

I think it is all due to that friendly competition in bringing about 
a better product. 

Years ago, before the war, an average car shipped to New York 
contained almost, well less than 25 percent of grade A and grade B. 
The others were C’s and under grades. You can now get a car of 
domestic Swiss cheese that contains only A’s or B’s. It is possible 
that the quality has been improved to the extent where 60 percent of 
all domestic Swiss cheese today is made in the highest domestic 
grade. 

Senator Arxen. If you cannot ship your cheese to America, what 
will you do with it? 

Mr. Dotprr. The Swiss consume up to 26 pounds per capita per 
year. When we cannot ship the cheese we have produced, we have to 
reduce the price practically below the cost price and even at a loss. 

Senator A1rken. Where would that be reduced? 

Mr. Doutpsr. It would be reduced to the Swiss consumer and then 
the Swiss consumer will find a cheaper substitute for meat than he 
had before and he will eat more cheese. That is why our rate of con- 
sumption actually is varying from year to year. It has happened 
before. 

Senator Aiken. In other words, if you cannot import it, you have 
to eat it? 

Mr. Do.tpsr. We have to eat it ourselves. 

Senator ArkeNn. You ship to no other country? 

Mr. Dotpsr. Oh, yes; to very many countries. 

Senator AIKEN. Would the price be lower to other countries as a 
result of the prohibition against shipping into America? 

Mr. Do.per. If that is an inducement to move the cheese that 
way, that would be the effect. In order to show that the importations 
of Switzerland Swiss cheese does not depress the price of domestic 
cheese or domestic milk I have the following table: 
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For milk used in an American cheese factory, the manufacturers 
paid an average of $1.09 per pound butterfat in 1948, while for 
Swiss cheese it was $1.16, and for butter $1.05. 

In 1949, it was 79 cents, 87 cents, and 81 cents. 

In 1950, it was 80 cents, 85 cents, and 82 cents, which means that 
the manufacturers or the farmers who delivered the milk into cheese 
factories which made domestic Swiss cheese, received a higher price 
for their milk actually than for other dairy products. 

That would be about all if you have no further questions, except 
that we have one little product, and that is our little cheese which 
smells so strongly and which is really not a cheese at all. It is sapsago. 
It has been made by us for many hundreds of years. It cannot be 
eaten in the form you see before you. It has to be grated and can 
only be used as a flavoring or for soups and gravies and so forth. 

If you want to eat it, you have to grind this 4 ounce piece and 
dilute it with one whole ‘pound of butter, or one whole pound of 
cream cheese. That is how strong the flavor is. 

About 50,000 or, at the most, 100,000 or 200,000 pounds of this 
cheese are imported from Switzerland. The Federal Security Agency, 
when it fixed new cheese standards, found it impossible to classify 
Sapsago cheese into any of the general standards, so in spite of the 
unimportance of this article, it was given a separate standard so it 
would not be excluded from importation into the United States. 
But now, Sapsago is similarly restricted as true cheese. I think 
this is about the best illustration of what effect section 104 has had. 

Senator Futsricut. Thank you very much. 

Mr. Douper. I thank you very much, gentlemen. 

Senator Futsricut. This table that you gave us is in kilograms, I 
guess—— 

Mr. Dotper. That is right. 

Senator Futsricut. I do not know whether our records would be 
very intelligible. I think we have sufficient statistics. You may want 
that for your own purposes. 

Mr. Douper. Thank you. 

Senator Futsricur. Thank you very much. 

(The complete statement of Mr. Adolph C. Dolder follows:) 


STATEMENT OF ApOLPH C. DoLpER, SECRETARY OF THE SWITZERLAND CHEESE 
ASSOCIATION, INc. 


My name is Adolph C,. Dolder and I am a citizen of the United States, serving 
as secretary of the Switzerland Cheese Association, Inc., a New York corporation 
organized to assist in the marketing of cheeses of Switzerland in the United States. 
The association represents the interests in the United States of America of all 
producers and exporters of Swiss and other natural cheeses exported from Switzer- 
land; maintains records of all imports of such cheeses from Switzerland to the 
United States; facilitates the adjustment of any disputes that may arise between 
importers and exporters in connection with these imports; and handles the 
advertising and sales promotion in the United States of America of Switzerland 
Swiss and other cheeses of Switzerland. 

The association strongly urges the enactment of 8. 2104, a bill to repeal section 
104 of the Defense Production Act of 1950, as amended, since that section works 
an exceptional and unusual hardship on producers and exporters of Switzerland 
Swiss cheese and so far as cheeses of Switzerland are concerned, is not necessary 
to protect the interest of domestic producers. 

For many years Switzerland has been by far the principal exporter of Swiss, 
gruyere process, and sapsago cheese to the United States. 

The following table illustrates, for representative years, the quantity of Swiss 
or Emmentaler cheese imported. into the United States from various E uropean 
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countries; the dollar value thereof; and the percentage of total imports of Swiss 
cheese by countries of origin: 


TaBLE 1,—Imports of Emmentaler or Swiss cheese 


{U. S. Department of Commerce figures] 


se ae 
Country | Pounds | Value | of total 


| Po 
Country | Pounds Value Percent 


of total 


| 

ee | —— | 
| || 1939—Continued 

} 

| | 


Canada 74 $279 0.01 || France 7, 72 1, 611 
Sweden__-__-- os 4, 661 1, 826 .07 || Hungary_____- -| 14, 097) 2, 399 
Denmark 279, 380) 85, 604 4.04 | Poland and Danzig 600) 58) _. 

France 11, 273) 7, 065) .16 || Switzerland. 8, 925, 423) 2, 326, 850 
Germany 12, 497 5, 036. -18 || es 
Austria 633) 243 -OL |} ¢ 10, 558, 565) 2, 605, 872 
Switzerland | 6,383, 468] 3,995,982} 92. 20 || SS Se SS 
Finland | 228,180) 101, 503 3. 30 | 
1, 833} 752) . 03 | | | 
——_|_____|___— || Austria 247,924 | 52, 016 | 
6, 922, 789) 4, 198, 290)......_. Denmark. _._._- ° 1, 778,907 | 330, 637 | 
—== | == |= |} Estonia | 55, 331 9, 324 
|| Finland | 767,971 | 129,950 

| | France buat 12, 469 | 

Canada 4, 205) 1,810 || Germany | 125, 845 
Denmark 87, 960} 37, 726) j Latvia 327 
Netherlands 17, 059) 11, 005 .30 || Switzerland | 6, 924, 139 
Belgium 12,054 7,379! =. 21 || Argentina 915 
France 9,943) 4, 866 | ——-|-—-——- _----- 

Switzerland 5, 644, 929) 3, 669, 023) | 9, 908, 828 | 2, 308, 074) ___- 

Finland 628) 434, =. 01 || ——— | = 








5, 776, 778) 3, 732, 243 
ae Austrisz | R98, 150 179, 660) 8. 69 
: x | 2,686,942} 496,906) 26. 01 
| Estonia taal 121, 164 21, 004) 1.17 
Canada 6, 531) 3,046, 0.30 |) Finland 1, 399, 367; 236,889) 13.54 
Denmark 51, 511| 25, 268) 2.34 || Germany 5, 692) 1, 485) . 06 
PRN cise ajestseel 17,494 8, 561 .80 || Italy 28,800! 7,963; 28 
Switzerland. 2, 121, 585| 1,392,030) 96.56 || Norway. j 1, 262 200) Ol 
—- |__| || Poland and Danzig 3, 572) 484 . 04 
1, 
4, 








Total 2, 197, 121 1, 428, 905 a 465) 253) 01 

| || Switzerland 5, . 552) 1,541,803) 49.70 

1939 | || England 7,817 15, 496 . 46 

| Yugoslavia ______- . 384! 896 . 08 

Denmark 1, 249, 555 214, 927 11. 84 || —- 

Estonia 4, 068) 641 . 08 Total 10, 332, 167; 2, 503, 039).......- 
Finland __- 357, 099 59, 386 3. 38 





The fact that the importation of Switzerland Swiss cheese has had no adverse 
efiect on the production of domestic Swiss cheese may be seen from the following 
table which shows the quantity of Swiss cheese produced domestically and the 
quantity imported from Switzerland during the years indicated: 


TABLE 2 





| Domestic | Imports from 
production | Switzerland 
| 


ce ree Domestic 5 aleaaieeiaata 
production coe Switzerland 
| 


| 
=| Year 
| 


Pounds Pounds | 
43, 084, 000 | 6, 924, 139 || 
42, 257, 000 | 8, 925, 423 | 


Pounds Pounds 

1945 ; 50, 065, 000 181 
55, 192, 000 466 
71, 612, 000 447, 600 
70, 665, 000 2, 121, 585 
81, 043, 000 5, 644, 929 


48, 659, 000 4, 081, 376 | 
55, 962, 000 
51, 240, 000 | 


466, — 


52, 160, 000 2, 809, 901 


1 
| 
| 
45, 626, 000 50, i [3 $ -| 101, 857, 000 6, 383, 468 


| 


During the years 1941 to 1946 the production of American Swiss cheese re- 
mained stable, averaging approximately 48 million pounds per year. During 
these years there was practically no importation of Switzerland Swiss cheese 
or other foreign Swiss cheese. In 1947 there was a very substantial increase 
in domestic production, from about 55 million to 71 million pounds and a sub- 
stantial increase was also made in the subsequent years 1949, 1950, and 1951. 
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During this very period, commencing in the year 1947, Switzerland Swiss cheese 
again was imported and in steadily increasing quantities in part as result of a 
vigorous advertising campaign undertaken fram January 1948 to August 1951. 
It is apparent therefore that the result of the increased importation and adver- 
tising of Switzerland Swiss cheese did not impair or reduce production of the 
domestic product below preexisting production levels. On the contrary, domestic 
production increased substantially during this time. 

Moreover, it will be noted that as imports of Switzerland Swiss cheese increased 
there was an even greater increase in the production of the domestic product so 
that in 1950 the imports of Switzerland Swiss cheese amounted to only 6.3 percent 
of the total domestic production, as compared with 21.1 percent in 1939, 

In our opinion, the increased availability of Switzerland Swiss cheese, which is 
recognized as having an outstandingly high quality, stimulated the improvement 
of the quality of the domestic product and such improvement contributed sub- 
stantially to the continuous increase in domestic production. This quality 
improvement may be judged by reference to the percentages of various grades of 
Swiss cheese produced before and after the war. The percentage of grades A and 
B contained in the average. production of Wisconsin Swiss cheese has increased 
from approximately 25 percent in prewar years to approximately 60 percent at 
the present time. It should be noted that this improvement began to take place 
in the years when imports of Switzerland Swiss cheese were resumed. 

The far higher price of Switzerland Swiss cheese marks it as a distinctly different 
product from the domestic. As shown by the following table, the price of both 
the domestic and Switzerland Swiss cheese has decreased from 1948 to 1951, but 
the decrease in the price of the imported product has been less drastic, so that the 
spread in price has become even greater and the percentage of the spread has 
nereased still more: 

TABLE 3 





| Average | Average 

| faetory | landed-cost 
= rice of | pricei Price ~ercentage 
Year price of | pricein | rice Percentage 


| Wiseonsin | New York | differential | differential 
Swiss grade} of Switzer- | 
| A land Swiss 





Cents per 





Cents per Cents per 


| 

| pound pound pound 
OD eo cckeaske elo ebincs wichun tial plaeRadedootel 21.4 38. 6 17.2 | 80 
ie he iat ea dadkoniduces as, 19.1 33.1 14.0 73 
Red adbideas -n<tiaateans eens Sealine 4 18.7 | 34.5 15.8 | 84 
ss wecceneakavenewed 59.3 | 83. 0 23.7 | 40 
1949__..... onl aaah SO ened a eid~ ala aa 51.8 80. 9 29. 1 56 
Ee ee ee pie cose 46. 2 | 77.3 31.1 | 67 
SEs ieleitee ee cin Sa nominng eon na ceckesmpletians an 41.3 76.0 34.7 | s4 


A somewhat similar price differential prevails at the retail level; for example, 
the current price in the New York City self-service chain stores ranges from 65 to 
69 cents per pound for domestic Swiss, compared with $1.10 to $1.19 per pound 
for Switzerland Swiss, representing a differential of approximately 70 percent. 

The nature of the hardship imposed upon the producers of Switzerland Swiss 
cheese under the import restrictions issued by the Secretary of Agriculture pursu- 
ant to the act under consideration may be judged by the fact that while total 
imports in 1950 are given by the United States Department of Commerce as 
6,383,468 pounds, the 3-year average set by the Secretary of Agriculture as a basis 
for the calculation of a quota reaches only 4,716,660 pounds. The maximum 
quota allowed for the period of August 9 to December 31, 1951 is 1,965,275 
pounds. The imports during the same period in 1950, which is the heavy season, 
amounted to 2,746,116 pounds. The restriction therefore imposes a minimum 
reduction of imports of 780,841 pounds for the heavy season alone. For the next 
6 months commencing January 1, 1952 an additional serious reduction would 
also be imposed under the law. This deficit is likely to be much larger since the 
licensing system invoked by the Secretary of Agriculture does not make it possible 
for the Swiss exporters to pick up unused quotas of importers. 

The hardship is further accentuated by the fact that the Swiss producers 
planned their 1951 production on the assumption that the restricted markets in 
other countries would be more liberalized during the year than before and that 
certainly no restrictions would suddenly be imposed by the most valuable and 
liberal market of all, the United States of America. Most of the cheese for 
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American consumption for the balance of this year and the beginning of next is 
already produced and in varying stages of curing. The quantity prepared is 
somewhat larger than in 1950 and is in conformity with the anticipated increased 
American consumer demand. 

To preclude the importation of substantial quantities of this cheese which has 
been especially prepared for the United States market in good faith would cons- 
titute an unusual and severe hardship. 

The producers and exporters of other cheeses of Switzerland, including sapsago 
and process cheese, are similarly affected by the present law and urge its repeal. 

In regard to Swiss process cheese or process Smiytee cheese, this cheese was 
originated in Switzerland, and is packaged in the customary round boxes con- 
taining 6 or 12 wedge-shaped portions, which is still the standard for all process 
Swiss cheese or process Gruyére cheese. 

This was introduced into the United States many years ago, and has been 
regularly imported from Switzerland except during the war years. It was not. 
produced here for sale in the familiar round box until the war, and since then 
an industry has developed making process Swiss cheese or process Gruyére cheese, 
under the standards promulgated by the Federal Security Agency, effective 
February 24, 1951. At the present moment to my knowledge only three manu- 
facturers make it in the United States: Nestle’s, Borden’s, and Zausner’s. 

The following table illustrates for representative years the quantity of Gruyére 
process cheese imported into the United States from various European countries, 
the dollar value thereof, and the percentage of total imports of such cheese by 
countries of origin: 


TABLE 4.—Imports of Gruyére process cheese 


[United States Department of Commerce figures] 












































Country Pounds | Value seus Country Pounds | Value aot 
1950 1939—Continued 
Canada............. 604 $300 | 0.04 || Netherlands. ._.___- 504 Im} .01 
Argentina__-.......- 300 75 SD EE on Sh nictinn 34, 550 8, 604 | . 97 
SO oo oo 1, 143 661 .07 || Poland and Danzig. 126 Bein ecco 
OO ais 8 2, 607 1,179 .18 || Sweden._........._- 994 192 . 03 
Denmark..________. 58, 543 19, 096 3.93 || Switzerland_...____- 2, 693,452 | 751,348 75. 18 
Netherlands. _____. | 6, 055 4, 435 -41 || Argentina. __.__- eee 29, 204 5, 020 79 
went 6, 943 3, 934 47 | a | 
Switzerland_________| 1,344,232 | 979, 798 90. 23 ORE cccn kan 3, 582, 624 934, 028 |___-- 
I en | 69, 281 | 34, 632 4. 65 i) SS SSS SS 
$$ | $$} —___— 1938 
wee ces | 1,489, 708 |1, 044, 101 |......-- pS, mie 127, 891 18, 713 75 
——===—>_J |S || Denmark._._.._...... 37, 513 7, 819 1.10 
1949 | | Finland. -__........| 1,112, 44 232,710 | 32.59 
SO en caanineat 2, 568 727 . 08 
Ee 1,977 | 752 Se a 3 65, 388 16, 968 1, 92 
M2. 2,776 | 1,887 .21 || Poland and Danzig.| 46, 516 5, 029 1.36 
Denmark___________ | 14,323 6, 176 1.07 || Switzerland__.__._-- | 2,020,325 | 549,702} 59.18 
Holland... ....... 8,651 | 6, 469 08) Gametan. oo... c. 180 7 ee 
Belgium... 2, 039 1, 404 .15 || Argentina. ___......| 639 92 .02 
Switzerland_..______| 1,291,216 | 959, 262 96.76 || Netherlands... ...-. 80 32 }..--- 
Finland __._.._....- | 13,492 9, 990 1.01 || |_————__ |__| 
|__| | ——_ |} _ | ae | 3, 413, 644 | 831,800 |__.-..- 
Total_._...._.| 1,334,474 | 985,940 |______- es eal 
1948 | 1937 | | 
eS chewed | 282,638 | 41,631 10.04 
eS 2 Bt ena Czechoslovakia. ---_| 2, 240 233 | . 08 
Argentina_.........| 84, 647 29, 201 8.29 || Denmark.-__......-- 71, 535 13, 700 2. 54 
Denmark__________.| 1, 200 915 535 Thea. ook a. 17, 068 2, 946 . 61 
United Kingdom. -.| 1, 081 818 .10 || Finland............| 532,802 | 111,078 18, 98 
Netherlands. .__. 2, 651 185 TE I, cnt Coan enon | 1, 48 458 | . 06 
Switzerland._______ 931, 758 706, 503 91. 23 SE ke Seek 795 91 . 03 
—_ eet: Sg to. 211 7p ee 
RS fh Ea | 1,021,339 | 737,624 |_......- Netherlands. .-.---- 70, 387 7,801 | 2. 50 
Se |e |} Norway............| 102,023 26, 608 3. 68 
1939 | Poland and Danzig. 8, 243 998 | . 29 
| eee 5, 313 983 .19 
a | 1, 059 147 .04 || Switzerland........_| 1,720,170 | 498, 838 61. 10 
Denmark. .____..._..| 7, 766 1, 474 .22 || Special imports | 
Estonia____- SAY | 8,177 1, 141 =  cLcl. cesta i 80 OP iu... ; 
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The foregoing.table does not in our opinion reflect the full amount of imports 
from Switzerland of Gruyére process cheese. Such imports are actually about 
25 percent higher, for example, for the years 1948-50, according to the records of 
the Switzerland Cheese Association. 

While there are no available records of how much process cheese is produced 
in the United States, the other available evidence will indicate that there has been 
a relative increase in domestic production. The domestic product is stocked in a 
far greater number of stores than is the product imported from Switzerland. 

As indicated by the last table, imports of Gruyére process cheese from Switzer- 
land in the year 1950, amounting to 1,344,232 pounds, fell considerably short of 
the imports of 2,693,452 pounds in 1939. 

The lack of competition between the domestic product and that imported from 
Switzerland is indicated by the considerable price differential between the two 
products. The current wholesale prices in New York City average 38 cents for a 
6-ounce box of the imported cheese and 312 cents for a 6-ounce box of the domestic 
cheese. (On a pound basis the price would average approximately $1.02 for the 
imported product as compared with $0.84 for the domestic product, or an average 
differential of $0.18 per pound.) 

The current retail price in self-service chain stores averages $0.47 per 6-ounce 
box of the imported product compared with $0.37 for the 6-ounce domestic box. 
(On a pound basis the retail price would average approximately $0.99 for the 
domestic product and $1.26 for the imported product, amounting to an average 
differential of $0.27 per pound.) 

In the light of these facts the present law imposes an unnecessary hardship on 
the producers of the process cheese in Switzerland. Under the present import 
restrictions these producers would be faced with a reduction of imports for the 
period August 9 to December 31, 1951, of approximately 330,000 pounds as com- 
pared with the same period in 1950, even if the Commerce Department figures 
are used as the basis of this calculation. In fact, however, since the Commerce 
Department figures do not reflect the full amount of imports, the reduction 
sustained by the Swiss producers would amount to approximately 580,000 
pounds, which would be more than 50 percent of the actual amount imported 
during the period August 9 to December 31, 1950, namely 1,075,849 pounds. 

The seasonal factor in the case of process cheese is particularly important 
because this product is used very widely for Christmas gift packages so that the 
heaviest exports take place during the latter part of the year. 

Also, the licensing system established by the Secretary of Agriculture works 
an even greater hardship in the case of the process product. This Swiss product 
is sold under a wide variety of brand names. A number of these brands imported 
during the quota years 1948-50 are not being sold now. The importers who 
purchased in the past are frequently not interested in utilizing their quota for the 
new brands whereas other importers might desire to pick up unused quotas. 
Nevertheless, these quotas will remain unused since the exporters are powerless 
to transfer these quotas to other importers. 

The sudden imposition of import restrictions in the United States has injured 
the producers of process cheese as severely as the producers of Swiss cheese, and 
the former will also be left with considerable quantities of cheese which they had 
prepared for the American market in good faith and on the basis of their reason- 
able expectations of an increased consumer demand in the United States. 

Another Switzerland cheese which is hit very hard by present law is Sap Sago 
(of which the Swiss equivalent is Schabzieger). This cheese is also known in 
Switzerland as Kraeuter Kaese, which means herb cheese. It is made only in 
one small area of Switzerland, namely, the canton of Glarus. The total amount 
produced is relatively small but it is a very important industry for that area. 
As far as I know, it is not made in any other part of the world. As indicated by 
the following table, it has been imported to the United States only in small 
quantities: 


TABLE 5.—Approximate imports from Switzerland 


Pounds Pounds 
Re a co UT ee Ce enw 21, 000 
Re ee ae RE cen . 16 
As ets iin tdc eon ce Sec es aT el a sas cn dh cnc se 79, 000 


(Figures for the years 1937-39 are estimated from U. 8. Department of Commerce sources and for the years 
1948-50 are based on data supplied by the exporters.) 
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The imports of this product are small because its uses are restricted. | It is 
used either for flavoring purposes, for sauces, soups, and the like, or as a spread; 
however, when it is used for the latter purpose it is diluted, after being grated, 
with three to four times its weight of butter or cream cheese. Consequently, its 
use increases the consumption of considerably greater quantities of domestic 
products. 

The hardship imposed by the law is glaringly obvious in the case of this cheese. 
Since there is no domestic equivalent, it cannot possibly compete with any Ameri- 
can product. Its appeal is so limited that the amount imported is inconse- 
quential. At the same time the restriction of its importation strikes a heavy blow 
at the people of the small district in which it is produced. 

A number of other types of cheese of Switzerland are also imported in very 
small quantities. They include Sbrinz, which is a hard cheese used for grating 
purposes. A number of soft cheeses are also being imported. The producers of 
these cheeses are also severely injured by the operation of present law. 

New types of cheese are also originated in Switzerland from time to time and.a 
number of such cheeses began to be imported within the past few years. The 
present regulations make most inadequate provision for new cheeses. For the 
period up to December 31, 1951, individual importers are permitted to import 
only a maximum of 1,000 pounds of any cheese which they have not heretofore 
imported, and the total amount thereof which all importers may import is limited 
to a maximum of 100,000 pounds. These amounts are far too small to warrant 
commercial importation. 

Finally, I wish to point out that in our opinion the application of Section 104 
of the Defense Production Act to cheeses of Switzerland is inconsistent with the 
Reciprocal Trade Agreement in existence between the United States and Switzer- 
land, particularly articles VI and VII (1) which deal with the imposition of 
quantitative restrictions against the importation of articles produced in the 
respective countries. 

For these reasons producers and exporters of swiss cheese, Sap Sago cheese, 
and process cheese made in Switzerland, acting through the Switzerland Cheese 


Association, Inc., respectfully urge the repeal of section 104 of the Defense Pro- 
duction Act. 


Senator Futsricut. I have just been handed a computation made 


by the Department of Agriculture summarizing imports and exports 
to the various countries concerned in this matter, or principally con- 
cerned, which I think would be good for the record and I will want 
the reporter to include these tables in the record. 

(The table referred to follows: ) 
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United States trade in 19501 with countries that have protested against import re- 
strictions under sec..104 of the Defense Production Act of 1950, as amended 


I, TRADE WITH CANADA 


{In thousands of dollars] 





Exports to Canada Imports from Canada 


Commodity Value | Commodity Value 


Agricultural: Agricultural: 
Unmanufactured cotton Siglstertacihe 63, 527 Cheese__ 
Grains and preparations. -----._- 48, 286 | Casein 
Fruits and preparations ; 46, 298 Live cattle 
Oilseeds and vegetable and animal Grains and preparations 
fats and oils eis woe 38, 870 Meat products 
Vegetables and prep: trations... a 20, 630 | Fodders and feeds 
Fodders and feeds_. - - (suseease 2, 233 Fruits and preparations 
Other agricultural products. ee 29, 676 Vegetables and preparations 
| Other agricultural products 
| 
Total agricultural exports | 249, 520 Total agricultural imports 


Nonagricultural: Nonagricultural: 
Coal and petroleum and products 412, 251 Paper, wood, and manufactures 
Metals and manufactures__ | 211,306 Metals and manufactures 
Machinery ss 444, 227 Nonmetallic minerals 
Automobiles and parts... Sci 163, 949 Agricultural machinery 
Chemical products ‘ ~neee-} 120,315 | Fish and products 
Other nonagricultural produc ts_. A 346, 061 Other nonagricultural products 


Total nonagricultural exports. __- 1 698, 109 Total nonagricultural imports 


Total exports to Canada_ oe tos “" Total imports from Canada_.- 


Agricultural trade: Total trade: 
United States imports................] 264, 887 United States imports 
United States exports_. 249, 520 United States exports 
ah cates ndniem eons 15, 367 Net imports 


| 
' 


. TRADE WITH FRANCE 


Exports to France a Imports from France 


| 
Commodity Value Commodity Value 


Agricultural: | Agricultural: 
Cotton, unmanufactured | , 589 | Roquefort cheese 
Corn | ) 754 | Other cheese_ 
Oilseeds and vegetable oils | Casein_ 
Tobacco, unmanufactured , 2g Beverages i 
Other agricultural products_-_........-| . 19% Hides and skins, raw -- 
| Vegetable oils siekctinaie 
Other agricultural produc ts_ 6, 666 


Total agricultural exports........... . 939 | Total agricultural imports... ._-.- | 21, 909 
Nonagricultural: Nonagricultural: 

Machinery and automotives-__---.__-- 116, 276 Textile manufactures | 

Metals and manufactures 19, 154 Metal products---.-..__-- Seda 27, 736 
Chemical products | 16,143 Chemical products ____- ; 13, 904 
Petroleum and products.._..._......- 11, 060 | Furs, leather, and products 6, 843 
Other nonmetallic mineral products. .-.| 5, 933 Nonmetallic mineral products...__- 6, 065 
Other nonagricultural products... .__. 16, 556 | Other nonagricultural products-._-__ | 22, 734 


185, 122 Total nonagricultural imports-.- 106, 882 


Total nonagricultural exports-__-___} 


Total exports to France._.....___- ti. 331, 061 | Total imports from France. 
1 


Agricultural trade: te Total inte: 
United States exports..............__- 145, 939 331, 061 
United States imports. .--............. 21, 909 Sacsopeusetcuy——~ see 


124, 030 codimceccacl Se 





! Preliminary. 


Based @n official data of the Bureau of the Census. 
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United States trade in 19501 with countries that have protested against import re- 


strictions under sec. 104 of the Defense Production Act of 1950, as amended— 
Continued 
Ill. TRADE WITH ITALY 


























{In thousands of dollars] 
| 
Exports to Italy Imports from Italy 
Commodity Value Commodity Value 
Agricultural: Agricultural: 
Wheat and wheat flour. __...........- NII sic nite ccd aatevieitiotindte 9, 023 
TOI ninisontcschactten lalla itinn puthinna Maint Vegetable products__._....-..- 6, 553 
Cotton, unmanufactured____..-. 2 Nuts, fruits, and preparations 6, 590 
Oilseeds and vegetable oils 6, 943 RII oc nvcateniiaeloenn naira 7, 130 
Tallow and other animal fats-_-__.-_-- 8, 423 RITES es ae 5, 209 
Other agricultural products. -........-- 8, 438 Other agricultural products. --....-- 9, 986 
Total agricultural exports... ......-- 153, 357 Total agricultural imports_.......- 44, 491 
Nonagricultural: Nonagricultural: 
Machinery and automotives..---.-.-.-- 91, 341 Texts products... ..6.....5.--5<5- 24, 308 
Metals and manufactures.-.......-.-- 25, 245 Musical instruments and works of 
Chemical products._.............--.-- 24, 568 Be citndcnic cabana teased susled dike 11, 005 
"TDembile pre@eets.. soe sock ste ccs cc 11, 679 Metals and nonmetallic mineral 
Petroleum and products____---...-.-.- 9, 741 MUNIN: cssiccontslinis icinsann diecataicha tad 10, 727 
Other nonagricultural products - ------ 21, 243 Wood, paper, and chemical products. 8, 507 
-_—_——- Other nonagricultural products-___-- 5, 884 
Total nonagricultural exports - ------ 183, 817 _—— 
SSS Total nonagricultural imports. -.-- 60, 431 
"TERR eipatin te TURF join deka ceciccdciine 337, 174 = 
===} Total imports from Italy_.............-- 104, 922 
Agricultural trade: Total trade: ¥ 
United States exports...............-. 153, 357 United States exports... ......-...-- 337, 174 
United States imports. -__........-.-- 44, 491 United States imports__.........-.-- 104, 922 
ee er ee EE 108, 866 IND ao rin iirsa ictarteigheairedane 232, 252 
IV. TRADE WITH THE NETHERLANDS 
Exports to the Netherlands | Imports from the Netherlands 
Commodity Value | Commodity | Value 
tiie tiie $$$ | 
Agricultural: Agricultural: 
Wheat and wheat flour__-__._...-- 39, 418 Cheese (Edam and Gouda) -_-_-.-.. 1, 224 
Cotton, unmanufactured_____-_____- 38, 126 Nursery and greenhouse stock-.--_- 9, 472 
Meat, lard, and other animal fats __- 14, 977 Hams, shoulders, bacon. ---....-.- 4, 204 
Oilseeds and vegetable oils___-___--_- 13, 760 Cocoa, chocolate, spices. _--...--- i 2, 276 
Other agricultural products--...--_- 27, 459 Other agricultural products. -- -..- 6, 851 
Total agricultural exports__....._- 133, 740 Total agricultural imports_-._--- 24, 027 
Nonagricultural: Nonagricultural: 
Machinery and automotives-___.--_- 36, 614 ES :chtouiecwanandssinetniewstWdiwd 13, 914 
Steel, copper, and products __---.---- 18, 427 Steel and other metal products. -_- 17, 250 
Chemicals and textile products _- 11, 552 Textiles and chemical products... 11, 576 
Other nonagricultural products - - -- - 20, 237 SOIR, <n soni cil lie uted 4, 845 
Other nonagricultural products -__- 12, 064 
Total nonagricultural exports - __.- 86, 830 Total nonagricultural imports__-- 59, 649 
Total exports to the Netherlands. __-_--_- 220, 570° Total imports from the Netherlands__- 83, 676 
Agricultural trade: Total trade: 
United States exports._..........--- 133, 740 United States exports. ..........-- 220, 57 
United States imports. ......._.--- 24, 027 United States imports......._....- 83, 676 
-aiinshiaephaiiarpesmtl  eiedetisemninatane 
Net exports..........-- a kc al 109, 713 Niet MEBOEIS c < cicicccccvedecuctee | 136, 894 
1 Preliminary. 
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United States trade in 1950! with countries that have protested against import re- 
4 strictions under sec. 104 of the Defense Production Act of 1950, as amended— 
; Continued 

V. TRADE WITH SWITZERLAND 


{In thousands of dollars} 





























7 Exports to Switzerland Imports from Switzerland 
a Bee fener ena — a 
Commodity | Value Commodity Value 
a ——_—_——__—_—— |—_—_—— — 
Agricultural: Agricultural: 
Grains and preparations. _-_-_........-| 8, 883 Cheese : 5, 011 
Tobacco, unmanufactured............ 8, 432 Raw hides and skins__.............- 427 
Animal fats le TENET Fe 6, 016 | Other agricultural products. - - ‘ 1, 983 
Cotton, unmanufactured.__..__.___- 5, 239 
Oilseeds and vegetable oils____..._.-_- 4, 932 
Other agricultural products_-.-_-__....- 5, 724 
Total agricultural exports._-.._..__- 39, 226 | Total agricultural imports 7, 421 
% _—_—_—_—_——_— —— 
Nonagricultural: Nonagricultural: 
Machinery and automotives._......... 28, 400 Watches and clocks, and parts... 55, 962 
2 Metals and nonmetallic minerals and | Textile products. ___ 20, 204 
: EE ee } 14,749 Chemical products 8, 216 
Textile manufactures -__--........-- ; 11,915 Metals and machinery 7, 769 
Other nonagricultural exports. __- | 29, 983 Other nonagricultural products 11, 148 
Total nonagricultural exports. __- 85, 047 Total nonagricultural imports 103, $89 
4 Total exports to Switzerland______________} 124, y Total imports from Switzerland 110, 810 
Agricultural trade: a) Total trade: Sia 
United States exports................-| 39, 226 United States exports________- ; 124, 273 
United States imports. -.-............-- 7, 421 United States imports... se 110, 810 
RNAs teccisc:” nish dees | 31,805 | eM icciceses ios | 13, 463 
| | 











VI. TRADE WITH DENMARK 

















Exports to Denmark Imports from Denmark 
| 

ee —_—_— \--+—_——_ — — _ = 

a Commodity | Value Commodity Value 
¥ snail tea titi eos ets iene tamale senate Silica 

} Agricultural: Agricultural: ie 
$ Tobacco, unmanufactured - --_---_-..-- | 7, 272 Cheese, blue mold... ............-- | 1,115 
* Cotton, unmanufactured .- ........... 5, 573 a” as eee a 185 
Z Oilseeds and vegetable oils... .._----- 4, 154 Seeds, except oilseeds__.- Sibel 2, 217 
Grains and preparations. - ------ — 3, 195 | Hams, shoulders, bacon. nd 1, 879 
Other agricultural products. -_.--- niet 5, 342 2 | Other agricultural products. _____-_- | 1, 583 
Total agricultural exports--_-._------ |’ 25, 536 Total agricultural imports... _. ak 6, 979 
Nonagricultural: | z ae) Nonagricultural: a 
Machinery and automotives..........| 11, 458 | Furs, fish, and products... 2, 324 
Steel, copper, and manufactures - - --- - 7, 155 Metal manufactures and mac hinery. 1, 057 
ri ete or saat paeeet 3,114 Other nonagricultural products_. 1, 917 
Other nonagricultural products - -..-.- 7, 139 —— 
2 ; — _| Total nonagricultural imports. -_-_- 5, 298 
Total nonagricultural exports... ---- ae G i = 
|=! Total imports from Denmark -.-.....--- |  .2a7 
‘Total exports to Denmark. ._...........--- | 54,402 ——e 
==} Total trade: 

Agricultural trade: | United States exports. ..........._- 54, 402 
United States exports.._...........--- | 25, 536 United States imports. _._- ee 12, 277 

United States imports. .............-- | 6, 979 |--—-——- 
‘ — | POW ON hoes Sek ntdiccdentac 42, 125 

PO ictiict nitinn caadcweqecened- | 18, 557 | 


! Preliminary, 
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United States trade in 1950 with countries that have protested against import re- 
strictions under sec. 104 of the Defense Production Act of 1950, as amended— 
Continued 

Vii. TRADE WITH NEW ZEALAND 


[In thousands of dollars] 


Exports to New Zealand | Imports from New Zealand 


Commodity Value Commodity 


——— a eg | eeeceneeeseane: 


Agricultural: Agricultural: 
Tobacco, unmanufactured 4, 542 Cheese, Cheddar 
Sausage casings 214 Casein - 
Seeds, except oilseeds - 101 Wool, unmanufactured 
Other agricultural products. -__.___-- 86 Hides and skins, raw 
Sausage casings 
Other agricultural products 


Total agricultural exports y Total agricultural imports 


Nonagricultural: Nonagricultural: 
Machinery and automotives_____.....- 2, 36 Furs and manufactures..........-.-- 
Nonmetallic minerals and products. -- 3, Shellfish and products__............- 
Metals and manufactures_.........--- , 43 Other nonagricultural products 
Other nonagricultural products - -- --- ) 


‘Total nonagricultural exports 7 Total nonagricultural imports 


Total exports to New Zealand i 5, Total imports from New Zealand_.| 


Agricultural trade: | Total trade: 
United States imports 4 United States imports_.........- <nasl 
United States exports , 94 United States exports 








ents... ncnatiaiaendawe 53, 499 | ee IIE... 1s cecseigeteenean 
i 


Senator Futspricut. Mr. E. W. Gaumnitz, executive secretary 
the National Cheese Institute. 

Will you give your full name and whom you represent to the 
reporter? 


STATEMENT OF E. W. GAUMNITZ, EXECUTIVE SECRETARY, 
NATIONAL CHEESE INSTITUTE 


Mr. Gaumnirz. My name is E. W. Gaumnitz, executive secretary 
of the National Cheese Institute, headquarters 110 North Franklin 
Street, Chicago 6, Il. 

Senator Futsricut. Whom do you represent? 

Mr. Gaumnirz. The National Cheese Institute is a nonprofit 
corporation, the members of which manufacture over 50 percent of the 
cheese manufactured in the United States. 

Senator Futspricut. These are the cheese manufacturers and not 
the milk producers? 

Mr. Gavumnirz. No, sir. We have some members who are co- 
operative in character and to that extent would represent producers, 
but this is a manufacturing and handling group rather than a milk 
producer group. 

The group also probably handles better than 75 percent of the 
cheese sold in the United States, and probably processes over 90 
percent of the cheese processed in the United States. 

In general, we would like to support 104 as it is. I have submitted 
a statement which I think speaks for itself. I would only like to 
point out, I think, one thing particularly. 
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The statement is commonly made that imports are of no importance, 
since they represent only 5 percent of domestic production. How- 
ever, if the figures are examined, it will be found, as in the case of blue 
cheese, importations amount to more than 40 percent and practically 
50 percent. If we speak of Italian cheese, bulking all the various 
types of Italian together, it is around 40 percent. So, the importation 
of 5 percent of total United States production is not very much, 
but it is very important when we speak of particular varieties. The 
varieties which are particularly important and which have been 
injured in the last year are blue, the Italian types, and the Holland 
types, particularly. 

Senator FuLtpricut. Let us take blue for example. Was there any 
appreciable reduction in this country of blue type, say, 5 years ago? 

Mr. Gaumnirz. Yes, sir. 

Senator Futsricut. About how much? 

Mr. Gaumnitz. About 10 million pounds. 

Senator Fu.tsricut. Ten million pounds? 

Mr. Gaumnirz. Yes, sir. 

Senator Futsricut. Which is what percentage of the total produc- 
tion? 

Mr. Gaumnitz. The total consumption at the present time will run 
between 10 million and 12 million pounds. 

Senator Futsricut. I mean of the total cheese production 

Mr. Gaumnitz. The total is about 1,200,000,000 pounds, excluding 
the cottage cheese. 

Senator Futsrieut. Ten million is what percentage; about 1 per- 
cent? 

Mr. Gaumnirz. A very small percentage, surely. 

Senator FuLspricut. Less than 1 percent of the total and this 40 
percent of that 1 percent is what concerns you? 

Mr. Gaumnitz. That is right. 

Senator FuLtsricut. So, it is less than one-half of 1 percent. 

Mr. Gaumnitz. But that is all cheese. The people who make blue 
cheese make blue cheese and not Cheddar cheese. 

Senator Futpricgut. Now many manufacturers make blue cheese? 

Mr. Gaumnitz. About 20. 

Senator Futsriaut. Where are they located? 

Mr. Gaumnitz. For the most part in the Midwest. One or two on 
the west coast. 

Senator Futpricutr. When you say “Italian cheese,’’ what do you 
mean by that? 

Mr. Gaumnitz. Well, varieties which are usually included there 
would include the following: Provoloni and other types like Provolette 
and so on, which are the same cheese. 

Senator FuLtpricgut. You consider America makes a competitive 
cheese to Italian Provolini? 

Mr. Gaumnitz. Yes. 

Senator Futsricur. Is it made of the same material? 

Mr. Gaumnitz. Of the same material? 

Senator FuLpricut. Yes. 

Mr. Gaumnirz. It is made from cow’s milk. 

Senator Futprigut. What is Italian cheese? 

Mr. Gaumnirz. All Provolini as far as I know is made from cow’s 


milk, 
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Senator Futsricut. How about the Pecorino? 

Mr. Gaumntitz. Sheep’s milk. 

ee Fu.sricut. Is most Italian cheese not made out of sheep’s 
milk? 

Mr. Gaumnirtz. No. 

Senator Futsricutr. What percentage of the Italian imports are 
sheep’s milk? 

Mr. Gaumnitz. I would have to guess, because the figures, up 
until about a year ago, were not separated that way except in-general 
terms, and if you will refer to the table which I have submitted 

Senator Futspricut. We had testimony yesterday that, out of 
36,000,000 pounds imported from Italy over a 3-year period, 30,000,000 
was sheep’s-milk cheese. 

Mr. Gaumnirz. The evidence, as indicated by statistics, would 
not seem to bear that out. 

Senator Fu.tsrieut. Do you challenge the accuracy of the testi- 
mony yesterday? 

Mr. Gaumnirtz. All I can go on is the basis of the import figures 
issued by the United States, and I do not see how anybody can 
separate sheep’s milk, since there are only two categories. Starting 
in 1950, sheep’s milk cheese for grating was separated out by itself, 
and prior to that there was a category of Pecorino. 

Senator FuLtsricut. Which is sheep’s milk? 

Mr. Gaumnitrz. Which presumably is sheep’s milk. 

Senator Futsricur. Well, it isnot “presumably.” It is or it is not. 

Mr. Gaumnttz. Sir, the terminology of the various types of cheese 
is not too good. 

Senator Futspricut. Well, it is true that the American manu- 
facturers have appropriated the terminology that the foreign manu- 
facturers have always used; have they not? 

Mr. Gaumnirz. There are some 400 names of cheeses, and certain 
of them originated in one country and others originated in another. 

Senator FuLsricut. Where did Provoloni, as an example, originate? 

Mr. Gaumnitz. As far as I know, in Italy. 

Senator Futsricutr. But now American manufacturers make it 
and call it Provoloni; do they not? 

Mr. Gaumnitz. Yes. 

Senator Ives. May I ask a question? 

Senator Futsricut. Yes. 

Senator Ives. I take it for the most part, from the standpoint of 
price, there is not too much competition between the American 
cheese and imported cheese. Generally speaking, outside of blue 
cheese, I believe, and maybe one or two other brands, the foreign 
cheeses sold here have to be sold at a price substantially above that 
at which American cheeses are sold; is that correct? That is what 
we have been told or led to understand. 

Mr. Gaumnirz. At the present time it is my understanding that 
imported blue cheese is selling for less than domestic. 

Senator Ives. I said with the exception of that. 

Mr, Gaumnirz. Then there are certain Italian types, and it is my 
understanding as of today they are selling at roughly the same price. 

Senator Ives. Those are not the sheep’s-milk cheeses? 


Mr. Gaumnitz. Not generally. Practically, we make no sheep’s- 
milk cheese. 
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Senator Ives. If the figures we received yesterday about the ratio 
between sheep’s-milk cheese and the other types of cheeses are any- 
where nearly accurate, there cannot be too much competition where 
the other types of cheese are concerned. 

Mr. Gaumnitz. That statement is made commonly, but I think 
it is made on a misconception. 

Senator Ives. Do you have any way of running that down and 
checking the accuracy of that? That is rather important. 

Mr. Gaumnitz. I think one illustration of it would point out what 
I am trying to say on it. All cheeses are competitive. They are all 
competitive. It does not matter whether one is selling at twice as 
much as the other or not. They do not eat both at the same time. 
If you eat this one, you do not eat that one. 

Senator Fu.tsricut. It is competitive with butter, margarine, 
meat, and everything. 

Mr. Gaumnitz. They are used for certain purposes. 

Senator Ives. Sometimes you mix cheeses, for example, at cocktail 
parties. There are various types of cheeses that people eat; so, you 
do sometimes mix them in one way or another. 

Mr. Gaumnitz. What I mean is, broadly speaking, the cheeses are 
used for certain purposes and, generally speaking, if you eat one kind 
of cheese at this time you do not generally eat another kind. 

Senator Ives. All right, I will accept that and go ahead from there. 

The record I have here indicates that in a 20-year period or less 
the consumption of cheese in this country has considerably more than 
doubled. 

To what do you attribute that increased consumption of cheese in 
this country in that limited period of time? 

Mr. Gaumnitz. Probably to about three things, and I have no 
basis of proof. It is based on discussions with people mn the industry 
more than anything else. Probably the biggest increase in the late 
twenties was due to the introduction of process cheese. 

Senator Ives. This increase I am talking about does not start 
until the early thirties. 

Mr. Gaumnitz. That was the start with process cheese. Then in 
the last few years the industry has developed some consumer-type 
packages of cheese. Also the thing which Mr. Dolder indicated: The 
fact that in retail stores at the present time we have the self-service 
case, refrigerated, which makes an excellent display case for cheese. 
The cheese is attractive. 

Senator Ives. In other words, advertising itself. I take it that 
advertising in other publications, and by radio and television, helps 
materially. However, there is one angle I would like to ask you 
about in particular there. Do you attribute any of this increase in 
demand for American cheeses to be due to the importation of foreign 
cheeses which have given our people a taste for cheese? That has 
been stated here. The gentlemen who preceded you on the stand 
indicated that that is his belief, and I would like to hear somebody 
representing the cheese industry of our own country comment on 
that. The statement sounds plausible. There may be provocation 
for it. 

Mr. Gaumnirz. I think this is true, certainly. We have a range 
of cheeses. The cheese people say this: There is a cheese for every 
taste. If you do not like this kind, you probably will like that kind. 
83762—51—pt. 4 —18 
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So, it is true that as we get a larger range of cheeses there is a 
greater selection and, therefore, you may appeal to a particular 
individual’s taste with one cheese as opposed to another. In that 
sense I think he is right. 

Senator Ives. Then the question would be—would it not—if 
there is any competition there that is harmful to the production of 
cheese in our own country, to have a superior type of cheese made in 
our own country; so, when it comes to competition from the stand- 
point of quality, that type of competition will not exist? 

There is no competition virtually, outside of blue cheese, from the 
standpoint of price, as I understand it. 

Mr. Gaumnitz. And Italian, and also the Holland types. 

Senator Ives. They have a sheep’s-milk cheese. 

Mr. Gaumnirz. Not sheep’s-milk cheese. 

Senator Ives. Well, that is what we were told. 

Mr. Gavumnirz. It is a grating cheese. One is a sheep’s-milk 
cheese and the other is a cow’s-milk cheese. One may be used in 
place of the other. Now, it is true, one is cow’s milk and the other 
is sheep’s milk. In that sense, they are not the same cheeses. 

Senator FuLtsrieutr. Sheep’s milk is more expensive than cow’s 
milk, and they are not going to buy it unless there is a distinction in 
taste. You would not by the identical item at a greater price. 

Mr. Gaumnirtz. I agree. 

Senator Ives. I have one other question. Has the cheese industry 
in our country been injured since the war as a result of the importation 
of cheeses? 

Mr. Gaumnitz. Yes, sir. 

Senator Ives. Were you going to develop that in your statement? 

Mr. Gaumnirtz. Yes, sir. 

I have to lay a little background for you. You may remember back 
in 1941 at the beginning of the war, a great effort was made to increase 
the production of cheese in the United States, and there was an 
increase of almost 50 percent. 

A large part of the cheese, during the war, was exported, mainly to 
Britain. It was around 40 percent. We were rationed here. After 
the war, most of us thought that we were going to have serious diffi- 
culty in the entire dairy industry. Here was a very greatly expanded 
milk production, an export market that no longer was there, and, 
therefore, almost certainly trouble. 

Now, actually, the volume of cheese made and sold in the United 
States is greater today than it has ever been, and production has been 
maintained at about that forty-odd level. In other words, the 
market has expanded so that with the exception of one or two years 
when the Government bought some cheese and exported it, we will 
say, under a subsidy arrangement, the market has been expanded 
so that we can absorb all the cheese. We were in no great difficulty 
from imports until this year, when imports have come in at pretty 
big volume, and on particular types. 

Now, I think, given a year or two of an expanding consumption, we 
can absorb some imported cheese without upsetting our economy at 
all. 

Senator Futsricut. With regard to the increase, it is not up yet 
to what it was in 1939; is it? 

Mr. Gaumnitz. Do you mean the total imports? 
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Senator Futsricur. Yes. 

Mr. Gaumnitz. Imports in 1939 or in 1938, I can get you those 
figures. 

Senator Ives. It is 59 million. 

Senator Futsricut. What was it in 1950? 

Mr. Gaumnirz. Fifty-six million in 1950; 54 million in 1939, and 
54 million in 1938. 

Senator Fu.tsricur. Then why has it injured you so much when 
it is less than it was in 1939 and yet there is a much greater market 
in this country? 

Mr. Gaumnirtz. Because in the meantime we have expanded here, 
and this increase has been quite large, if you take 1950, versus 1949, 
versus 1948. It is a very material quantity. 

Senator Futsricat. The supply was cut off during the war? 

Mr. Gaumnirz. That’ is right, and the industry adjusted. 

Senator Fu.tsricutr. How can you seriously feel you are injured if 
it is not as much as it was in 1939 and yet the domestic production is 
considerably greater? 

Mr. Gaumnirtz. Well, that is true. 

Senator Futsrieut. It is 400 million pounds greater and yet it is 
not as much as it was in 1939. What you mean is you do not like to 
see a single pound come in? 

Mr. Gaumnirtz. No, sir. People are injured today. This is not 
speculative. It is here. 

Senator Moopy. Would you explain how? I would like to know 
how. 

Mr. Gaumnitz. In the first place, anybody who is running a cheese 
factory has to buy milk competitively. If he does not meet compe- 
tition, he will not have any milk. To all intents and purposes, the 
blue man has to meet the butter man, the ice-cream man, and the 
evaporator in his purchase price for milk. To all intents and purposes, 
it is a fixed buying price in that sense. So he makes cheese. He has 
been making up to 10 rap pounds. Now, in the last 3 years, and 
particularly in the last 2, suddenly there is a great increase in the 
importation of blue. Now, what does the domestic manufacturer do? 
He cannot sell his blue for enough money to pay competitive prices 
for milk. What is his option? To close his plant or shift to some 
other line of business? 

Senator Moopy. How many manufacturers are there? 

Mr. Gaumnitz. About 20 plants in this country. 

Senator Moopy. Who make blue cheese only? 

Mr. Gaumnitz. Yes. 

Senator Moopy. Have any of them closed down? 

Mr. Gaumnirz. I cannot say that for a certainty. They have cut 
volume about half. Some of them may have closed completely. I 
cannot say for sure. 

Senator Ives. Has the cheese industry been hurt during the present 
year? 

Mr. Gaumnitz. Yes. 

Senator Ives. Is it a progressive injury which is stepping up all 
the time? 

Mr. Gaumnitz. Well, it happens to hit us right now. If we had 
50 million imports, 40 million imports and that were the rate, probably 
we could get along. As I pointed out, we have that expanding con- 
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So, it is true that as we get a larger range of cheeses there is a 
greater selection and, therefore, you may appeal to a particular 
individual’s taste with one cheese as opposed to another. In that 
sense I think he is right. 

Senator Ives. Then the question would be—would it not—if 
there is any competition there that is harmful to the production of 
cheese in our own country, to have a superior type of cheese made in 
our own country; so, when it comes to competition from the stand- 
point of quality, that type of competition will not exist? 

There is no competition virtually, outside of blue cheese, from the 
standpoint of price, as I understand it. 

Mr. Gaumnitz. And Italian, and also the Holland types. 

Senator Ives. They have a sheep’ s-milk cheese. 

Mr. Gaumnirz. Not sheep’s-milk cheese. 

Senator Ives. Well, that is what we were told. 

Mr. Gaumnirz. It is a grating cheese. One is a sheep’s-milk 
cheese and the other is a cow’s-milk cheese. One may be used in 
place of the other. Now, it is true, one is cow’s milk and the other 
is sheep’s milk. In that sense, they are not the same cheeses. 

Senator FuLsrieut. Sheep’s milk is more expensive than cow’s 
milk, and they are not going to buy it unless there is a distinction in 
taste. You would not by the identical item at a greater price. 

Mr. Gaumnitz. I agree. 

Senator Ives. I have one other question. Has the cheese industry 
in our country been injured since the war as a result of the importation 
of cheeses? 

Mr. Gavumnitz. Yes, sir. 

Senator Ives. Were you going to develop that in your statement? 

Mr. Gaumnirz. Yes, sir. 

I have to lay a little bac kground for you. You may remember back 
in 1941 at the beginning of the war, a great effort was made to increase 
the production of cheese in the United States, and there was an 
increase of almost 50 percent. 

A large part of the cheese, during the war, was exported, mainly to 
Britain. It was around 40 percent. We were rationed here. After 
the war, most of us thought that we were going to have serious diffi- 
culty in the entire dairy industry. Here was a very greatly expanded 
milk production, an export market that no longer was there, and, 
therefore, almost certainly trouble. 

Now, actually, the volume of cheese made and sold in the United 
States is greater today than it has ever been, and production has been 
maintained at about that forty-odd level. In other words, the 
market has expanded so that with the exception of one or two years 
when the Government bought some cheese and exported it, we will 
say, under a subsidy arrangement, the market has been expanded 
so that we can absorb all the cheese. We were in no great difficulty 
from imports until this year, when imports have come in at pretty 
big volume, and on particular types. 

Now, I think, given a year or two of an expanding consumption, we 
can absorb some imported cheese without upsetting our economy at 
all. 

Senator Futsricut. With regard to the increase, it is not up yet 
to what it was in 1939; is it? 

Mr. Gaumnitz. Do you mean the total imports? 
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Senator Futsricur. Yes. 

Mr. Gaumnitz. Imports in 1939 or in 1938, I can get you those 
figures. 

Senator Ives. It is 59 million. 

Senator Futsricut. What was it in 1950? 

Mr. Gaumnirz. Fifty-six million in 1950; 54 million in 1939, and 
54 million in 1938. 

Senator Fu.tsricut. Then why has it injured you so much when 
it is less than it was in 1939 and yet there is a much greater market 
in this country? 

Mr. Gaumnirtz. Because in the meantime we have expanded here, 
and this increase has been quite large, if you take 1950, versus 1949, 
versus 1948. It is a very material quantity. 

Senator Futpricat. The supply was cut off during the war? 

Mr. Gaumnirz. That is right, and the industry adjusted. 

Senator Fu_tpricut. How can you seriously feel you are injured if 
it is not as much as it was in 1939 and yet the domestic production is 
considerably greater? 

Mr. Gaumnirz. Well, that is true. 

Senator Futsrieut. It is 400 million pounds greater and yet it is 
not as much as it was in 1939. What you mean is you do not like to 
see a single pound come in? 

Mr. Gaumntrz. No, sir. People are injured today. This is not 
speculative. It is here. 

Senator Moopy. Would you explain how? I would like to know 
how. 

Mr. Gaumnirtz. In the first place, anybody who is running a cheese 
factory has to buy milk competitively. If he does not meet compe- 
tition, he will not have any milk. To all intents and purposes, the 
blue man has to meet the butter man, the ice-cream man, and the 
evaporator in his purchase price for milk. To all intents and purposes, 
it is a fixed buying price in that sense. So he makes cheese. He has 
been making up to 10 milion pounds. Now, in the last 3 years, and 
particularly in the last 2, suddenly there is a great increase in the 
importation of blue. Now, what does the domestic manufacturer do? 
He cannot sell his blue for enough money to pay competitive prices 
for milk. What is his option? To close his plant or shift to some 
other line of business? 

Senator Moopy. How many manufacturers are there? 

Mr. Gaumnirz. About 20 plants in this country. 

Senator Moopy. Who make blue cheese only? 

Mr. Gaumnitz. Yes. 

Senator Moopy. Have any of them closed down? 

Mr. Gavumnirz. I cannot say that for a certainty. They have cut 
volume about half. Some of them may have closed completely. I 
cannot say for sure. 

Senator Ives. Has the cheese industry been hurt during the present 
vear? 

Mr. Gaumnitz. Yes. 

Senator Ives. Is it a progressive injury which is stepping up all 
the time? 

Mr. Gaumnirz. Well, it happens to hit us right now. If we had 
50 million imports, 40 million imports and that were the rate, probably 
we could get along. As I pointed out, we have that expanding con- 


a 
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sumption. It looks as though within a few more years we would be 
able to absorb additional imports. 

Senator Ives. If this particular section 104 dies with the act itself 
unless something is continued with that in it, can you imagine any- 
thing of a serious kind or type would occur where the cheese industry 
is concerned if that were removed for a period of time? 

Mr. Gaumnirtz. If this section is not kept, as I see it, manufacturers 
of blue, Italian, and Holland types will go out of business. 

Senator Ives. They will go out of business? 

Mr. Gaumnirz. Yes, sir. It is just a question of time. That is 
the first statement of that kind that has been made to us. 

: Senator Ives. They will go out of business between now and next 
June? 

Mr. Gaumnirz. Well, it is a little hard to say just when they are 
going to close the plant, but when people have reduced their volumes 
50 percent it is only a question of time until they are out of business. 
They cannot exist on that kind of a deal. 

Senator Moopy. Is there any reason why the blue-cheese manufac- 
turer cannot shift to some other kind of cheese? 

Mr. Gaumnitz. No; he can shift. 

Senator Moopy. The consumption of some cheeses in the country 
is rising. If he finds competition too stiff in one brand, why would he 
go out of business? Why would he not shift? 

Mr. Gaumnirz. Well, he is going out of the blue business. 

Senator Moopy. He will make something else? 

Mr. Gaumnitz. He may go into another type of cheese. I cannot 
say. He may go into other products, or go out of business com- 
pletely. 

The point is that as far as he is concerned, with a specialized blue 
operation, then he moves to Cheddar cheese, for example, his ware- 
house is a different deal. His manpower is a different deal. 

Generally speaking, most of the foreign types require more hours 
per pound of labor than does the production of Cheddar cheese. 
You reduce employment and there is a different type of people. 
It is a specialized deal. 

Senator Moopy. Why would he not transfer logically from one 
specialized cheese to another rather than to a process cheese, where 
the competition is not so keen? 

Mr. Gavumnirz. It is keen almost across the board domestically 
today. 

Senator Ives. Might not the man who switches find himself in a 
type of domestic competition that would prevent him from getting 
anywhere? 

Mr. Gaumnirz. Well, there is price support on Cheddar cheese, 
and he can always sell it to the Government if he cannot sell it any- 
where else. The Government bought some cheese the day before 
yesterday. 

Senator Dirksen. That is the first in quite a while, is it not? 

Mr. Gaumnirz. Yes; but it is an odd time of year to buy cheese. 
We are past the season of heavy production. 

Senator Dirksen. It is the first purchase since April, is it not? 

Mr. Gaumnirtz. Practically speaking; yes. 

Senator FuLsricut. What percentage of the domestic production 
is process cheese? 
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Mr. Gaumnirz. Purely an estimate would be around 50 percent. 

Senator Futsricut. What is process cheese? 

Mr. Gaumnirz. You take cheese in various lots. We will say the 
same variety of cheese. You grind them up. You add an emulsifier, 
heat the cheese to around 160° so that it is liquid and then run it into 
a package, which is the package that you buy. It is in effect a 
pasteurized cheese which will hold without refrigeration and without 
oiling off. If you take the usual piece of cheese and set it on the 
table at room temperature, it will begin to exude oil. Process cheese 
will not. 

Senator Futsricut. As a matter of fact, it is not really a cheese, 
is it? It is not what you would call a natural cheese. It is a sub- 
stitute, is it not? 

Mr. Gaumnitz. It is not natural cheese. 

Senator Fu.tsriext. What they do, is it not, is to use certain other 
products and use the cheese to give it a flavor? 

Mr. Gaumnitz. No, sir. We have standards of identity for these 
various types of cheese, including all types of process cheeses. 

Senator Futprieut. Process cheese actually is not the same prod- 
uct as an Edam cheese or a Roquefort cheese, is it? 

Mr. Gaumnitz. Compositionwise, it is almost identical with the 
natural cheese. There is 2 percent difference. 

Senator Futsrieat. What do you mean? 

Mr. Gaumnitz. With regard to fat and moisture. 

Senator Futsricut. That might be true with a lot of other food 
products, but it is not the same article, is it? About 50 percent of 
this volume we are talking about is that type of article? 

Mr. Gaumnirz. About half the cheese is used in processed cheese. 

Senator Futpricut. In what percentage is the foreign cheese 
processed? 

Mr. Gaumnitz. Very little. 

Senator Futsrieut. What percentage? 

Mr. Gaumnitz. It is very small. I do not know. 

Senator Futsrieut. You still feel, however, that natural cheese is 
competitive with process cheese? 

Mr. Gaumnitz. Yes, sir. 

Senator Futsrieut. Although they are different products, they are 
still competitive because they are edible? 

Mr. Gaumnitz. No; not quite. 

Senator Futsricut. Well, it is the way that all cheese is com- 
petitive with meat. 

Mr. Gaumnitz. That is right; all cheese is competitive. 

Senator Fu.sricut. So really all this cheese competes with beef, 
does it not? 

Mr. Gaumnitz. That is right. 

Senator FuLsricut. It might injure the beef industry, might it 
not? 

Mr. Gaumnitz. Yes. 

Senator Futpricut. Then maybe that is more of a factor than the 
other. 

Mr. Gaumnirz. All foods are competitive, of course. If we had 
a piece of natural Cheddar and a — of processed Cheddar here, 
most people in the room would not be able to tell them apart. They 


look alike, they probably would taste approximately alike. 
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Senator Futsricut. I cannot accept that. I can tell the difference, 
and quite a difference. 

Mr. Gaumnirz. You can blend any cheeses to make process cheese. 
The product will be whatever you put in it. 

Senator fuLBricut. For example, I have seen Camembert that 
they make and I have never seen one that I would consider first-class 
Camembert. They put them in ice boxes and they look like old soap. 

Mr. Gaumnirz. All the mold-ripened cheeses are difficult to handle. 
They are all difficult to handle. They ripen quickly and go past their 
peak quickly. They are difficult merchandise to handle. 

Senator Futsricutr. My point is that those are luxury cheeses. I 
do not quite see this point of stiff competition. The people who buy 
Camembert do not want processed cheese. If the Camembert is not 
available in the quality they want it, they do not buy anything. They 
do not buy those high-priced foreign cheeses because they are starving 
and they need sustenance. They buy them for the same reason some 
people want orchids or any other luxury product. 

Most of those, outside of the blue and some of the Cheddar, are, 
I think, under the description of them here and the price differential, 
to be considered luxury products. 

I do not think that Camembert, which is substantially higher-priced 
than the domestic process, is in a true sense competitive. 

Mr. Gaumnirz. Well, not necessarily. Now, here is a whole range 
of cheeses, almost without number. 

Senator Futsricut. They vary tremendously. 

Mr. Gaumnirz. That is right. Each overlaps the next closest to 
to it. So in the end you have them all overlapping. 

Senator Futsricur. Are there any further questions from the 
committee? 

How much cheese do we export? 

Mr Gavumnirz. Normally, commercially, usually none. 

Senator FuLtpricut. In the last 10 years we have exported none. 

Mr. Gavumnirz. Yes; but it is not a commercial operation. 

Senator Futsricut. Do you mean the only exports were where we 
gave it away? 

Mr. Gavumnitz. Practically. We have a little that goes out on 
ships. We send a little to Central American countries, but it is 
negligible. 

Senator Dirksen. What about Canada? 

Mr. Gavumnirz. Very little. They are exporters of cheese. All 
commercial exports are reported as commercial exports. They are 
not commercial exports. I mean commerce in the sense of not being 
military exports. 

Senator FuLtsrigut. Has your organization ever taken this matter 
up with the Tariff Commission? 

Mr. Gaumnitz. Yes, sir. 

Senator Futsrieut. Do you have it up presently? 

Mr. Gaumnitz. Yes, sir. 

Senator Futsricut. What are you doing about it? 

Mr. Gaumnitz. We are asking for a hearing. We have asked for a 
hearing. It is not up yet. 

Senator Futsrieut. Is that under section 22? 

Mr. Gaumnirz. No, under the general escapement provision. 

Senator Futsricut. Do you think you can get proper relief under 
that provision? 
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Mr. Gaumnirz. The evidence is to the contrary. 

Senator Fu.sricut. Is that because you do not have a good enough 
case to support relief? 

Mr. Gavumnirz. I cannot answer that. We think we have a good 
case, but the Tariff Commission thinks not. 1 do not know how they 
are going to dispose of the immediate request. 

Senator Futsricur. It has been stated here by other witnesses 
that you have a perfectly orderly way to get relief under that provision 
and that gives everyone an opportunity to have a hearing. You do 
know that this section was put in the law without any hearings what- 
ever. It was put in on the floor. 

Mr. Gaumnirz. Yes, sir. 

Senator Futsricut. That argument has some appeal? 

Mr. Gaumnirz. Yes, sir. 

Senator FuLtsricut. Do you feel you have a fair opportunity to 
present your case to the Tariff Commission? 

Mr. Gaumnirz. Yes. 

Senator Futprieut. Then why is the orderly way to proceed not 
to let you pursue that remedy and let us take this section out of the 
bill which has been objected to by very substantial interests? 

Mr. Gaumnirz. My point is that this provision was put in for a 
reason and the reason on the face of it must have been that there was 
no relief otherwise. 

Senator FuLpricut. We, of course, have very little evidence about 
the reasons if it is put in on the floor, as I said, without a hearing. I 
presume you know more about how it got on there than I do. 

Are there any further questions? 


Thank you very much, Mr. Gaumnitz. 
Mr. Gaumnitz. Thank you, sir. 
(The complete prepared statement of Mr. Gaumnitz is as follows:) 


STATEMENT OF E. W. Gaumnitz, Executive SecRETARY, NATIONAL CHEESE 
InstTiTuTE, Inc. 


Gentlemen, the National Cheese Institute supports the provisions of section 
104 of the Defense Production Act of 1950, as amended. 

The National Cheese Institute is a nonstock, nonprofit organization, the active 
or regular members of which is composed of persons, firms, or corporations engaged 
in the production, assembling, manufacturing, and distributing of cheese and 
cheese products. Membership includes manufacturers, assemblers, processors, 
and distributors whether independently, privately, or cooperatively operated. 
Associate membe rship is provided for any organization having business dealings 
with active members The membership of the institute manufacture over 50 
percent of the cheese made in the United States, handle over 75 percent of such 
cheese, and manufacture or handle over 90 percent of the process cheese, cheese 
spreads, and related products. 

Production of cheese in the United States for the period 1931 to date and im- 
ports of cheese in the United States in the period 1938 to date are set forth in 
tables I and II. 

Imports of cheese in the latter part of 1950 and thus far in 1951 have increased 
markedly. It seems clear that the production of the various varieties of cheese 
in the United States in 1950 and thus far in 1951 will not be maintained were 
imports restricted to the quantities imported in the fiscal year ended June 30, 
1951 or in the calendar year 1950. Reports indicate that much of the cheese 
imported in these recent periods has not moved into consumption, so that the full 
effect of the imports has not been experienced in terms of reduced United States 
production of the various varieties. Many of these imported cheeses have been 
selling in the United States at prices below those which would reflect support 
prices in terms of milk and butterfat. In order, therefore, to maintain production 
at current levels it is necessary that the quantities of cheese imported should be 
restricted to quantities imported in some period prior to 1950. 
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To state it somewhat differently, imported cheese prices have been such as to 
drive United States manufacturers out of business since they cannot sell cheese 
at prices comparable to those at which imported varieties are being sold and pay 
producers prices for milk and butterfat competitive with those being paid by 
other purchasers using the milk for production under Government price-support 
programs. This is true even though there has been marked progress in the manu- 
facturing procedures used for the various foreign types. 

There has been a steady increase in the consumption of the various types of 
cheese in the United States. During the war period there was a marked expansion 
in United States production. In the past few years, however, the United States 
production of most of the foreign types has remained relatively stable. Given 
time it appears that increasing quantities of foreign types of cheese could be sold 
without further reduction in United States production. Immediately, however, 
this is not possible without a chaotic period of readjustment. 

Cheese is now being imported at such increasing quantities as to interfere with 
the orderly domestic storing and marketing of cheese. This is evidenced by the 
fact that many of the competing imported cheeses are being offered for sale at 
prices well below prices at which such cheeses can be manufactured and marketed 
in the United States. 

Total imports of all cheese in the last 13 years amounted to less than 5 percent 
of the total quantities of all cheese produced in the United States. However, 
when the imports of specific varieties or groups of cheeses are examined in rela- 
tion to the quantities of those varieties produced in the United States a very 
different situation appears. For example, the United States production of blue 
cheese in the years 1943 to 1950 (the only years for which blue cheese production 
has been estimated by the U. 8. Department of Agriculture) averaged 9,026,000 
pounds per year. During the same period imports averaged 837,000 pounds per 
vear, or imports were about 9 percent of United States production. In 1950, 
however, this percentage was about 50 percent. Obviously, this is no negligible 
percentage and when coupled with artificial and arbitrary exchange rates can 
result in chaos for cheese producers. 

An indication of chaos is indicated by an examination of the prices for imported 
blue and prices for blue produced in the United States. Blue mold cheese imported 
from Denmark, one of the important competitive blue cheeses, is now selling in 
the New York City market at around 42 cents per pound wholesale against market 
prices of 47 to 49 cents per pound for United States produced blue cheese. Nor- 
mally, United States blue cheese costs and sells for about 10 to 13 cents per pound 
more than the wholesale price of Cheddar cheese which is now at 35% cents per 
pound on a Plymouth, Wis. exchange basis. The difference in wholesale 
price between blue and Cheddar is largely the result of the difference in quantities 
of cheese produced per hundred pounds of milk and of differences in manufac- 
turing costs. Based on minimum milk costs and minimum manufacturing ex- 
penses the United States manufacturers.of blue cheese cannot compete with 
imported blue mold cheese at 42 cents per pound, New York. 

The imports of all Italian types for the period 1938 to 1950 averaged 14,313,000 
pounds per year. In the same period United States production of Italian types 
of cheese averaged 42,037,000 pounds per year. Average imports for these types 
were 34 percent of United States production. In 1950 the percentage was over 
40 percent. 

Unquestionably, the same results would be shown were Edam and Gouda pro- 
duction in the United States available. 

Each variety of cheese has its peculiar characteristic, which distinguishs it from 
other varieties. The manufacturing procedures for the various types and varieties 
of cheese likewise differ. 

Production of the various types and varieties generally is specialized. In the 
case of the Italian types alone it is estimated that about 5,000 people are employed 
by the plants manufacturing such types of cheese. Imports at present levels or 
higher levels has meant, and will increasingly mean, that many of the persons 
employed in.the Italian cheese producing industry in the United States will need 
to find other occupations largely outside the cheese business. This means that 
many such persons will need to shift to occupations where their specialized train- 
ing is of little or no value. In some cases this will mean moving entire families 
to other areas. In this connection is should be noted that cheese factories are, 
for the most part, located near milk producing areas, usually in small towns or 
villages where alternative employment possibilities are limited. The effect of 


increased imports on employment should be fully considered in establishing import 
restrictions. 
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Pr At the present time the United States Department of Agriculture has in effect 
a*milk and butterfat price support program. Under that program the United 
States Department of Agriculture stands ready to purchase Cheddar cheese, 
butter, and nonfat dry milk solids. In fact, under the program some purchases 
have been made and are being made currently. It is clear that the prices of milk 
for all uses are related. It is a matter of indifference as to which specific products 
are purchased in order to accomplish the price support purpose. As a matter 
of fact, the price support program is predicated on this assumption. It is clear 
that the importation of any dairy product results in unnecessary expenditures 
under a price support program. 

The circumstances now facing United States cheese producers were predicted 
in various presentations before the Committee for Reciprocity Information in 
connection with proposed import duty reductions under the Trade Agreements 
Act. Particularly, there was brought to the attention of the United States 
officials the fact that the arbitrary devaluations of the currencies of many of the 
important countries exporting to the United States had the effect of nullifying 
any import duties. These various facts and protests have not been heeded. 
The present act is no doubt partially the result of the lack of appreciation of the 
effects of the various import duty concessions and currency devaluations. 

For these reasons, among others, the National Cheese Institute recommends 


that there be no modification of section 104 of the Defense Production Act of 
1950, as amended. 


TABLE I.—Cheese: Quantities manufactured in the United States, 1931 to date 


[Quantities in 1,000 Ibs.] 


a | 
| American | | Brick | | | 
a —_— tee | and | Lim- Blue | All All we 
Period | Whole Part | Swiss | Muen- |burger} mold | Italian | other Total 


| milk | skim | ser | 


Cream 


374, 648 | 3,108 | 28,234 | 35,484 | 8 20 
370, 743 | 3,319 | 25, 533 | 36, 973 


33, 637 3,403 | 4, 851 491, 963 
31, 608 |... 3,795 | 4,010 483, 878 


| 5,550 | 39,449 | 38, 447 
6, 564 | 42,622 | 37, 522 
4,794 | 40,078 | 38, 081 

| 4,794 | 41,504 | 35, 643 | 
5,825 | 43,084 | 34,995 
4, 247 | 42,631 | 34, 969 | 
3,890 | 48,659 | 34, 328 | 


40, 458 ....| 5,517 | 4,676 | 579,013 
38, 971 , 65 5,890 | 620,731 
40, 448 .-| 11,361 | 7,234 641, 554 
43, 987 3, 5s 9, 171 648, 825. 
44,056 |_..__. 6, 461 |11, 055 725, 325 
47, 961 , 509 |11, 941 708, 527 
51, 183 25, 002 |11, 440 785, 490 
4,139 | 55,962 | 32,066 50,012 |__-- 18,409 | 956, 161 
3, 759 | 52,561 | 28, 798 | 47, 554 |_ 34, 916 |19,435 | 1,112,314 

4, 670 | 45,626 | 27,978 353 |170,451 |?8,036 | 43,003 21, 788 993, 294 

7 | 2,248 | 45,571 | 27,435 | 7 | 60,440 | 6,835 | 41,721 |20,659 | 1,017, 206 

1,098 | 50,065 | 14,756 | 8,777 | 66,912 | 9,828 | 64,628 |25,627 | 1,116,772 

2,696 | 55,695 | 17,678 3 | 78,803 |12,451 | 75,388 |52,824 | 1, 106,347 

| 4,906 | 71,612 | 26, 533 53 | 66,503 |10, 580 | 35,100 |24, 241 | 1, 182, 946 

3, 987 | 70,665 | 26,506 | 7,3! 56,816 | 9,289 | 43,579 |25, 719 | 1,098, 366 

935,018 | 771 | 81,043 | 30,376 | 7, 58,495 | 8,141 | 55,127 |23,860 | 1,200,011 

882, 850 (3) (100,180 | 32,265 | 7,910 | 63, 250 | 7,050 | 53,680 (24,640 | 1,171,825 

1951 January to April_|238,835 | (3) | 28,740 | 10,300 | 2,: | 22,200 | 2,100 | 18,670 | 7,910 331, 025 


Average: 


a } | ' 
1938-50 \786, 297 |43, 520 | 58,720 | 28,360 | 8, 1 58, 649 [59,026 | 42,037 |22,434 | 1,013, 430 
1945-49_____......|879, 706 | 2,692 | 65,816 | 23,170 23 | 65,506 |10,056 | 55,364 (30,454 | 1,140, 888 
| I 


| 
a 
6, 338 | 40, 287 | 36,057 | 9 4¢ Bs erica 59 | 4,076 | 543, 055 


Compiled from reports of the U. S. Department of Agriculture. 


1 Neufchatel cheese included for 1943 and following years. 
? Prior to 1943 included in ‘‘All other varieties.’ 

3 Included in “All other.” 

* Average for 12 years. 

4 Average for 8 years. 
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Tas_e II.—Cheese: United States imports for consumption by variety, 1938 to date 


[Quantities in 1,000 pounds] 


Swiss | 

ari | with eye |Gruyére} 

Period | forma- | process 
tion | 


: > y ~a ¢ 
Blue in | peg. | Edam Goya in 
original dar and original 
loaves Gouda | loaves 


Reg- 
giano 


9,904 | 3,414 3, 377 1,818 | 4,162 15,110 

10,558 | 3, 583 3,264 | 6,352 | 2,815 |. 1 3, 292 

4,195 | 1,600 1, 650 636 | 1,118 |____- 11,310 

479 | 626 1,695 | 332 713 3: 1109 

45 | 178 291 | 6,832 560 153 

52 981 618 | 66 , 155 ; 1, 776 
129 919 290 60 , 154 | 3 | 1,703 | 

43 | 19 17 343 gn 1, 062 

6 533 1 20 Beisas a sos. 245 

482 284 1 | 21 441 21 

2,197 | 1,021 977 11 833 8 | «566 

5,777 | 1,334 | 1,301 | 3,136 906 936 

6,923 | 1,489 3,492 | 13,203 | 3,756 |-.........] 1,207 
2,451 | 631 2,270 | 6,122 , 904 . 736 | 
—~+—--+---— - - | ——~— — _ } 
Average: 
1938-50__.. re 3,138 | 1,220) 1,306] 2,532] 1,646 8] 1,345 
1945-49. ___- sas 1, 701 | 638 459 | 706 994 , 566 

| | | | 























[Quantities in 1,000 pounds] 
Roque- 
Perio -armesan| Romano | Pecorino | {rt in 
od \E irmesan| Romanc Pecorino | original 
loaves 


haa Sheep’s 

Sbrinz in | he ik | ott Total 

| original | oe | ther all 

| Jeaves |cheese for} cheese | ooese 
~ | grating | ’ 


; hie on 415,517 | 2, 36 ie di ciesnad acs aoc 7,170 | 54, 433 
1939. _ : Adee 2 | 416,056 . § = adcedihiaeaak bots 7,740 | 59,070 
1940... pitas | 411,708 § wa as 7,108 | 32,625 
1941... eee 2) | 46,876 = od 69 | aa 7,614 | 20,013 
1942 a) : 5, 994 Sos sens 5, 56 | 2,696 | 24,218 
1943 : 8, 143 | 2 | at 3, O3¢ oes | 1,460 | 25, 385 
1944 Oe 2, 106 ih cen 5 St 1, 221 9,045 
Ree oss -| 52 | 461 | f 3! ‘ 2, 294 8, 300 
1946__- casei 4 | 13,029 | 2¢ j Se 1,085 | 20,820 
1947 _. Cs eka | 3, 468 1 729 8, 671 
1948 _ aie ee, 21 | 8, 496 915 2,269 | 23, 557 
Pre bn neltbs imate 3 | 7, 982 : 375 3,116 | 32,013 
1950 - ‘ : ¢ 5, 369 518 ¢ 3,939 | 56, 189 
1951, January to April__| 33 | 1, 480 509g 3, 55% 1, 297 22, 232 





Average: 
1938-50 ___. a | | 8, 093 2 f , B5! 7 3,726 | 28, 796 
1945-49 eee 6, 687 | E 02 | 1, 899 | ) 

| i ! 

















1 Include Provolette. 

? Include Parmesan. 

3 Less than 500 pounds. 
4 Include Pecorino. 


Compiled from reports of the U. S. Department of Commerce for years 1938-43, and from “Foreign Agri 


cultural Trade’”’, U. S. Department of Agriculture, Office of Foreign Agricultural Relations, for 1944-50; 
1951 figures preliminary. 


Senator Futsrient. Mr. L. D. Schreiber, president of the L. D. 
Schreiber Co., of Chicago, III. 
Mr. Schreiber, will you give your name and address? 


STATEMENT OF L. D. SCHREIBER, PRESIDENT, L. D. SCHREIBER 
CO., CHICAGO, ILL. 


Mr. Scurerser. L. D. Schreiber, 110 North Franklin Street, Chi- 
cago, Ill. 

Senator Futsrieut. I believe you were unable to supply the com- 
mittee with a written statement, but did supply us with a letter, is 
that correct? 
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Mr. Scurerser. That is correct. 

Senator Futsrieut. We, of course, realize that the hearings were 
called on fairly short notice and although it is not in accord with the 
rules of the committee, I believe under the circumstances we are 
justified in making an exception in your case. 

Mr. Scurerser. I appreciate that very much. 

Senator Futspricut. We accept your letter on the subject and 
make it a part of the record. 

Mr. Scurerper. Thank you very kindly. I would like to submit 
some of these figures here to which I will refer later. 

Senator Futsrieut. Could I have a copy to follow your discussion? 

(The documents referred to follow:) 


Cuicaco 6, ILtu., September 5, 1951. 
Senator BurRNET R. MayBank, 
Chairman of the Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR: Being that your committee is conducting hearings on the 
subject of the Andresen amendment, I am sending you herewith a file on the whole 
subject, including copy of my letter to Senator Douglas, of Illinois. I trust that 
your staff will have an opportunity to digest its contents, 

Sincerely yours, 
L. D. ScuHreIBER & Co., INC., 
L, D. ScHREIBER. 


SEPTEMBER 5, 1951. 
Hon. Paut DouGtas, 
Senator from Illinois, Senate Office Building, Washington, D. C. 

DEAR SENATOR: Knowing your down-to-earth thinking and realizing that you 
will be obliged to express an opinion on the Andresen amendment, I am sending 
you herewith a file on the subject, including a copy of letter I am directing today 
to the State Department. 

In substance this all means that there is merit to the administration’s position 
but, unfortunately, the details have not been thought through. Our total 
imports of cheese during 1950 were only 56 million pounds as compared with the 
total cheese production in the United States of over 1,100,000,000 pounds. Un 
the surface this is only 5 percent of the whole and looks negligible, but, as conveyed 
in the attached, you will observe that imports of one item of blue-mold cheese 
represents 50 percent of the domestic production and all Italian cheeses imported 
represent 40—50 percent of the domestic production. In consequence, these tvpes 
suffer substantially and, as expressed in the attached, will have a decided economic 
effect in the United States of America. Our suggestion of compromise merely 
boils down to continued tightening of the foreign types and to compensste per- 
mitting a modest increase in the imports of Cheddar types and also even some 
butter. 

The blue-mold cheese comes principally from Denmark and I know from my 
recent visit there that they wouldn’t feel too badly if they were permitted to 
substitute a modest quantity of butter; the same would probably be true of 
Holland and their Edams and Goudas. At the same time, we wouldn’t consider 
it unfair to permit New Zealand to in *rcase its exports to us of Cheddar cheese 
which amounted to 13 million pounds roughly last year; during this same period 
Great. Britain purchased from us n any times this quantity of the same type 
cheese, and, since June 1951, Great I’ritain purchased from us about 40 million 
pounds more cheese. 

We trust that this lengthv correspondence will not be considered an imposition 
on vour good nature. 

With kindest regards and best wishes, I am 

Sincerely yours, 
L. D. ScHrerBpeR & Co., INc. 
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SepTeMBER 5, 1951. 
Mr. Cart D. Corse, 
Acting Director, ‘Office of Economic Defense and Trade Policy, 
Washington, D. C. 


Dear ‘Mr. Corse: Last week President Truman directed a message to Congress 
calling for repeal of four amendments to the recently enacted Production Act, 
namely: (1) The Capehart amendment; (2) the Herlong amendment; (3) the 
Butler-Hope amendment, and (4) the Andresen amendment, which continues 
restrictions on imports of fats and oils including butter and adding cheese to that 
list. On the latter point the President is supposed to have said: “These restric- 
tions are unnecessary for the protection of domestic producers, who are amply 
safeguarded under other laws, and they run counter to our national policy of 
reciprocal-trade agreements.” 

We are addressing ourselves to you with reference to the Andresen amendment 
and the President’s comments, which matter your department presented to a 
Senate committee last week. By way of introduction, we might say that a 
division of our company, the Stella Cheese Co., is probably the largest producer 
of foreign-type cheese in the United States of America, in addition to which tne 
Schreiber Co. manufactures annually about 30 million pounds of processed 
American cheese and manufactures and wholesales approximately additionally a 
like amount of bulk Cheddar cheese, also wholesales about 30 million pounds of 
creamery butter. 

In a broad sense the President’s statement in connection with the Andresen 
amendment reasonably covers the facts but the following figures will prove that 
practically only one segment of the cheese industry bears the entire weight of the 
program. We are quoting herewith the total production of cheese of all kinds for 
the year 1950 along with the imports of each type for the same period. 


| United States Imports || | United States 


production production Imports 





1] 

American cheese__.__- 882, 850,000 | 13,293,000 || French Roquefort | A 1, 641 
Swiss___ 100, 180 6, 923 | Gruyére process |. | 1, 489 
Brick and Muenster. $2, 265 |...-. | Edam and Gouda 3, 756 


ee, ee 7,910 |_........... || Other cheese ‘i 24, 640, 000 | 3, 939, 000 
Cream _.__. ae 63, 250 j....- | - 
Blue mold. 7, 050 ~ 3,492 Total__- ‘17 1, 825, 000 $ 56, 189, 000 
All Italian 53, 680 21, 656 








You will observe a wide variance percentagewise, namely: in the case of the 
bulk product, Cheddar cheese imports represent only about 1% percent of our 
domestic production. In Swiss cheese, imports are approximately 7 percent; but 
in blue-mold cheese imports represent 50 percent; in all Italian cheeses imports 
listed represent 40 percent, but if the last item, ‘‘Other cheese,”’ approximately 
4 million pounds, should happen to be Italian type, this would make Italian im- 
ports approximately 50 percent of our production. The point that we are trying 
to make is that if these imports of foreign-type cheeses were to have been con- 
tinued on their 1950 basis, it would have raised genuine havoc, particularly in 
the blue mold and Italian divisions. On the other hand, assuming that our 
Government is willing, if necessary, to acquire through support purchases addi- 
tional quantities of Cheddar cheese, they could without serious hardship increase 
the quotas for Cheddar cheese. Actually, should unlimited quantities of Italian 
cheeses and blue-mold cheeses be permitted freedom of access, it would merely 
mean that domestic producers of these types would have to discontinue manu- 
facture, resulting in extreme hardships, including severe loss of employment in 
principally rural areas where few, if any alternative employment. possibilities 
exist. 

Accordingly, we recommend that instead of this serious displacement here in 
the United States that these foreign countries be permitted to supplant foreign- 
type cheeses with Cheddar-type cheeses, or, maybe even with butter. We are 
inclined to the belief that this will even satisfy the State Department in its 
apparent obligations through reciprocal trade agreements. 

Summing the whole situation up, our recommendation boils down to the 
thought that a reasonable quantity of butter and a modest increase in the per- 
mitted imports of Cheddar-type cheeses, representing as they will only a small 
percentage of the total United States production, should be permitted; this will 
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have little effect on the total marketing picture, considering particularly the 
cheese and butter support programs that are now in operation. 

Assuming that you may not have seen it, we are attaching hereto a letter from 
Mr. E. W. Gaumnitz, executive secretary of the National Cheese Institute, 
under date of August 6, addressed to the Secretary of Agriculture, along with 
Government figures of production and imports for the period of 1938 to 1950, 
inclusive—this gives a more detailed portrayal of the actual effects of imports 
of,foreign-type cheeses. 

Sincerely yours, 
L. D. Scurerper & Co., Inc. 


NATIONAL CHEESE INsTITUTE, INC., 
Chicago 6, Ill., August 6, 1951. 
Hon. Cares F. BRANNAN, 
Secretary of Agriculture, Department of Agriculture, 
Washington, D. C. 


Dear Mr. Secretary: The United States manufacturers of the important 
so-called foreign types of cheese have been giving consideration to determinations 
by the Secretary of Agriculture and implementing regulations, pursuant to the 
provisions of section 104 of the Defense Production Act of 1950, as amended. 

It is the considered judgment of this group that importations of cheese in the 
United States should be limited to the average quantity of each variety or type 
imported in the five calendar years—1945 through 1949—and further, that such 
limitations should be applicable by quarters of the year. 

Production of cheese in the United States for the period 1931 to date and 
imports of cheese in the United States in the period 1938 to date are set forth in 
tables I and II. 

Imports of cheese in the latter part of 1950 and thus far in 1951 have increased 
markedly. It seems clear that the production of the various varieties of cheese 
in the United States in 1950 and thus far in 1951 will not be maintained were 
imports restricted to the quantities imported in the fiscal year ended June 30, 
1951, or in the calendar year 1950. Reports indicate that much of the cheese 
imported in these recent periods has not moved into consumption, so that the full 
effect of the imports has not been experienced in terms of reduced United States 
production of the various varieties. Many of these imported cheeses have been 
selling in the United States at prices below those which would reflect support 
prices in terms of milk and butterfat. In order, therefore, to maintain production 
at eurrent levels it is necessary that the quantities of cheese imported should be 
restricted to quantities imported in some period prior to 1950. 

To state it somewhat differently, imported cheese prices have been such as to 
drive United States manufacturers out of business since they cannot sell cheese 
at prices comparable to those at which imported varieties are being sold and pay 
producers prices for milk and butterfat competitive with those being paid by other 
purchasers using the milk for production under Government price-support 
programs. This is true even though there has been marked progress in the 
manufacturing procedures used for the various foreign types. 

There has been a steady increase in the consumption of the various types of 
cheese in the United States. During the war period there was a marked ex- 
pansion in United States production. Im the past few years, however, the 
United States production of most of the foreign types has remained relatively 
stable. Given time it appears that increasing quantities of foreign types of 
cheese could be sold without further reduction in United States production. 
Immediately, however, this is not possible without a chaotic period of readjust- 
ment. 

Cheese is now being imported at such increasing quantities as to interfere with 
the orderly domestic storing and marketing of cheese. This is evidenced by the 
fact that many of the competing imported cheeses are being offered for sale at 
prices well below prices at which such cheeses can be manufactured and marketed 
in the United States. 

Total imports of all cheese in the last 13 years amounted to less than 5 percent 
of the total quantities of all cheese produced in the United States. However, 
when the imports of specific varieties or groups of cheeses are examined in relation 
to the quantities of those varieties produced in the United States a very different 
situation appears. For example, the United States production of blue cheese in 
the years 1943 to 1950 (the only years for which blue cheese production has been 
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estimated by the U. 8. Department of Agriculture) averaged 9,026,000 pounds 
per year. During the same period imports averaged 837,000 pounds per year, 
or imports were about 9 percent of United States production. In 1950, how- 
ever, this percentage was about 50 percent. Obviously, this is no negligible 
percentage and when coupled with artificial and arbitrary exchange rates can 
result in chaos for cheese producers. 

An indication of chaos is indicated by an examination of the prices for imported 
blue and prices for blue produced in the United States. Blue mold cheese im- 
ported from Denmark, one of the important competitive blue cheeses, is now 
selling inthe New York City market at around 42 cents per pound wholesale against 
market prices of 47 to 49 cents per pound for United States produced blue cheese. 
Normally, United States blue cheese costs and sells for about 10 to 13 cents per 
pound more than the wholesale price of Cheddar cheese which is now at 36% 
cents per pound on a Plymouth, Wis., exchange basis. The difference in whole- 
sale price between blue and Cheddar is largely the result of the difference in 
quantities of cheese préduced per hundred pounds of milk and of differences in 
manufacturing costs. Based on minimum milk costs and minimum manufac- 
turing expenses the United States manufacturers of blue cheese cannot compete 
with imported blue mold cheese at 42 cents per pound, New York. 

The imports of all Italian types for the period 1938 to 1950 averaged 14,313,000 
pounds per year. In the same period United States production of Italian types 
of cheese averaged 42,037,000 pounds per year. Average imports for these types 
were 34 percent of United States production. In 1950 the percentage was over 
40 percent. 

Unquestionably, the same results would be shown were Edam and Gouda 
production in the United States available. 

Each variety of cheese has its peculiar characteristic, which distinguish it from 
other vareties. The manufacturing procedures for the various types and 
varieties of cheese likewise differ. 

Production of the various types and varieties generally is specialized. In the 
case of the Italian types alone it is estimated that about 5,000 people are employed 
by the plants manufacturing such types of cheese. Imports at present levels or 
higher levels has meant, and will increasingly mean, that many of the persons 
employed in the Italian cheese producing industry in the United States will need 
to find other occupations largely outside the cheese business. This means that 
many such persons will need to shift to occupations where their specialized 
training is of little or no value. In some cases this will mean moving entire 
families to other areas. In this connection it should be noted that cheese factories 
are, for the most part, located near milk-producing areas, usually in smaller 
towns or villages where alternative employment possibilities are limited. The 
effect of increased imports on employment should be fully considered in establish- 
ing import restrictions, 

At the present time the United States Department of Agriculture has in effect 
a milk and butterfat price-support program. Under that program the United 
States Department of Agriculture stands ready to purchase Cheddar cheese, 
butter, and nonfat dry milk solids. In fact, under the program some purchases 
have been made and are being made currently. It is clear that the prices of milk 
for all uses are related. * It is a matter of indifference as to which specific products 
are purchased in order to accomplish the price-support purpose. As a matter of 
fact, the price-support program is predicated on this assumption. It is clear that 
the importation of any dairy product results in unnecessary expenditures under a 
price-support program. 

The circumstances now facing United States cheese producers were predicted 
in various presentations before the Committee for Reciprocity Information in 
connection with proposed import duty reductions under the Trade Agreements 
Act. Particularly, there was brought to the attention of the United States 
officials the fact that the arbitrary devaluations of the currencies of many of the 
important countries exporting to the United States had the effect of nullifying 
any import duties. These various facts and protests have not been heeded. 
The present act is no doubt partially the result of the lack of appreciation of the 
effects of the various import duty concessions and currency devaluations. 

For these reasons, we believe that, at this time, it should be determined that 
cheese importations per year should be restricted to the average quantities of 
the various types of cheese imported in the years 1945 through 1949 and that 
there should be issued the necessary implementing regulations. 

Respectfully submitted. 

NATIONAL CHEESE INstituTE, INe. 
E. W. Gaumnitrz, Executive Secretary. 
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TABLE I.—Cheese: Quantities manufactured in the United States 1931 to date 


{Quantities in 1,000 pounds] 


American Brick 


|—___—— ls and Lim- 
Swiss 
Whole! Part | | Muen- burger 
milk | skim | | ster 
| | | 


Blue All All 


Cre 
ream | mold | Italian | other 


Total 


| | 
374,648 | 3,108 | 28, 234 | 35,484 | 8,508 | 33, 637 
.|370, 743 | 3,319 | 25,533 | 36,973 | 7,897 | 31, 608 
408, 631 | 6,338 | 40,287 | 36,057 | 9,469 | 33, 438 
.|435, 491 550 | 39,449 | 38,447 | 9,425 | 40,458 
38, 999 564 | 42,622 | 37,522 | 9,535 | 38, 971 
87, 576 794 | 40,078 | 38,081 |11,982 | 40,448 
2, 041 794 | 41,504 | 35,643 | 8,165 | 43, 987 
542 825 | 43,084 | 34,995 | 9,307 | 44, 056 
7, 298 247 | 42,631 | 34,969 | 8,971 | 47, 961 
2, 790 890 | 48,659 | 34,328 | 8,198 | 51, 183 
, 122 139 | 55,962 | 32,066 | 8,088 | 50,012 
R50 759 | 52,561 | 28,798 | 8,441 | 47,554 
O89 670 | 45,626 | 27,978 | 6,653 |'70,451 |28, 036 
804, 787 248 | 45,571 | 27,435 | 7,510 | 60,440 | 6,835 a wit , 017, 206 
. .|875, 084 O98 | 50,065 | 14,756 | 8,777 | 66,912 | 9,828 x 25, 6: , 116, 772 
\801, 264 696 | 55,695 | 17,678 | 9,548 | 78,803 12,451 5, < 52, 82 }, 347 
932, 718 ,906 | 71,612 | 26,5383 | 7,753 | 66,503 (10,580 |) 3s, 24,2 , 182, 946 
S54, 447 , 987 | 70,665 | 26,506 | 7,358 | 56,816 | 9,289 | 43,579 (25, 71% , 098, 366 
935, 018 771 | 81,043 | 30,376 | 7,180 | 58,495 | 8,141 | 55,1: 23, 86 1, 200, 011 
882, 850 (@) 100, 180 | 32,265 | 7 63, 250 ,050 | 53,6 24, , 171, 825 
1951 (January-April) _|238, 835 (3) 28,740 | 10,300 | 2,: 22,200 | 2,100 6 7, ¢ 331,025 


on 


Bm DO DS ee OO SO eT ee 


w~ 


Average: 
786, 297 |43,520 | 58,720 | 28,360 | 8, 1: 58,649 59,026 2,037 | 22, 43 , 013, 430 
1945-49. _......_._/879, 706 | 2,692 | 65,816 | 23, , 123 | 65,506 10,056 | 55,364 30, 1, 140, 888 


1 Neufchatel cheese included for 1943 and following years. 
2 Prior to 1943 included in ‘‘All other varieties.” 

3 Ineluded in ‘‘All other.”’ 

* Average for 12 years, 

5 Average for 8 years. 


Source: Compiled from reports of the U. 8. Department of Agriculture. 
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Tas Le II.—Cheese: United States imports for consumption by variety, 1938 to date 


Swiss 

with eye | 

forma- 
tion 


Period 


9, 904 
10, 558 | 
4, 195 

479 


1950. .... ahah aks -| 

1951, January to April_ 

Average: 
1938-50 
1945-49____. 








ae 


Gruyere 


(Quantities in 1,000 pounds] 


Blue in 
original 


process loaves 


Gouda | 


4, 162 
2, 815 | 
1, 118 
713 
560 
2, 155 | 
1, 154 


441 
1,¢ 906 | 
3, 492 3, 756 
2, 270 


6, 122 








2, 532 | 
706 | 


1, 306 


, 1, 646 
459 994 | 











Period 


Ba satin 

1949 __ 

1950 _. 2 
1951, January to April 


21 
13 
79 
33 
Average: | 
OR e ecdicwas 
1945-49_......._. 


18 


1, 864 |- 


x 


Provo- | Provo- 
lone lette 


Reg- 
giano 


2 867 
724 
787 
171 

1, 709 

2, 403 
626 
926 

1, 369 

1, 482 
521 


736 


1, 345 
566 


' 


1, 291 
1, 407 











| | j 
Roque- | 
fort in 
original 


loaves 


Romano | Pecorino 


415,517 
£16,056 | 
411, 708 
4 6,876 
5, 994 | 
8, 143 | 
2, 106 
461 | 
13, 029 
3, 468 | 
8, 496 
7, 982 | 
5, 369 
| 1, 480 











8,093 | 
6, 687 





| Sbrinz in | : 
| original | milk 
loaves 


i 
Sheep's | Total 
- , 


all 
cheese 


Other 
icheese for| cheese 


grating 


54, 433 
59, 070 
32, 625 
20,013 
24, 218 
25, 385 

9, 045 

8, 300 
20, 820 

&, 671 
23, 557 
32,013 
56, 189 
3, 555 | 22, 232 











American cheese. -.--- 
Swiss Beate: ce 
Brick and Muenster____- 
Limburger 

Cream. , 

Blue mold 

All Italian al 

French Roquefort 
Gruyere proce 


Edam and Gouda. ..........-.--- = 


Other cheese 


I is scien scmiteias 


| i 
1950 United 
States pro- 
duction 


1950 
imports 


882, 850, 000 
100, 180, 000 
32, 265, 000 
7, 910, 000 
63, 250, 000 


13, 293, 000 | 





Percent of 
United 
States 1950 
production 


Average, 


| Our pro- 
1948-50 | 

| 

| 


posal 


5, 400, 000 
5, 000, 000 


13, 000, 000 
7, 000, 000 











1, 171, 825, 000 | 56, 189, 000 


‘Include Provolette. ? Include Parmesan. 4 Less than 500 pounds. ‘ Include Pecorino. 


Compiled from reports of the U. S. Department of Commerce for years 1938-43, and from “Foreign Agri- 
cultural Trade’ U. 8S. Department of Agriculture, Office of Foreign Agricultural Relations, for 1944-50 


1951 figures preliminary. 
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Mr. Scurerser. I have prepared a brief statement which I hope I 
will be permitted to read. 

Senator Futsricstr. For my information and for the record, are 
you a cheese manufacturer or representing a cheese organization? 

Mr. Scurerper. Well, directly answering that question, we are the 
owners of the Stella Cheese Co. We are manufacturers of Italian 
and foreign-type cheeses. In addition to that, we manufacture proc- 
ess cheese; we manufacture American bulk cheese, and we do handle 
butter in a very liberal way. Our business in total, just for information 
purposes, runs in excess of 100 million pounds of product annually. 

Senator Fu.tsricutr. That is all the products? 

Mr. Scurerser. All the products. 

Now, if I may be permitted to read this brief statement: In Presi- 
dent Truman’s message to Congress asking for the repeal of this 
amendment, he is supposed to have made the following statement: 

These restrictions are unnecessary for the protection of domestic producers 
who are amply safeguarded under other laws and they run counter to our national 
policy in the reciprocal trade agreement. 

In the later parts of their statement there can be no doubt and cer- 
tainly, insofar as humanly possible, we must observe these reciprocal 
trade agreements which have been entered into by all concerned. 

Regarding the first part of the above statement, this is not wholly 
correct as regards certain segments of the dairy industry, but we 
believe it can be balance ‘ed, in our opinion, by adjustment. 

To more clearly outline what we are referring to, we quote herewith 
the total United States production of cheese as compared with the 
imports for the year 1950. 

Now, those figure s are the first two columns in the list that I gave 
you. 

While the total imports represent only about 5 percent of the 
total manufacture of cheese, you will observe that in the case of blue 
mold cheese it represents 50 percent of the domestic manufacture, 
and in the case of all Italian cheese, approximately 40 percent. 

The recent trend in the direction of imports would have made 
necessary the discontinuation of many plants, resulting not only in 
the loss of employment but in substantial investments in plants and 
equipment. 

At the present time these plants employ in excess of 5,000 persons, 
principally in rural areas where few, if any, avenues of employment 
possibility exist. 

As you are aware, the Department of Agriculture fixed a quota for 
the balance of this year which permits imports equal to the average 
of 1948, 1949, and 1950, which, in the case of Italian cheese on an 
annual basis, would reduce imports from 21 million pounds to 17 
million pounds, and blue cheese from 3.5 million pounds to approxi- 
mately 2 million. 

Even on this basis, the imports are too high and will interfere sub- 
stantially with domestic production and would still represent approxi- 
mately 30 percent to 35 percent of the 1950 domestic production of 
these*two types. 

Realizing, however, that the chief objective is to permit our Govern- 
ment to honor its reciprocal treaties, some alternative must be found 

83762—51—pt. 4——19 
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and accordingly we are recommending the following relationship 
between production and imports: . 

That is in the second to the last colfimn of the paper I submitted 
where we say “Our proposal.” 

That is the recommendation we have. 

You will note that the above proposal would permit imports in 
total amounts of cheese equal to what the present schedule of the 
Department of Agriculture permits, with the exception that it reduces 
some types and increases others. 

The principal reduction comes from the Italian and blue-mold 
cheese, whereas American types, or Cheddar cheese as it is known, 
and Swiss cheese, are increased to the 1950 import level. Our reason 
for this recommendation in the case of Swiss cheese—our reasons 
rather, are that it would represent only 7 percent of that sold and 
Swiss cheese normally comes in at a decidedly higher price than the 
market for domestic production. 

In the case of American type cheese, the total permissible imports 
still only represent 1.5 percent of the total American production. 

Senator Futsricut. Does that mean process cheese? 

Mr. ScurerBer. Well, now, just to clarify the situation on process 
cheese, we made 882 million pounds of American cheese in 1950. 
Now probably half of that American cheese was converted into process 
cheese, so “process” has no separate category. It is all considered 
American cheese. 

Senator Fuutsricut. This is natural cheese. 

Mr. Scurersper. The 882 million is natural cheese and then the 
natural cheese has been processed and produces processed cheese. 

Senator Futsricut. What do they mix it with? 

Mr. ScurerBer. They mix it with nothing. They add an emulsifier 
to keep it together. 

Senator Futsrigut. What is an emulsifier? 

Mr. ScureiBer. I just got the technical determination on it and I 
do not*think you will enjoy hearing it. It is a complicated list. 

Senator Moopy. In general terms, it is a chemical, I take it? 

Mr. Scureiser. “One or more of a mixture of the following,’ and 
it goes on with a lot of names I cannot pronounce. 

Senator Futsrieut. Is oae purpose of the processing of it in order 
to make it sanitary by pasteurization? 

Mr. Scureiser. It pasteurizes the cheese and permits carrying the 
cheese to much better advantage, as was explained previously, even 
without refrigeration, and the principal advantage of processed 
cheese is that the storekeeper can hold it on his shelf without the 
deterioration that comes with natural cheese held on the shelf. 

Senator Fu.tsrieut. It is much cheaper, is it not, than natural 
cheese? 

Mr. Scurerser. No, because of the cost of manufacturing and 
because it is predominantly natural cheese, the cost of it is a trifle 
higher than the same aged American cheese. Of course, American 
cheeses graduate upward in price depending on age. 

Senator FuLsricut. Perhaps I did not make myself clear. What 
I was trying to compare it with is a cheese like Roquefort cheese or 
Edam cheese. 

Mr. Scureiser. There is no comparison at all. This merely com- 
pares to American Cheddar cheese. 
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Senator Fu.tsricur. It is much cheaper than Roquefort or Camem- 
bert? 

Mr. ScureiBErR. It is decidedly cheaper than all those types. 

Now, if I may be permitted to proceed, this is the conclusion. 

To compensate for the reduction of Italian type and blue-mold 
cheese, we would recommend that the source countries be permitted 
to send us butter or Cheddar-type cheese equivalent to replace. If 
butter alternatively was permitted, this would only mean a total of 
less than 10 million pounds, which is equivalent to less than 1 percent 
of our annual domestic production. If Cheddar cheese was permitted 
as an alternative, this would mean approximately 20 million pounds 
additional, or 2 percent of our total cheese production. 

In substance, our recommendations imply that these foreign 
countries adjust their production rather than force the American 
manufacturers into the substantial losses, dollarwise and employment- 
wise, that would be involved in converting from the foreign-type 
cheeses, into American cheese and butter. This latter would naturally 
ensue, and it merely means that we would have the same amount of 
products to contend with in the United States of America, but under 
our proposed plan, United States industry would remain intact. At 
the same time, foreign dollar balances remain unchanged from 1950. 

Senator Fu.tsricut. Mr. Schreiber, we have a letter received from 
the Stella Cheese Co. by J. G. Mosey, setting out some of your views 
Would you like me to put that in the record as an elaboration? 

Mr. Scurerer. Please do. 

Senator Futsricut. We will do that at this point. 

(The letter referred to follows:) 

Cuicaao 5, Itu., September 12, 1951. 
To Senate Banking and Currency Committee, Washington, D. C.: 

In connection with the matter of section 104 of the Defense Production Act of 
1950 as amended, authorizing import controls on fats and oils, including butter, 
cheese, and other dairy products, it has been held that the volume of total imports, 
particularly those of cheese, has been small, so small in fact, as to be almost 
negligible. 

Moreover, the full potential volume is, because of its smallness, a modest 
sacrifice to be made in the interest of foreign relations and the strict adherence to 
the commitments of the United States Government as implied in its negotiation 
of the Annecy and Torquay tariff agreements. 

The objection in this brief is simply to the effect that in the pursuit of the vital 
purpose of foreign relations and the fulfillment of commitments, express or implied, 
full advantage should be taken of the fact that it is not necessary to liquidate an 
industry to accomplish these noble purposes. As in so many other matters of 
essential import, it is entirely possible for such a large and capable Nation to carry 
tremendous burdens if only the principle of sharing that burden will be followed. 

For the year of 1950, the expanding imports of cheese reached 56 million pounds 
against a total United States production of 1.2 billion pounds, a matter of some 
5 percent. There was practically no butter imported against a production of 
1.4 billion pounds. On a milk equivalent basis, the dairy imports of 1950 were 
truly negligible in relation to the total United States production of manufactured 
dairy products. 

But the concentration of the imported items in the few varieties represented 
proved a burden to the foreign-type domestic industry that simply could not be 
borne alone. 

In Cheddar cheese, against a United States production of 900 million pounds, 
there were but 13 million pounds of imports but in Blue cheese, against a total 
United States production of 7 million pounds, there were imports of 3.5 million 
pounds of Danish Blue and 1.6 million pounds of French Roquefort, This is a 
50 percent burden. 

_In the Italian-type cheeses the imports represented about 40 percent of the 
United States production, with the result that factories have been closed with 
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resulting local unemployment. Others have been diverted to dairy products that 
can be solid under support price programs whenever necessary. Other plants, all 
small plants and all in remote areas, have been reopened under encouragement of 
the Andresen amendment and the ensuing regulation of August 9. That regula- 
tion, however, did not terminate the imports of cheese. It did restrict them to the 
level of the 1948-50 average. This means a reduction of substantial nature in 
Danish Blue, but relatively small reductions in Itatian and other styles. In all, 
the reduction seems to have been about 16 million pounds per year. 

On the basis of relative European values, the reduction, in terms of dollar 
balances, could be more than offset by 10 million pounds of butter, negligible in 
view of 1951’s expected 1.3 billion pound production or by about 20 million pounds 
of Cheddar against 1951’s 900 million. This quantity could be absorbed by either 
the butter or Cheddar industry, or by both, in the last quarter of the year. 

As a matter of general understanding, a tariff reduction has been negotiated on 
60 million pounds of butter, but entry has never been permitted. It seems further 
that the countries involved have no particular preference in expanding further 
their cheese production but are entirely able and willing to ship butter and other 
dairy products. 

Two eventualities seem apparent: One, that the section in question be permitted 
to stand, in which case the foreign-type industry will be slowly forced into complete 
diversion and liquidation, or, two, that the section and its interpretive administra- 
tion be modified to spread the burden over all dairy products, each in accordance 
with its ability to bear, and in that way permit all to survive, if not to flourish. 

This latter alternative would inherently permit an even fuller service to the 
ideals of the good neighbor policy and the trade commitments of the Govern- 
ment than has heretofore been possible. It is the constructive suggestion of this 
brief that such a policy represents a true compromise of the needs of the Nation 
for world trade and the need of its industries to survive. 

Respectfully submitted. 


STELLA CHEESE Co., 
J. G. Mosey. 
General Manager. 


Senator Futsricut. Senator Dirksen, do you have any questions? 


Senator Moody—— 

Senator Moopy. Mr. Schreiber, do you believe that the United 
States must have allies? 

Mr. Scurerser. | definitely do believe that. 

Senator Moopy. As you know, we have been in a difficult situation 
in setting up the structure of the free world. Among the things we 
have been trying to do is not—assuming we have to have economic 
strength—not have to give away our money in order to build economic 
strength abroad but let people sell to us and earn their dollars. 

I am wondering whether or not that general thought occurs to you 
in connection: with the problem of Congress in deciding how to let 
them earn those dollars. 

Mr. Scurerper. That is right, and that has motivated my con- 
clusion to permit the sum total of imports to be increased back to a 
1950 basis. At the present time we are working on the basis of 
1948-50, by agricultural decree, which reduces the imports substan- 
tially. 

Now on the basis I have submitted, we go back to the 1950 basis. 

Now you know, under the terms of tariff agreements, reciprocal 
trade agreements, we have authorized the importation of butter to 
the extent of 60 million pounds—this goes back a year or two—but 
none of it has been permitted to come in. The Agriculture Depart- 
ment will not license the butter. There was a very valid reason for it. 
The mere fact was that butter was in surplus supply. 

Senator Moopy. We were buying butter at that time. 
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Mr. ScurerBer. That was true last year but not true this year. 
There is a very valid reason. 

What I am trying to bring out is the fact that when a valid reason 
exists there must be some exclusion of some of these products. 

As brought out by Dr. Gaumnitz here, the trend of consumption 
in the United States is such that over a period of time, we can absorb 
continuously more of these products. But momentarily there is 
decided adverse effect domestically. 

I can give you some concrete examples that will apply to questions 
previously answered. 

Stella Cheese Co. owns 10 or 15 plants manufacturing this type 
cheese. They have been operating all this year at a substantial 
loss as a result of which they have curtailed production, they have 
reduced employment and in a few cases have actually discontinued 
employment. Now specifically at Barronett, Wis., we have a plant 
making blue cheese which employs 19 people employed, I should 
say. Tt was nec essary for us to discontinue operations there. Six- 
teen people are drawing unemployment compensation at the present 
time. 

In all of our plants, some of that has become effective. 

Notwithstanding that we are still running in red ink and will so 
continue until this atmosphere changes. Hence our recommendation 
that there be a reduction in those particular types, but at the same 
time continue the opportunities for our foreign friends to secure 
American dollars in some other form. 

It is a mere 10 million pounds of butter that would cure the evils. 
Our total production of butter is around 1,400,000,000. We are 
talking about 2% days’ production. The difference between one 
good rain and a dry day, would produce that much additional milk or 
butter. We are talking about nothing. 

Now, if, administratively, the Department of Agriculture, with the 
continuation of this amendment and the proper interpretation by 
them, would permit 10 million pounds of butter, that would solve all 
the problems here that we have for the industry and predominantly 
for the importers. We are permitting almost an equal amount of 
imports as we did in 1950. Dollarwise, they are identical. 

Senator Futsricut. I do not follow on that. You say your 
proposal is 36,600,000. You say 1950 imports, 56,189,000. 

Mr. Scureiper. Now, then, I call your attention to the fact that 
in the case of Italian cheese we have reduced, you will notice, the 
imports to 9 million pounds. 

Senator Futsricut. I am talking about the total involved. 

Mr. Scurerser. In addition to this 36,600,000 pounds of cheese 
that is in that column that you are referring to, in addition to that 
we permit 10 million pounds of butter to come in. Ten million 
pounds of butter, roughly, is equivalent to twenty million pounds of 
cheese. 

Senator Futsricur. What will the butter people say about that? 

Mr. Scurerser. It can have no market effect. I repeat the state- 
ment that it is less than 1 percent. Ten million pounds. 

Senator Futspricur. Well, you are a cheese manufacturer. 
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Mr. ScurerBer. I am a butter man too. We handle thirty-odd 
million pounds of butter and represent one of the largest co-ops in 
the country. In the face of that we still make that recommendation. 

Senator Futsrient. Are there any further questions? 

Do you have anything further, Mr. Schreiber? 

Mr. ScuretBer. Nothing further. 

Senator Futsrient. The National Farmers Union representative, 
John A. Baker, legislative secretary. 


STATEMENT OF JOHN A. BAKER, LEGISLATIVE SECRETARY, 
NATIONAL FARMERS UNION 


Senator Futsrieut. Mr. Baker, will you give your name to the 
reporter and state whom you represent. 

Mr. Baxer. John A. Baker, legislative secretary, National Farmers 
Union. 

Senator Futsriegut. You may proceed. 

Mr. Baxer. Thank you, Mr. Chairman. 

We recommend the enactment of S. 2104, which repeals section 104, 
of the Defense Production Act. We feel that such action is desirable, 
both from the general standpoint of the great bulk of farmers in the 
country, as well as with respect to what our foreign relations policies 
have been and what we hope to do in the future in building strength 
in the free world, and better political understanding. 

I will be glad to answer any questions that you may have. 

Senator Futsricut. Would you like this to go into the record? 

Mr. Baker. That is our statement. 

Senator Futsriaut. We will put that in the record as a part of 
your statement. 

In this respect you are in accord with the views of the Farm Bureau 
Federation? 

Mr. Baxer. As I understand them, that is correct. 

Senator Futsrieut. I put in the record a letter from Mr. Kline, 
speaking for the Farm Bureau, this morning. 

You are looking at it from the point of view of agriculture as a 
whole and not just the cheese manufacturers? 

Mr. Baker. That is correct, yes, sir. 

Senator Funsprieut. You do not represent cheese manufacturers? 

Mr. Baker. No, sir, not directly, no, sir. 

Senator Futsricur. Does your statement contain a comparison 
of the total agricultural production and exports? 

Mr. Baker. We have exhibit A which shows agricultural exports. 
I do not have imports for the same year. 

Senator Futsrigut. Do you know approximately what that rela- 
tion is? 

Mr. Baker. No, sir. I have not looked that up at the moment. 

Senator Futprigut. Mr. Kline gave a general estimate. I do not 
recall the specific figures but he said it was around 2.5 times in export 
over imports in agricultural products. 

Mr. Baker. That is close to my memory. 

Senator Futsriert. That is in accord with your thoughts? 

Mr. Baker. Yes, sir. 

As you know, Mr. Chairman, with respect to rice and cotton, 
wheat and a great many others of our important agricultural com- 
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modities, an important margin of the total production must find its 
outlet in export trade. If we take action which cuts down the dollar 
balances, as other countries have to buy cotton, or to buy rice, we 
have a price compressing influence on the ‘sales of the American farmer. 

Even more important, it seems to us, in this connection is the 
psychological effect that a restriction of this type would have on 
other countries in stimulating them to themselves enact counter- 
measures, the full impact of which we cannot predict, but we could 
stimulate them to make countermeasures that would be very rough 
on not only American farmers but on all of our other people who 
produce things for export. 

Senator FuLtsricgutr. Whether or not they take countermeasures 
from the motive of retaliation, the fact is that they do not have the 
exchange with which to purchase through the prevention of their 
selling produce here. 

Senator Moopy. Mr. Chairman, may I ask a question? 

Senator Futsricur. Proceed. 

Senator Moopy. Is it not true that one of the things the United 
States suggested to European countries under the Marshall plan 
was that they knock down the quotas? 

Mr. Baker. That is correct. 

Senator Moopy. In fact, we insisted, did we not, that quotas be 
sharply reduced? 

Mr. Baker. Not only is that true but the reciprocal trade agree- 
ment policy of 17 or 18 years standing has reduced international 
barriers for freer trade. 

Senator Moopy. Your stand is in the interest of the American 
farmer to have a freer flow of trade so that a greater amount of Ameri- 
can farm products may be sold in foreign markets, is that correct? 

Mr. Baker. That is the feeling of both our executive committee 
and our executive board, yes, sir. 

I might supplement the answer to that: This is important not 
only in the dollars-and-cents terms that we have discussed but it is 
important because of the political environment and the kind of 
economical understanding between nations that we are going to have 
to have in the free world if we are going to build a fundamental basis 
for a better world than we have now. 

Senator Moopy. As I understand you, if the United States went 
to an overly restrictive policy it would have two effects. It would 
directly disadvantage the American farmer by cutting down his 
foreign markets and would also affect the general atmosphere of 
collaboration in the free world and would therefore adversely affect 
the major problem of building economic strength as well as military 
strength to resist the threat that is with us today. 

Mr. Baker. That is a very good statement. We will agree with 
that completely, sir. 

Senator Futpricut. How many farmers are there in this country? 

Mr. Baker. Something less than 6 million. 

Senator FuLsricut. It seems, in these hearings, the people who 
think they may be most injured are some 20 cheese producers of blue 
cheese. 

Mr. Baker. Of those two numbers, you would almost have to go 
to the fourth decimal point to find the proportion. 
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I might add, not only is it a small number of these manufacturers; 
more importantly, in all of our States there is a considerable number 
of farmers who have cows and who produce milk and produce milk 
for sale. A considerable part of the milk in Arkansas, Oklahoma, and 
other States actually goes into cheese manufacture. 

It is not the feeling of our officials and members in those States 
that this particular legislation, section 104, is needed for their pro- 
tection. 

You have section 22 and other protective devices which are con- 
sistent with the way we are now developing in our relationship with 
other nations in the free world. 

In other words, it is a negotiated kind of operation and not a meat-ax 
operation. Our folks who are actually producing milk and selling 
milk for cheese manufacture feel that they are adequately protected 
under laws that are already in operation, and that this is not needed 
and being unneeded, and since it is unwise from these other stand- 
points, the sound thing to do would be to take this off the books. 

Senator Moopy. The chairman, Senator Fulbright, and Senator 
Ives have pointed out a considerable increase in the consumption of 
cheese in recent years. 

Mr. Baker. That is correct. 

Senator Moopy. From the standpoint of milk producers, would 
there be any effect on the milk producers if the amount of surplus 
milk being used for the manufacture of these certain kinds of cheeses 
were diverted to the manufacture of another kind of cheese which 
they say is not competitive? 

Mr. Baker. We see no direct adverse effect. We may not have 
analyzed it in as great detail as have others. On the other hand, the 
return to the farmer on milk sold for cheese and for even butter is 
so much different from what is handled in higher-grade uses of milk, 
for example—fluid consumption—that we feel that a final solution 
to the dairy products problem must come and greater attention to 
the use of milk in what you might call the higher uses, the fluid-milk 
uses. 

Senator Moopy. Mr. Chairman, I have another question which 
has nothing to do with section 104: One thing that has always troubled 
me has been that the price of fluid milk has been sufficiently high to 
make it sometimes unavailable to a great many farmers in the countr vy 
with growing children who should be able to buy more milk. There 
has alw ays been a considerable difference in price between fluid milk 
and surplus milk. 

I wondered whether you and your organization have given any 
thought to changes which would make it possible without penalizing 
the farmers or reducing the farmer’s income, of making milk available 
at lower prices in fluid form to consumers. 

Mr. Baker. We are very much interested in that, Senator. We 
have urged that studies be made of that. We are not in a position to 
say which, if any, specific proposal of that kind we favor or oppose. 
We are hoping that both of the Committees on Agriculture will give 
particular attention to that, particularly with regard to price-support 
laws. 

We have urged both of those committees to open hearings im- 
mediately on farm-price support. 


Sees eee 


PRE rrr i 
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Among the things that ought to be considered is the thing you have 
just mentioned, along with how you support prices of other perishable 
commodities. 

One of those techniques that are good from both the farm stand- 


point and the consumer standpoint is this very point that you 
mention. 


The effect on farmers would vary according to how the technique 
was spelled out but in general we approve that principle. 

Senator Moopy. That is the reason I asked that question because 
it would seem to me that there should be some way of adjusting this 
situation so that there could be a greater supply of fluid milk at lower 
prices without injuring the farmer. The farmer, of course, must be 
protected. 

Mr. Baker. There are certainly at least five or six different ways 
that that could be done. 

Senator Moony. If you have any views on that subject, I would 
be interested to have them. 

Mr. Baker. Surely. 

Senator Futsricut. Thank you very much, Mr. Baker. 

Mr. Baker. Thank you. 

(The prepared statement of Mr. Baker follows:) 


STATEMENT OF JOHN A. Baker, LEGISLATIVE SECRETARY, NATIONAL FARMERS 
UNION 


The Farmers Union welcomes this opportunity of expressing its opposition to 
section 104 of title I of the Defense Production Act amendments of 1951, and its 
approval of 8. 2104, which would repeal that section. Section 104 will have far- 
reaching and adverse effects upon the American agricultural community as well 
as upon the over-all national interest of the United States. 

The family farmers of this country do not live in a self-contained vacuum; 
their prosperity is directly and intimately related to that of the Nation at large. 
The domestic market is the principal outlet for farm commodities but foreign 
trade is an important factor in United States farm prosperity. 

I offer for the record exhibit A containing foreign-trade statisties for agricultural 
products in recent years. These figures show that foreign markets have accounted 
for an important part of the earnings of United States agriculture. The absence 
of these markets would not only have reduced living standards for the farmer 
and his family, but would also have reduced the income and living standards of 
urban producers, processors, and most other occupations. 

According to the Department of Commerce, in 1950 we exported nearly half 
of our production of rice, a third or more of our cotton, more than a fourth of our 
wheat and tobacco, and nearly a fifth or more of our lard and peanuts. 

The immediate effects of the restrictions included in section 104 will be to 
seriously damage agricultural interest of friendly countries. At the same time, 
these countries will be deprived of dollar earnings which they urgently need for 
the purchase of American products. 

There is considerable likelihood that section 104 may stimulate other countries 
to impose counterrestrictions, thereby compounding the harm. The adoption 
of such restrictions reverses the policies we have long sought through the recip- 
rocal-trade-agreements program. 

Not only are the restrictions imposed by section 104 unwise but they are also 
unnecessary. Ample protection for the control of United States imports of 
agricultural products are already contained in section 101 of the Defense Produe- 
tion Act (Public Law 774, 81st Cong.) and in section 22 of the Agricultural Adjust- 
ment Act, as amended. The Farmers Union strongly disapproves of needlessly 
undermining the constructive progress achieved toward the reduction of inter- 
national barriers to trade through international cooperation. These achievements 
were attained under United States leadership. Departures from these principles 
cannot but jeopardize this leadership. 
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In the interest of building political economic and military strength of the free 
world, the United States has persistently sought to encourage the greatest possible 
interchange of goods among friendly nations. The Farmers Union believes sec- 
tion 104 is contrary to this policy and strongly urges that it be repealed. 


Exursit A.—Total agricultural exports—Value of domestic agricultural exports 
1936—50 


{Million dollars} 


Year ended Dec. 31— Year ended Dec. 31—Continued 
Eee i 709 eS al de See 2, 133 
Os tg 2 ie. +. ova ateal 797 es oe ee ee 2, 294 
Pet ete Le eee 828 ec Ys Pah as 3, 173 
Rh ct trees beh se 655 SRP ieee eee recite ate Cg 
SS Be ee 517 CS ee a eA Ae 3, 473 
De ees, ee ht eee 669 RSet ween o> 3, 576 
MR eo et oe? an in eee 1, 185 a as cit ae ee ee Oe 2, 876 
NA oe el a 2, 095 


Source: U. S. Department of Agriculture. 


Senator FuLsricut. That ends the list of witnesses for today. 

If there is anyone else who would desire to submit a statement for 
the record, they may up until 4 o’clock on Monday, at which time 
the record will be closed and the staff will prepare the report. 

(The statements referred to follow:) 


New York 5, N. Y., September 12, 1951. 
Hon. Burnet R. MayBank, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Your Honor: In connection with the hearings on import control provisions 
of Defense Production Act of 1951, we should like to object to the principle of 
the import control provisions for Danish and Dutch cheeses. 

Apart from the fact that the import of Dutch and Danish cheeses were rather 
insignificant for the last years, the cheese import trade is in our opinion so hard 
hit by these restrictions that the withdrawal of the present income control of the 
Defense Production Act of 1951, in respect to the import of cheese products 
should be recommended. 

Therefore, we should appreciate it highly if Your Honor would recommend the 
withdrawal of these restrictions. 

Although ours is a personal hardship case, we do not want to expatiate in this 
letter upon our own difficulties, but we express the hope that you may succeed in 
contributing to the rescinding of the import control] provisions for cheese which 
will have a disastrous effect on the cheese trade in general and ours in particular. 

Respectfully yours, 
AMERICAN SERIKAT Corp., 
Max H. ReyMERs, 
Vice President. 


AMERICANS FOR Democratic ACTION, 
Washington, D. C., September 19, 1951. 
Hon. WiiuiAM FULBRIGHT, 
Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 


My Dear Senator Futsricut: I am writing you as chairman of the sub- 
committee currently considering S. 2104, a bill to repeal the limitation placed on 
the importation of fats and oils by section 104 of the Defense Production Act of 
1950, as amended. Americans for Democratic Action supports S. 2104 and would 
appreciate it if this letter of support would be made a part of the hearings on this 

uestion. 
. A. D. A. believes that the inclusion of this subject in the basic mobilization 
and inflation control law was in itself a questionable procedure. 

A. D. A. believes that the effects of the provision will be definitely inflationary. 
The price of dairy products has increased rapidly since the beginning of the Korean 
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conflict, and these increases have outpaced increases of other farm products. 
The volume of dairy imports involved in this amendment are only a very small 
fraction of 1 percent of domestic dairy output. The dairy industry of America 
is well enough established so that it can well compete with imported products 
without the aid of restricted trade laws. 

We question the wisdom of protective trade barriers under normal circum- 
stances, and we know that such barriers are not in the interest of America during 
this time of mobilization. 

We urge the repeal of the imports restrictions contained in section 104 as: 
(1) a step toward inflation control; and (2) a return to our agreements under the 
reciprocal trade law. 

Very truly yours, 
Joun J. GuntuHer, Legislative Representatire. 





ASSOCIATION OF Foop DistrisuTors, INc., 
Washington 6, D. C., September 14, 1951. 
Hon. Burnet R. MAYBANK, 
Chairman, Ranking and Currency Committee, 
United States Senate, Washington 25, D. C. 

My Dear SEnatoR MaysBank: I quote below a telegram addressed to you on 
July 18: 

‘“We urgently request all possible efforts in conference and on floor to eliminate 
Andresen Amendment to H. R. 3871. House Joint Resolution 278 provides 
adequate authority for control of imports of fats and oils. The extension of 
authority by establishing new conditions and selecting additional commodities 
sets precedent for administrative discretion beyond that now provided by law 
and tends to defeat the efforts of our Government to balance foreign trade and 
eliminate unnecessary barriers. There are adequate safeguards for domestic 
producers in the Trade Agreements Act, the Tariff Act, and the Agricultural 
Adjustment Act. To single out certain commodities and set up broad conditions 
as contained in Andresen amendment merely sets up special privilege to certain 
classes of producers and tends to substitute political pressure for. objective 
investigations of effect of imports on domestic producers and agricultural 
programs.” 

We strongly urge that your committee report favorably on the repeal of section 
104 of the Defense Production Act as proposed by 8. 2104. 

We endorse the statements made to your committee by the Under Secretary 
of Agriculture and the Assistant Secretary of State on August 13, 1951. In 
addition, we contend that the adoption of section 104 without granting oppor- 
tunity to industries affected is an unfortunate breach of-the democratic process. 

Section 101 of the Defense Production Act contains adequate powers to impose 
import controls as needed. Section 104, by singling out specific commodities 
and broad conditions, is discriminative and unfair. We again ask that section 
104 be repealed. 

Respectfully yours, 
D. J. Warp. 


New York 13, N. Y., September 13, 1961. 
Hon. Burnet R. MAYBANK, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR Mayrank: In connection with the hearings on import control 
provisions of Defense Production Act of 1951, I would like to state my views on 
this bill. 

If our country were to license and restrict the importation of watches from 
Switzerland due to the fact that they were crippling the American watch industry 
it would be understandable to those of us at home and would carry a satisfactory 
reason back to the Swiss people. The proportions of threat to our domestic dairy 
industry do not exist. 

With our State Department policy of aid to the European countries in the 
form of Marshall-plan aid and other means of support, aren’t we contradicting 
our policy with the restrictions placed on Denmark, Holland, and Switzerland? 
Switzerland Swiss cheese is 30 cents a pound higher than domestic Swiss cheese. 
French Roquefort is about the same amount over comparable domestic blue 
cheese. Then, too, the entire amount of cheese imported is a pittance compared 
to domestic production. 
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For 3 years our domestic briar smoking pipes have asked for an increase in 
duty on imported pipes with ample proof that the low prices from Europe have 
aided in crippling the American pipe industry. No relief was given the domestic 
manufacturer and if anything we have lower tariffs on all pipes. 

I honestly believe this bill should be repealed at once. In any cases where a 
domestic dairy item is threatened it could very easily be overcome by either 
requesting the foreign shippers to raise their prices on such items or we could 
then raise the duties to a point where the imported item would be equal in price 
to the domestic. 

The present bill is certainly no help to the average American for it has only 
helped raise the selling prices of all imported cheese. If and when this country 
is ready to discard the Marshall plan and start a new system of high tariffs to 
protect American industry, lets make a bill that will be fair to all industries. I 
do not recommend such a measure at this time. 

Sincerely yours, 
DaNIEL CoLMAN. 





STATEMENT OF CONGRESS OF INDUSTRIAL ORGANIZATIONS 


The new restrictions on imports of fats, oils, dairy, and several other agricul- 
tural products, required by section 104 of the Defense Production Act of 1951, 
are contrary to our national policy. They are also unnecessary for the protection 
of our domestic producers. 

These restrictive provisions of the act run counter to the objectives of our 
defense effort. An essential part of our security program is the attempt to bolster 
the economics of friendly nations in order to reduce the danger of Communist 
rebellion at home and to enable them to rearm with a minimum of economic 
dislocation. Our defense program depends upon the economic strength of the 
free world. 

It is a matter of pride to all Americans that this country has aided western 
Europe to take a long step forward toward economic rehabilitation. A major 
emphasis in our aid program has been to encourage the nations of the free world 
to increase their production and export of many products. 

Imports into this country of agricultural products, subject to the act’s restric- 
tions, are sources of dollar earnings for foreign nations. These imports involve 
very small percentages of the volume or value of our domestic production. But 
they form a relatively important source of dollar earnings for many of our allies 
abroad. Such earnings are a matter of dire economic need for the nations of the 
free world. 

The import restrictions of the Defense Production Act have already aroused 
vigorous protests from such friendly nations as Canada, Denmark, France, Italy, 
the Netherlands, New Zealand, and Switzerland. These countries are now faced 
with a drop in dollar earnings. 

Any major declines in the dollar earnings of our foreign friends will compel 
them to reduce the living standards of their people or to slow down their rearma- 
ment programs. These alternatives, which we seem to be thrusting upon our 
friends, spell danger to our own national security. They undermine significant 
aspects of our foreign policy. 

Ever since the end of the war, we have been attempting to help friendly nations 
to reach financial independence. Yet, we also seem to be convincing them that 
it will be impossible for them to meet their essential dollar needs by increased 
exports. 

“he restrictions on these agricultural imports have been interpreted by the 
State Department as in direct violation of the trade agreements, negotiated in 
good faith by our country with foreign nations, under the Reciprocal Trade 
Agreements Act. They represent, in effect, a violation of our word. 

Trade restrictions beget retaliation. Confronted with restrictions on its 
exports, a country is compelled to readjust its economy. A set of barriers to 
international trade in one country breeds a set of barriers in another. 

Counter restrictions by other countries against our exports are a strong possi- 
bility. Retaliatory actions against United States agricultural exports—such as 
cotton, tobacco, citrus fruits, and apples—may well be taken. Farmers, them- 
selves, may suffer from the results of the attempt to protect them by new restric- 
tions on imports. 
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For over a decade, we have been preaching to the nations of the freé world the 
importance of reducing barriers to world trade. Our Government has gained 
in world stature as a result of its work to reduce or eliminate trade barriers, 
whether imposed by governments or private cartels. These principles continue 
to be basic to our national interest and policies. But we violate them in the 
deed when we imposed new restrictions on imports. 

The moral position of the United States is at stake in this matter. Are we, as 
a Nation, consistent when we advocate competition and increased world trade, 
while we shut the doors on the import of several agricultural products? Yet our 
position of world leadership rests upon the moral quality of our policies as well as 
upon our material wealth. 

The new import restrictions tend to breed skepticism of American policy. They 
seem to give evidence to cynics and neutralists abroad that our generous policies 
are a front for evil imtentions. 

In this world of 1951, we cannot afford to act with a lack of maturity, foresight, 
and wisdom. We can hardly expect the North Atlantic Alliance nations, for 
example, to have firm faith in our foreign policy—which is so essential to the 
security of the free world—when we hamper their economic development by petty 
restrictions. It is not possible for us to continue our position of leadership in the 
free world by adopting isolationist economic policies. 

Section 104 of the Defense Production Act is not necessary for the protection 
of American farmers. The facts underscore the utter pettiness of the restrictions. 

The dairy industry is the major one involved in the provisions of the law. Yet 
the dairy farmer’s prosperity is not threatened by imports. The value of dairy 
product imports from all sources is only six-tenths of 1 percent of the income of 
dairy farmers. 

Butter is one of the items subject to the new restrictions. Butter imports 
into this country have been about 1 percent of our domestic production, except 
in rare years of low production when imports reached a not-too-staggering 3 
percent. 

Of the dairy imports restricted by the law, cheese is the most important. The 
volume of cheese imports is now less than 5 percent of United States cheese 
production. 

Domestic cheese production is at an all-time high, as is domestic cheese con- 
sumption. American cheese producers do not need the protection imposed by 
the new import restrictions. 

Our cheese products, for the most part, are mass-produced. It should be noted 
that much of the cheese imports are specialty cheeses—such as Italian cheeses— 
that are not produced in this country. American consumers who prefer specialty 
cheeses should not be penalized, especially when the imports are a very minor 
factor. 

Last year’s production of Cheddar cheese—the major United States cheese— 
was about 900 million pounds. Imports of that cheese in 1950 amounted to 13 
million pounds—under 1% percent. 

Can we face the free world and maintain that such insignificant imports, as 
compared with United States production, constitute a threat to our dairy pro- 
ducers? Is it for this that we undermine our international reputation and the 
value of our economic and military aid programs? 

Dairy prices haven’t shown any ill effects from these minor imports. Between 
June 1950 and July 1951, the wholesale prices of farm products rose 17 percent— 
more than the all-commodity wholesale price index. And in that same period, 
wholesale dairy prices increased over 23 percent. 

In 1946, when imports from the war-devastated countries were infinitesimal, 
the wholesale price of butter on the Chicago Exchange was 61.9 cents a pound; 
the wholesale price of Cheddar cheese on the Wisconsin Cheese Exchange, at that 
time, was 34.8 cents a pound. But during the first half of this year, after imports 
had picked up, average wholesale prices were 68.3 cents a pound for butter and 
38.1 cents a pound for Cheddar cheese. 

The measure now under consideration is apparently a piece of special-interest 
featherbedding. It violates our reciprocal trade agreements and is contrary to 
the welfare and best interests of our Nation. It represents a petty folly that 
should be removed from the statute books without delay. 
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INTERNATIONAL Housg, 
New Orleans, La., September 7, 1951. 
Hon. Burnet R. Maypanx, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Dear Senator Mayspans: In connection with the hearings on import-control 
provisions of Defense Production Act of 1951, we respectfully submit the at- 
tached memorandum, which sets forth the salient provisions of the Andresen 
amendment, the announcement of the Production and Marketing Administration 
of the United States Department of Agriculture and our analysis of the past 
history of production, exports, and imports of cheese and of the effect of the said 
amendment and announcement. 

We respectfully submit that the restrictions imposed by this amendment are 
in themselves unnecessary and not warranted by the record of our exports, which 
consist practically altogether of Cheddar-type cheese, and our imports, which 
consist practically altogether of the specialty-type cheeses, mainly noncompetitive 
with domestic production. We also beg to submit that the proposed allocations 
based on historic record will favor the issuance of import licenses to the concerns 
concentrated around New York and will effectively deny import licenses to the 
Gulf coast in general and to New Orleans firms in particular. We here have 
worked hard to keep in step with our national policies, have secured the appoint- 
ment of several foreign-trade commissioners of European countries, who jointly 
with us have begun to move imports of various types of merchandise through New 
Orleans and to the distributing centers of the Mississippi Valley. Both the 
previously discussed action and the principle of the base period as adopted therein 
could well set a precedent for other products and nullify the efforts of the Gulf- 
coast cities undertaken in harmony with and at the urging of the Departments of 
rn and Commerce in order to assist in the balancing of our export and import 
trade. 

May I express our strong feelings in this matter and hope that the remedial 
legislation will be initiated by you and your committee as soon as possible. 


Respectfully yours, 
MicuarEt M, Mora, 
World Trade Development Director. 


CHEESE 
UNITED STATES DOMESTIC PRODUCTION, CONSUMPTION, IMPORTS, AND EXPORTS 


This paper constitutes an effort to present a picture as to how the United States 
cheese market is affected by imports from abroad. It is prepared in connection 
with the recently passed Andresen amendment to the Defense Production Act, 
sharply restricting imports of cheese. The amendment itself and its implications 
are discussed in a separate paper. Statistical data constituting the basis of this 
paper, secured from the most reliable sources available, are attached. 

While figures covering the United States domestic production prior to 1941 are 
not available, it is estimated (on the basis of domestic consumption, imports, and 
exports) that production of all types of cheese during the years 1938 and 1939 
amounted to some 720,000,000 pounds per annum. Civilian consumption during 
these years ran at 5.8 pounds per capita and imports amounted to 55,000,000 
pounds per year, constituting about 7.5 percent of domestic production. 

During the war years and those immediately following the war, the picture 
naturally changed radically. In prewar years our exports were negligible, not to 
say nonexistent, amounting to some 2,000,000 pounds a year. During the war 
and immediate postwar years our exports were gradually mounting (from 
23,000,000 pounds in 1940 to a peak of 249,000,000 pounds in 1945) and in later 
years were steadily decreasing (to 47,000,000 pounds in 1950). The increase in 
exports was undoubtedly due at first to the closing of European sources of supply 
during the war and later, after the war, to the foreign-aid program. Naturally, 
Western European countries, substantial recipients of United States cheese in 
immediate postwar years, gradually restricted their imports, along with the ex- 
pansion of their domestic production. The following table serves as an 
illustration: 
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[Millions of pounds] 


Fiscal years ending June— 


1947 1948 


| 
| 


Exports to Europe: 
American Cheddar 
Other types of cheese 


Source: U. 8. Bureau of the Census Report F'T-110. 


During calendar years 1949 and 1950 European imports from the United States 
quite naturally decreased (we still maintain, however, a market in Europe pri- 
marily for American Cheddar) but the United States retained its cheese exports 
to other parts of the world, notably to the Latin-American countries and to other 
areas as can be seen from the following table: 


[Millions of pounds] 


Fiscal years ending June 
1947 1948 1949 


Latin-American Republics: 
American Cheddar 
Other types of cheese 

Other areas: 
American Cheddar----........--- 
Other types of cheese 


Source: U. S. Bureau of the Census Report FT-110. 


The American cheese industry always specialized (and continues to do so) in 
two types of cheese: American Cheddar and cottage (curd and creamed). In 
1938 and 1939 the domestic production of Cheddar cheese (figures for cottage 
cheese are not available) amounted to about 80 percent of the total. The follow- 
ing table shows the domestic production of American Cheddar and cottage cheese 
as compared to the total United States cheese production: 


Percent Percent 
| SRS eee i 91 | 1945_ Bs 91 
1942___ : : 94 | 1946 é 88 
1943 = Palm 9i | 1947_ 91 
1944_ we ; 92 | 1948- 90 


Later figures are not available. The remaining 9.percent accounted for the 
production of all other types of cheese. While the production of these types 
increased since 1941, it did not change the ratio between the production of Cheddar 
and cottage cheese and other types of cheese. Cottage cheese, incidentally, was 
produced for domestic consumption and was not exported. 

The increased domestic production of cheese (an increase of 40 percent between 
1938 and 1950) was absorbed mainly by the increased domestic consumption, not 
only because of the United States increase in population, but because of the 
increased consumption per capita. The total civilian consumption increased from 
1938 to 1950 from 759,000,000 pounds to 1,100,000,000 pounds per annum, i. e. 
by about 30 percent. The per capita civilian consumption is shown in the following 
table: 

Pounds Pounds 
5. 8| 1945 
5. 9| 1946- 
6. 4} 1947 
4.9} 1948_ 
4. 8| 1949_ : 


a per capita increase from 1938 to 1949 of about 20 percent (during the war years 
cheese consumption was rationed). 
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Imports of the types of cheese not constituting a specialty of United States 
cheese manufacturers dropped during the war years, non-European countries (and 
notably Argentina, replacing prewar suppliers. With the end of the war and with 
the progress of the economic reconstruction in Europe, European countries began 
resuming their prewar role as suppliers of imported cheese of the following varieties : 
Swiss Ementaler, Swiss Gruyere, Blue Mold, Edam, Gouda, Porvolone, Reggiano, 
Romano, Pecorino, Roquefort, Parmesan, Provolette, and Sbrinz. Imports of 
Bryndza, Goya, and Cheddar were negligible. In 1949 imports of Cheddar 
amounted only to 3,000,000 pounds (from Canada and New Zealand); in 1950 
imports of Cheddar increased to 14 ,000,000 pounds (10,000,000 pounds from New 
Zealand, 3,000,000 from Canada) constituting 1.2 percent of the 1950 domestic 
production of American Cheddar cheese. 

United States cheese imports during the war and postwar years were lower than 
prewar. In 1938 and 1939 they amounted to 55,000,000 pounds a year and con- 
stituted 7.5 percent of domestic production. In 1948 they amounted to 25,000,000 
pounds, in 1949 to 36,000,000 pounds, and in 1950 to 55 ,000,000 pounds, constitut- 
ing, respectively, 2.3 percent, 3 percent, and 4.5 percent of domestic production. 

(Prepared by: George L. Sawicki of world trade development department, 
International House, New Orleans, La., September 5, 1951.) 
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Statistical tables covering United States domestic production, consumption, imports 
and exports of cheese 


[Millions of pounds] 


United States domestic production | 





~~ 


| United 
States 
— — 


United 
States 


| Cottage | Exports | Imports) 


te 

military 
(curd | Swiss | Italian | -potal | | sur 
i 
' 


ae 


[Cheddar ment 


omy 


and type type | tion 


reamed) | | 


| 
(4) 
(4) 
0) 
188 
197 | 
214 | 
234 
285 
2174 | 
2140 
2 129 | 
(‘) 
() 


(1) 
(1) 
(1) 


(1) 
(1) 
0), 


(1) 
(1) 
(1) 
311 
3 56 
3128 
3 212 
331 
38 
34 
322 
310 


() 


759 | 
775 
791 
780 | 
843 | 
637 
624 
861 
930 
9SY 
995 
1, 009 
1, 100 





1 Figues not available. 
2 Estimated. . 
8’ Source: Commodity Yearbook, 1951. 


Source: Agricultural Statistics, U. 
FT110. 


S. Department of Agriculture, and U. S. Bureau of the Census Report 


United States imports from most important countries 


[Thousands of pounds] 





From: 
Argentina. -_- 
Italy ae 
Switzerland ____- 
Canada 
a : 
ER nuh cnintagicieccistes 
Holland 
Sweden. 


Finland 
Australia 
New Zealand 
Bulgaria-.----- 
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United States exports to all countries 


[Thousands of pounds] 








1950 


American Cheddar --- ; ts i 43, 799 
Other types of cheese i Bb 3, 691 





Source: U. S. Bureau of Census Report FT110. 


UNITED STATES IMPORT RESTRICTIONS 


Andresen amendment to the Defense Production Act 


The amendment to the Defense Production Act, introduced by Congressman 
August H. Andresen of Minnesota, has been passed by Congress, and on AuguSt 
9, 1951, the Production and Marketing Administration of the United States De- 
partment of Agriculture announced that— 

1. No commercial imports of peanuts, peanut oil, flaxseed, linseed oil, rice, 
butter, butter oil, and nonfat dried milk solids will be permitted for domestic 
consumption. 

2. Imports of cheese and casein had been placed on a quota basis. 

The announcement explains that this action has been taken because imports 
would (1) impair or reduce domestic production, (2) interfere with orderly domestic 
storing or marketing, or (3) result in any unnecessary burden or expenditure 
under any Government price-support program. Department of Agriculture 
officials stated that uncontrolled imports of the commodities listed in the 
announcement would have one or more of the specified adverse effects. 

The announcement specifies that for the period from August 9, 1951, through 
December 31, 1951, the total quantity of each type of cheese will be licensed 
for importation and will be limited to five-twelfths of the annual average impor- 
tations of that type of cheese during the three base-period years, the calendar 
years 1948-50. The total quantity of casein that will be licensed for importation 
through December 31, 1951, will be limited to five-twelfths of the amount imported 
during the 1-year base period, the fiscal year ended June 30, 1951. The licenses 
will be issued to eligible importers in accordance with each applicant’s historical 
record of imports during the base period. The text of the announcement is 
attached. 

This restriction in effect limits our cheese imports to a maximum of less than 
38 million pounds a year or considerably below the prewar normal imports of 55 
million pounds per annum. 

The present paper deals only with restrictions affecting the importation of 
cheese, because these will have serious repercussions on the development of imports 
through the Gulf ports. The bill itself may, however, have very serious implica- 
tions on the future development of foreign trade. 

The appended analysis of United States Domestic Production, Consumption, 
Imports and Exports of Cheese shows that United States imports of cheese in 
1938 (55,000,000 pounds) were higher than in 1950 (52,000,000 pounds), con- 
stituting respectively 7.5 and 4.5 percent of domestic production, that the domestic 
production during the same period increased by 40 percent (from 720,000,000 
pounds per annum to 1,179,000,000 pounds), due primarily to an increase of 
30 percent (from 759,000,000 pounds per annum to 1,100,000,000 pounds per 
annum) in the United States civilian consumption, that our prewar negligible 
exports, running at the rate of some 1,000,000 to 2,000,000 pounds per year, after 
some fluctuations, resulting from abnormal conditions prevailing during the war 
and early postwar years, jumped in 1950 to 47,000,000 pounds. The analysis 
shows furthermore that the production of the United States cheese industry of 
the two leading types of cheese, namely of American cheddar and of cottage (curd 
and creamed) accounted for 91 percent of the total production. The remaining 
9 percent covered the entire United States production of imported type cheese 
(some 15 varieties). The analysis clearly indicates that imported cheese cannot 
be considered as dangerous to the healthy growth of the American industry, 
playing a negligible part in the domestic market. Yet a drastic reduction of 
imports has been imposed. 

The Andresen amendment, by extending a totally unwarranted and unnecessary 
protection to the domestic cheese industry, puts it into a hothouse and is contrary 
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to the economic rules of supply and demand. It dictates in effect to United 
States consumers what types of goods they are to buy. It constitutes a dangerous 
precedent as to regulations which may appear in the future and discriminates 
against the importation of a great many other commodities. 

The lame and misleading arguments (2) and (3) of the announcement of the 
Department of Agriculture cannot command serious attention. 

It is not the business of a governmental agency to interfere with storing or 
marketing of products, except in the interest of conserving of materials for the 
rearmament program or stockpiling in anticipation of a possible emergency. All 
such functions could apply to exports; none to imports. Imports assist our 
economy in times of shortage and the friendship of other nations is of the essence. 

How can we insist on deliveries by Canada of most of her nickel and restrict 
her cheese? What would be our reaction if Canada said: “No nickel exports to 
the United States’’? 

As to the price-support program, it did not seem to suffer in the past, so why 
this sudden panic now? 

And who is to benefit thereby? Surely not the American dairy industry, which 
has protested this action. 

The Andresen amenament constitutes a serious step in the direction of stifling 
and regulating international trade. Its spirit is contrary to repeated United 
States pronouncements in favor of international free trade and to the Reciprocal 
Trade Agreements Act and may result in serious international trade repercussions 
as an attempt to use arbitrary protective measures. 

The amendment will furthermore cvt into the supply of dollars so essential to 
European recovery and rearmament, will tend to create abroad an atmosphere of 
uncertainty as to the future American foreign trade policy, and arouse abroad 
doubts as to proclaimed American attitude toward increased imports. 

Because, according to the announcement, import licenses will be issued only to 
concerns with a historical record of imports during the base period, all imports 
will be concentrated as heretofore in the North Atlantic import centers (primarily 
in. New York) and efforts to develop imports through the Gulf ports will be 
effectively throttled. The Andresen amendment discriminates, therefore, against 
a substantial part of United States importers. 

The following organization reportedly lodged a protest against the Andresen 
amendment: Farm Bureau Federation, Farmers’ Union, the Grange, Cheese 
Importers’ Association of America, American Council of Importers, many cham- 
bers of commerce and, on the official level, the Governments of Argentina, Canada, 
Denmark, France, Italy, Holland, Switzerland, and New Zealand. 

Prepared by: George L. Sawicki, of World Trade Development Department, 
International House, New Orleans, La., September 4, 1951. 


Unrrep States DEPARTMENT OF AGRICULTURE, 
PRODUCTION AND MARKETING ADMINISTRATION, 
Washington, August 9, 1951. 


IMPORTS OF PEANUTS, BUTTER, CHEESE, AND OTHER PRODUCTS RESTRICTED 


The United States Department of Agriculture announced today that, effective 
immediately, no commercial imports of peanuts, peanut oil, butter, butter oil, 
and nonfat dried-milk solids will be permitted for domestic consumption. The 
announcement stated also that the imports of cheese and casein had been placed 
on a quota basis. 

This action has been taken in accordance with the provisions of the Defense 
Production Act, as amended, which require the imposition of controls over fats 
and oils, butter, cheese, and other dairy products if the importation would (1) 
impair or reduce domestic production, (2) interfere with orderly domestic storing 
or marketing, or (3) result in any unnecessary burden or expenditure under any 
Government price-support program. Department officials stated that uncon- 
trolled imports of the commodities listed in today’s announcement would have 
one or more of the specified adverse effects. 

The total quantities of casein and of each type of cheese to be licensed for 
import will be based upon a percentage of recent average annual imports. The 
licenses will be issued to eligible importers in accordance with each applicant’s 
historical record of imports during the base period. 

For the period from August 9, 1951, through December 31, 1951, the total 
quantity of each type of cheese that will be licensed for importation will be limited 
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to five-twelfths of the annual average importations of that type of cheese during 
the three base-period years, the calendar years 1948-50. The total quantity of 
casein that will be licensed for importation through December 31, 1951, will be 
limited to five-twelfths of the amount imported during the 1-year period, the 
fiscal year ended June 30, 1951. Importers of record who desire emergency 
licenses in order to proceed with current transactions will be required to furnish 
details of their import record before the emergency license will be granted. 
Licenses will be granted, upon application, for the transshipment of restricted 
commodities through the United States for foreign destinations. 

Applications for import authorization, and details of the documentation that 
will be required to establish a record of importation during the applicable base 
periods, are available upon request to the Director, Fats and Oils Branch, Pro- 
duction and Marketing Administration, United States Department of Agriculture, 
Washington, D. C. 


NATIONAL CouNciIL OF AMERICAN IMPORTERS, INC., 
New York, N. Y., September 12, 1951. 
Hon. Burnet R. MAyBANkK, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Sir: We understand that the subcommittee appointed to consider 
S. 2104 to repeal section 104 of the Revised Defense Production Act is meeting 
tomorrow and Friday. 

We have written to the chairman of this subeommittee, Senator Fulbright, and 
enclose 12 copies of our letter and statistical analysis for committee use. 

As noted in the last paragraph, a copy of this letter is being sent to every mem- 
ber of your committee and will be sent to the chairman and members of the House 
Committee on Banking and Currency. 

Respectfully yours, 
Harry 8. Rapc irre, 
Executive Vice President. 


New York, N. Y., September 12, 1951. 
Hon. J. Witi1aAM FuLsricut, 
Chairman, Subcommittee on Import Controls, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Senator: We understand that your subcommittee is considering 
the bill S. 2104, introduced by Senator Maybank on September 7, 1951, which 
proposes to repeal section 104 of title I of the Revised Defense Production Act 
(Public Law 96, 82d Cong., Ist sess.) relating to import controls of fats and oils 
and certain agricultural products. Our organization wishes to go on record in 
favor of the repeal of said section 104. 

Last July, when section 104 was under consideration by the House of Repre- 
sentatives, the National Council of American Importers, Inc., presented to the 
chairman of the House Committee on Banking and Currency vigorous objections 
over the addition of cheese and other dairy products to the group of fats and oils 
and agricultural products which have been subject for several years to the special 
import controls administered by the Department of Agriculture. Our objection 
was based primarily upon the fact that the proposal had been adopted by the Com- 
mittee of the Whole House on the State of the Union without the usual orderly 
legislative procedure. No opportunity had been given to interested parties to 
testify at a public hearing; there was no advance consideration by either the Senate 
or the House Committees on Banking and Currency; and, therefore, no report 
was issued by either committee setting forth any justification for this sudden 
addition of cheese and other dairy products to the previous law. 

We were also very much concerned over this development because of its prob- 
able effect on the reciprocal trade-agreements program which our organization 
has consistently supported since that program was inaugurated in 1934, and we 
were very seriously disturbed over the probable harm that such ill-considered 
legislation might do to the broad program of international economic cooperation. 

We have just completed a detailed tabulation from official statistical records of 
the various types of cheese imported from all foreign countries during the calendar 
years 1948, 1949, and 1950, and also during the period January to June 1951. 
This consists of a Summary of the Types of Cheese Imported from all Foreign 








3098 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Countries (p. 1), a Summary of Imports by Countries of Supply (pp. 2 to 4), and 
a detailed tabulation showing the Types Imported From Each Foreign Country 
of Supply (pp. 5 to 10). The foreign countries of supply are grouped to show 
imports from the ECA countries, the Western Hemisphere countries, the Asiatic 
and oceanic countries, the satellite countries, and other European sources. 

A study of the enclosed tabulation will show that the imports of cheese from 
the various foreign countries are extremely diversified, and no one type has been 
imported during the past 3% years in sufficient volume to justify concern on the 
part of our dairy farmers. 

We wish to point out that imports of all types of cheese in the 3-year period 
and during the first 6 months of 1951, for which data are now available, have been 
less than 5 percent of domestic production. The statistics are: 


Domestic production compared with imports 


{In pounds] 























| 
‘ foe | Prewar | r | r | , January- 
Cheese, all types year 1939 Year 1948 Year 1949 Year 1950 June 1951 
‘ = Ba a histone 
Domestic production ._--......-.---- 708, 527, 000 11, 098, 366,000 }1, 200, 110, 000 i1, 171, 825, 000 604, 190, 000 
RNG. Sci pinctibe dakinae enka 59,071,059 | 23, 557,076 32,014,420 | 56, 189,344 | 27, 627,990 
Percentage of imports to domestic Percent Percent Percent | Percent Percent — 
Seige sane see, Ek ee Ee > 8. 2.14 2. 67 | . 80 4. 57 


| 


Reference to the production figures for 1948 to 1951 will reveal that the pre- 
dominant type of domestic cheese is American cheese made from whole milk, 
which ranged from 850 million pounds to more than 900 million pounds annually, 
whereas imports are diversified as to types and include specialty types which are 
not comparable to any domestically produced cheese, such as Swiss, Gruyere, 
Edam with 40 percent or more butter fat content, Romano, Pecorino, and sheep’s- 
milk hard cheeses for grating, Sbrinz, Reggiano, Roquefort, and Provoloni, and 
also include many varieties such as Parmesano, Provolette, Bryndza, Goya, 
Edam, with a low butter-fat content, and many other types that are imported 
in very small annual quantities (less than 80,000 pounds each a year). 

It is also a striking fact that exports of domestic cheese were far greater in 
1948 and 1949 and also higher in the period January to June 1951 than total 
imports. In 1950, the domestic exports were about 8% million pounds less than 
imports of all types, but in that year we know that at lesat 10% million pounds 
of New Zealand cheddar was imported for use in domestic manufacturing. The 
figures for imports of all types of cheese compared to our domestic exports are: 


Imports of cheese compared with domestic exports 

















seat itina dake Prewar vi r, e r January- 
All types of cheese year 1939 Year 1948 | Year 1949 | Year 1950 | jing 1951 
BunRRe AONE sc. on inecnwceneece 1,479, 689 | 95, 591,820 | 98,021, 157 | 47,490,492 39, 346, 698 
RR ic Ale Sich cc tsew darn eucisinn Anaeee 59, 071, 059 | 23, 557, 076 32, 014, 420 | 56, 189, 344 27, 627, 990 
Percent Percent | Percent : Percent | Percent f 
Percentage of imports to exports. - | 3,992. 13 24. 64 | 32. 66 118. 32 70. 20 
1 j 





Reference to page 2 and pages 5 to 7 of the enclosed tabulation will show that 
most of recent imports of cheese (19,528,554 pounds of the total of 27,627,990 
pounds imported during January to June 1951) were from ECA countries. It 
is paradoxical that since the war the United States has supplied vast sums of 
the taxpayers’ money to help Western European countries to rebuild their econ- 
omies and restore their production for home needs and for export, and then this 
country suddenly imposes severe and rigid limitations on the amount of cheese 
that may be authorized for importation into the United States. Cheese is a 
very important export item for some of these countries which have been struggling 
to pay their own way. Such a procedure is sure to have a damaging effect on 
our future trade relations with these friendly nations. 
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Since World War II, the United States has actively participated in three 
international meetings called for the specific purpose of reducing unnecessary 
trade barriers. These were held at Geneva in 1947, at Annecy in 1949 and at 
Torquay in 1950-51. At these meetings, concessions in the form of reductions 
in excessive duty rates were granted to other participating countries on certain 
specialty types of cheese, and the existing duty rates were status bound against 
any increase during the life of the agreements made. These concessions were 
granted in exchange for the lowering of trade barriers against American exports 
by the different negotiating countries. 

It seems hardly necessary to point out that to place inflexible restrictions on 
the quantities of cheese that may be imported at the modified trade agreement 
rates of duty is wholly inconsistent with our professions and actions at these 
international meetings. A quota limitation placed on imports is a trade barrier 
only short of a complete embargo. To establish these quotas in such a manner 
as to reduce sharply the current level of imports from countries which participated 
in these trade agreement negotiations establishes a very dangerous precedent, 
and may well lead to retaliatory measures against agricultural exports from the 
United States by the countries involved. ‘That might easily create a serious 
situation for our farmers who depend upon exports of certain surplus products. 
Even our exporting dairy farmers may be hurt by the proposed restrictions on 
cheese imports because our exports of cheese are important, and currently exceed 
our imports. 

One very important consideration in this whole situation that we believe has 
been entirely disregarded is the interest and freedom of choice of American 
consumers. In this country there are a great number of our citizens who have a 
definite preference for certain types of genuine imported cheese and simply will 
not accept a domestically produced substitute. Furthermore, these citizens 
sppear perfectly willing to pay the somewhat higher prices at which the imported 
varieties are sold and offered over the retail counter. 

While our objection to section 104 of the Revised Defense Production Act is 
chiefly based upon the sudden addition of cheese and other dairy products to 
those previously mentioned in the import control section of the law, and the 
unorthodox manner in which the item was added, we respectfully submit that 
section 104 is not at all necessary as a provision of that act. Ample authority 
is contained in section 22 of the Agricultural Adjustment Act, as amended, to 
control or restrict the imports of any articles which interfere with any price 
support program or operation, or any agricultural product processed in the 
United States from any agricultural commodity under such programs. Section 
22 not only authorizes such quantitative limitations of imported articles as may 
be necessary to restrict import volume, but also permits the imposition of a special 
fee not in excess of 50 percent ad valorem upon entry of such imports. The 
President also has broad control powers over imports under section 101, title I 
of the Defense Production Act of 1950, as amended. 

Furthermore, section 7 of the Trade Agreements Extension Act of 1951 provides 
the so-called escape clause procedure under which the President is authorized to 
increase the rate of duty, impose quota restrictions, or make other modifications 
in the customs treatment of an article whose importation is found to threaten 
serious injury to the domestic industry producing like or directly competitive 
products. This escape clause procedure is available in connection with the 
problems that may arise from the importation of every type of cheese into the 
United States. In fact, an investigation is now in progress under this procedure 
with respect to imports of blue-mold cheese. 

The mandatory aspects of section 104 have been construed by the Secretary of 
Agriculture to require immediate restriction of all types of imported cheese and 
the other agricultural products specifically mentioned in that section. As to 
cheese, the maximum quantity permitted to be imported during the period 
August to December 1951 will average less than 33 percent of recent volume, 
with more severe limitations on certain types of cheese. 

To correct a bad situation which has already been created, we respectfully 
urge that section 104 be promptly repealed by the Congress. 

A copy of this letter is being sent to the chairmen and to each member of the 
Senate and House Committees on Banking and Currency. 

Respectfully yours, 


NATIONAL CouNcIL oF AMERICAN IMPORTERS, INC., 
By Harry S. Rapcuirre, Executive Vice President. 
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STATEMENT OF NATIONAL INDEPENDENT Megat Packers ASSOCIATION 


I am making this brief statement on behalf of Wilbur La Roe, Jr., general 
counsel for the association. I am his partner. 

Our position is the same as that taken by National Renderers Association 
through Mr. Frank B. Wise, their secretary, Our economic situation differs from 
theirs, however, in that our members are slaughterers of cattle and beef and they 
are in a deplorable condition today financially because of the heavy losses which 
are being incurred in the slaughter of beef cattle and hogs. The losses from the 
slaughter of beef cattle have run as high as $25 per head and we are still without 
relief either as to beef prices or pork prices, although relief has been promised 
for weeks and months. 

With the tallow and grease prices so low and with economic conditions in our 
industry so very bad, we do not understand the position of the State Department 
in advocating that the doors be thrown open to the importation of foreign fats 
and oils. This would simply increase the unfavorable economic conditions in 
our industry and would make the condition of the small independent meat packer 
even worse than it is today. 


San Francisco, Cauir., September 1951. 








































Hon. Burnet R. MayBank, 
Chairman Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Srr: All of the undersigned are established importers and exporters with offices 
in the San Francisco Bay area and are seriously affected and damaged by the 
Andresen amendment to the Defense Production Act of 1951, which has become 
effective on August 9, 1951. 

Under the amendment the importation of cheese for the remaining months of 
this year has been restricted to five-twelfths of the annual average for the years 
1948 to 1950 inclusive. 

As the result of the dislocation of business after the war it was almost impossible 
to commence importation of cheese actively before 1949, although preparation for 
such importation, including advertising thereof, was necessarily undertaken as 
early as 1948 and has continued to date. 

The restrictions now placed on the importation of cheese based on the average 
of the last 3 years therefore constitutes an undue hardship for the undersigned, 
even disregarding the burden placed upon the undersigned in respect to so-called 
hardship cases involving sales agreements completed but for delivery and in 
respect to merchandise now sailing as well as on order. 

The undersigned therefore respectfully urge you to use all possible means to 
bring about a revision of the present provisions of the Defense Production Act of 
1951 insofar as it pertains to the importation of cheese, both in respect to a more 
equitable basis on the limitation of such importation, if such limitation should in 
your opinion be required for the national welfare, and in respect to the regulations 
now promulgated by the Department of Agriculture in so-called hardship cases, 
or in respect to firm orders and commitments. 

S. A. Winther & Co., Inc., 8. A. Winther; A. Arenson Co., A. Arenson; 
G. Granucci & Sons; J. Canes Co., J. Canes; Jean Juillard; 
Western Dairy Products, Inc., Sidney B. Weil; Frazar & Hansen, 
Ltd., O. C. Hansen; The East Asiatic Co., Inc., Tom Larm. 





FULBRIGHT, CROOKER, FREEMAN & WHITE, 
Washington 6, D. C., September 13, 1951. 
S. 2104. 
Hon. WiuiiamM J. Fuusricat, Chairman, 
Special Subcommittee, Fats and Oils Amendment, 
Senate Committee on Banking, Washington, D. C. 


Dear Mr. CuatrMan: The importance to the cotton industry of the main- 
tenance and increase of international trade to the maximum extent possible was 
never greater than at the moment. The September 8 crop report is for 17,291,000 
bales. Authorization of funds for ECA has been substantially cut, and it is 
plain that our foreign customers must rely on substantial dollar earnings to cover 
their minimum cotton needs. 
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The American Cotton Shippers Association has been urging the spinners of the 
European nations involved to arrange immediately for financing a part of their 
needs with the Export-Import Bank. Obviously, the Bank must consider and 
weigh the prospective dollar earnings of the borrowing country in extending any 
credit, and the country must consider where it can get the dollars before asking 
the credit. 

Italy among others is an important market for cotton. It will need and ask a 
substantial loan, but if this country reduces its dollar revenue by reducing imports 
of Italian cheese, its borrowing capacity is cut, and its buying capacity for cotton 
cut even more heavily. 

The association is also seriously concerned over the conflict of the provisions 
of the fats and oil amendment to the Defense Production Act with the whole 
foreign trade program. There are quite enough difficulties in the way of reviving 
world trade and tying our customer nations to the United States without the inter- 
position of new legal barriers that leave an impression of bad faith. 

We sincerely hope 8. 2104 will be promptly and favorably reported. 

Yours very truly, 
JOHN C. WHITE, 
Counsel, American Cotton Shippers Assotiation. 


_ Unirep States SENATE, 
COMMITTEE ON THE JUDICIARY, 
September 13, 1951. 


Hon. Burnet R. MAyYBANK, 
Chairman, Senate Banking and Currency Committee, 
United States Senate. 
Dear Senator: I have just had a telephone call from Mr. George Mooney, 
executive secretary, Wisconsin Cheese Makers’ Association, Plymouth, Wis., 


relative to section 104 of the Defense Production Act of 1950, which section pro- 

vides for limitations on quotas of foreign cheese importation. I understand that 

a hearing is scheduled for the purpose of considering relaxation of these limita- 

tions. Mr. Mooney advises that the Wisconsin Cheese Makers’ Association 
protests such a relaxation and desires that the present limitations be retained. 
I trust your committee will give consideration to Mr. Mooney’s suggestion. 

Sincerely yours, 

ALEXANDER WILEY, 


{Telegram ] 


Wasuinoton, D. C., September 14, 1951. 
Senator J. WILLIAM FULBRIGHT, 
Senate Office Building, Washington, D. C.: 


The International Association of Machinists endorses 8. 2104 to repeal section 
104 of the Defense Production Act. Enactment of this bill will correct the present 
trade injustice against friendly countries who have joined with the United States 
for mutual protection. 

A. J. HAYEs, 
International President, International Association of Machinists. 


Cuicaco, Itu., September 14, 1951. 
Senator J. WiLL1AM FULBRIGHT, 
Senate Office Building, Washington, D. C.: 


American milk and cream producers and consumers of dairy products will be 
discriminated against if section 104 of the Defense Production Act dealing with 
the import ban on fats, oils, butter, and cheese is repealed. 

Butter is now near support level. If imports are permitted it is practically 
certain the Government would have to buy butter under the support program. 
Dairy-cow population decreases have become serious. United States Department 
of Agriculture figures show this decrease is continuing. Disparity between beef 
and dairy prices is driving many dairy cows to slaughter, which will be accelerated 
if imports are permitted. Inadequate dairy cow population will jeopardize the 
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Nation’s milk supply, hamper soil conservation and grassland farming programs 
of the United States Department of Agriculture, and reduce the availability of 
needed vital foods. 
We urge retention of the present ban on imports as provided for in the Defense 
Production Act. 
W. A. Gorpon, 
Executive Secretary, National Creameries Association, St. Paul, Minn. 
RuSSELL FIFER, 
Executive Secretary, American Butter Institute, Chicago, IIl. 


Senator Futsrigut. May I ask about the Department of Agri- 
culture statement on the policy they followed. 

Mr. Wetus. The Secretary is having a letter prepared and will 
have it here Monday. 

Senator Futsrieut. That will be here in time to include it in the 
record. 

(The letter referred to follows:) 


SEPTEMBER 17, 1951. 
Hon. J. WittiaAM FULBRIGHT, 
Banking and Currency Committee, 
United States Senate. 

Dear Senator: In response to your request for information concerning regu- 
lations restricting imports of dairy products, especially cheese, recently issued by 
the Department of Agriculture, the following comments are submitted. 

Section 104 of the Defense Production Act of 1950, as amended, states that 
import controls for a number of agricultural products, including butter, cheese, 
and other dairy products, are necessary for the protection of the essential security 
interests and economy of the United States in the existing emergency in inter- 
national relations. The section also provides that no imports of any such com- 
modity or product shall be admitted to the United States until after June 30, 
1952, which the Secretary determines would (a) impair or reduce the domestic 
production of any such commodity below present production levels, or below 
such higher levels as the Secretary of Agriculture may deem necessary in view 
of domestic and international conditions, or (6) interfere with the orderly domes- 
tic storing and marketing of any such commodity or product, or (c) result in any 
unnecessary burden or expenditures under any Government price-support pro- 
gram. 

In accordance with the expressed intent and provisions of section 104 of the 
act, the Department of Agriculture issued regulations on August 9, 1951, which 
were designed to carry out the objectives of the Congress and comply with the 
mandatory requirements of the act, copies of which are enclosed. At the present 
time four major dairy products are subject to import control—butter, nonfat 
dry milk solids, casein, and cheese. A brief summary of the more important 
considerations relating to each of these dairy products may be helpful to the 
committee. 

1. Cheese-—The Department determined under the law that cheese imports 
at a level not in excess of the 3-vear, 1948-50, average of such imports would not 
have any of the effects specified in the three criteria set forth in the act, but 
imports in excess of this average with specified exceptions would be likely to have 
one or more of such effects. This determination was based in large part on the 
following factors and considerations: 

(a) In June, July, and August of 1951, prices of Cheddar cheese were very 
close to the Department’s announced purchase price (36 cents per pound) under 
the price-support program for milk and butterfat. This situation has continued 
in September, and on September 11 and 12 the Department purchased 378,092 
pounds of Cheddar cheese under the support program. 

(b) The Agricultural Act of 1949 makes it mandatory for the Department to 
support prices of milk and butterfat sold by farmers at not less than 75 percent 
and at not more than 90 percent of parity prices for these products. 

(c) Since all dairy products are manufactured from milk or butterfat, there is 
a very close relationship between the prices at which the various dairy products 
are purchased under the price-support program. Purchases of any one of the 
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major dairy products tend to support the returns to farmers for milk and butterfat 
sold. It is, therefore, reasonable to expect that imports of cheese on an unrestricted 
basis would result in increased purchases of dairy products under the price-support 
program. 

(d) The law states that import controls are necessary for cheese and makes no 
distinction as between different types of cheese. The different types are com- 
petitive with each other in varying degrees. In view of the recent substantial 
increases in imports of most types of cheese in combination with recent decreases 
in United States production of most types of cheese, and also in view of the proba- 
bility of having to purchase supplies of Cheddar cheese under the price-support 
program, the Department determined that import restrictions would be applied 
in the same manner to all types of cheese. 

2. Butter —Butter has been under import control for a period of many years 
and no imports have been authorized for commercial sale in domestic trade 
channels in the United States. The control was initially placed into effect during 
World War II in order to implement international allocations agreed upon by 
the Governments of the Allied countries. In 1949 and 1950, surplus supplies 
developed and it was necessary to purchase large quantities under the price-sup- 
port program for milk and buttermilk. Import controls, therefore, were continued 
in order to permit the orderly liquidation of Government-owned stocks, pursuant 
to legislative authority provided in Public Law 590 of the Eighty-first Chaaiate. 
Under the present price-support program for milk and buttermilk, the Depart- 
ment stands ready to purchase creamery butter at a price of 66 cents per pound 
for grade A and 64 cents per pound for grade B. While no purchases under the 
1951 support program have been made since last April, current market prices are 
very close to the Department’s paying prices and it is possible that Government 
purchases will be necessary in the nearfuture. Storage stocks of butter and cream 
are fairly large and were built up in a period when no butter was being imported. 
Even in the absence of imports butter production thus far in 1951 has been run- 
ning below a vear earlier. In view of these considerations it was determined 
that no butter imports could be authorized at this time under the act. The 
Department now holds some stocks of butter acquired under the price-support 
program during the spring of 1951. 

3. Nonfat dry milk solids —Nonfat dry milk solids are currently being purchased 
by the Department of Agriculture under the price-support program for milk and 
butterfat. The Department holds about 35 million pounds of dried milk ac- 
quired under this program, and any imports would cause additional expenditures 
under the Government price-support program for milk and butterfat. The 
Department has placed nonfat dry milk solids under import control and no im- 
ports are being authorized at this time. 

4. Casein.—Increases in imports of casein above the 1950-51 level would tend 
to discourage and impair domestic production of casein below present levels and 
would cause an increase in production of nonfat dry milk solids and an increase 
in Government purchases of nonfat dry milk solids for price support. Casein is 
produced from liquid skim milk and the Department is purchasing dried skim 
milk (nonfat dry milk solids) under the price-support program. Therefore, im- 
port controls on casein were required. Under the control order, imports of casein 
are permitted at a level equal to the quantity imported in the year ended June 
30, 1951. Domestic production of casein probably cannot be expanded rapidly 
in view of shortages of critical materials and for other reasons. The United 
States has imported large quantities of casein for many years, and these imports 
supplement domestic supplies in meeting requirements of this product for manu- 
facturing purposes in paints, glues, and high-grade paper. 

The foregoing paragraphs set forth the basis for the action taken by the Depart- 
ment of Agriculture in the administration of the provisions of section 104 relating 
to dairy products. The provisions of section 104 are mandatory and in deter- 
mining whether import controls must be imposed no consideration can be given 
to the broad effects of import restrictions of the type required by the act upon 
international trade and upon our relations with friendly nations. The position 
of the Department with respect to the proposed repeal of section 104 has already 
been presented to the committee by Under Secretary McCormick in his testimony 
on August 31, 1951. 

Sincerely yours, 
CHARLES F, BRANNAN, Secretary. 
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United States imports of selected types of cheese and casein: Prewar average and by 
years, 1945-50 and January-June 1950-51 
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United States production of milk on farms, butter, cheese, nonfat dry milk solids, and 
casein: Prewar average and by years, 1945-50, and January to June 1950-51 
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Senator Fu.tpricut. Do you have anything else? ‘That will close 
the record for today. 

(Whereupon, at 12:20 p. m., the subcommittee recessed, to re- 
convene at the call of the chairman.) 
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CLARIFICATION OF SECTION 402 (d) (4) 


THURSDAY, SEPTEMBER 13, 1951 


Unirep Strates SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 o’clock, a. m., in 
room 457, Senate Office Building, Senator A. Willis Robertson (chair- 
man of the subcommittee) presiding. 

Present: Senators Robertson, Sparkman, Benton, Capehart, and 
Bricker. 

Senator Rospertson. The committee will please come to order. 

The first witness this morning is a witness for the American Federa- 
tion of Labor. Will you give the reporter your name, please? 


STATEMENT OF PETER HENLE, ASSISTANT ECONOMIST, 
AMERICAN FEDERATION OF LABOR 


Mr. Henue. Peter Henle, economist, American Federation of Labor. 

Senator Caprnart. Mr. Chairman, I would like to ask a few 
questions before the gentleman proceeds. I have read his very 
interesting statement and I want to ask him a few questions. 

I notice on the ninth page you say: 
for this reason the American Federation of Labor urges this subcommittee to 
report to the full committee and the Senate a simple amendment repealing exist- 
ing section 402 (d) (4) of the Defense Production Act. 

Did you prepare this statement? 

Mr. HENLE. Yes, sir. 

Senator CApEHART. Was this statement and the views expressed, 
as I have just read them, presented to the board of directors of the 
AFL? 

Mr. Henue. Let me say this first, Senator, if [ may: 

I notice that my wording refers to the existing section 402 (d) (4). 
I am referring by that to the amendment that was added recently—— 

Senator CapeHART. My question is, Did the board of directors or 
trustees of the American Federation of Labor approve that statement? 
Did they see this statement of yours? 

Mr. Hente. I would like to say, before I read my statement, if I 
may, that President Green of the AFL wanted me to convey to the 
subcommittee his personal regrets that he himself was unable to be 
here. He, as you may know, is already in San Francisco for the 
American Federation of Labor convention, which opens on Monday. 
L talked to President Green before he left, and outlined the issues 
that are involved 
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Senator Capenart. Did President Green read the statement you 
are going to read to us? 

Mr. Henze. He has not personally read this statement. 

Senator CaprHart. What do you call them? Do you call them 
trustees, or directors? 

Mr. Henze. The business of the AFL, is operated in between con- 
ventions by the officers of the AFL, the president, the secretary- 
treasurer, and the vice presidents 

Senator CAPEHART. You just answer my questions, and we will 
save a lot of time. What officer approved this report? 

Mr. Hen ez. I have discussed the report with the legislative repre- 
sentatives of the AFL. 

Senator CaprHart. Who were they? Will you give us their 
names? 

Mr. Hente. Mr. W. C. Hushing, chairman, Mr. Walter J. Mason, 
and Mr. Riley. 

Senator CapgeHart. The AFL is made up of divisions; is it not, the 
international unions of barbers, printers, carpenters, and so forth. 

Mr. Henur. The AFL is composed of 109 international unions. 

Senator CapreHArT. Each has its own president? 

Mr. Henue. That is correct. 

Senator CAPEHART. Give me the name of one single president of 
these unions that approved this statement that you are about to make. 

Mr. Henue. Under the rules and procedure and normal administra- 
tive practice of the AFL, that is not necessary. That would not be 
done in connection with other legislation. 

Senator CapEHArtT. This statement is an opinion of yours, then, 
rather than the heads of the respective unions that make up the AFL? 

Mr. Henue. I am here representing the AFL, and I am authorized 
to present to this subcommittee the views of the AFL. 

Senator CapgHart. Who authorized you to do it? 

Mr. Henue. President William Green. 

Senator Carenartr. But Mr. Green did not see the statement; is 
that right? 

Mr. Henig. Unfortunately, he was in San Francisco. 

Senator Caprnartr. And no member or no head of any of the 
individual unions of those large unions, like the carpenters’ union, 
the machinists’ union, the barbers’ union, or the typographical union, 
none of them have seen this statement? 

Mr. Henue. President Green did not feel that was necessary, sir. 

Senator CapeHnArr. You of course know that some of them are 
opposed to any price-control legislation at all; do you not, sir? 

Mr. Hentz. To my knowledge 1, and perhaps 2, of the 109 inter- 
national unions affiliated with the AFL, take that position. 

Senator CaprHArt. Then you did prepare this statement yourself? 

Mr. Hen.e. Yes, sir. 

Senator CapreHart. The statement has to do entirely, of course, 
with the manufacturing business, pricing, accounting ; what experience 
have you had in accounting? 

Mr. Hen te. I have had certain educational courses in the field of 
accounting. I do not pretend to be a certified public accountant. 
I have not made any indications throughout the statement that I 
am a CPA. 

Senator CapEeHArtT. Did you ever keep a set of books? 
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Mr. Hen ez. I have not kept a set of books for any business organi- 
zation. 

Senator CarpEHART. Did you ever make up a bill of material on a 
product? 

Mr. Hente. No. 

Senator Capenart. Do you know what a bill of material is? 

Mr. Hente. I believe I do. 

Senator CApEHART. What is it? 

Mr. Hen ue. I think you are referring to the regular procedure for 
the purchasing of materials by any regular industrial organization. 

Senator Caprenart. Of course, that isn’t true of a bill of material. 
It is the parts which go into the making of a complete unit. That is a 
bill of material. 

Have you ever worked in a factory? 

Mr. Hente. I have not. 

Senator CApEHART. Are you a member of the AFL? 

Mr. Hente. I am a member of a union affiliated with the AFL; 
yes, sir. 

Senator CapeHart. What union? 

Mr. Hentz. Office Employees’ Union. 

Senator Capenart. Which? 

Mr. Henue. Office Employees’ International. 

Senator CapEHART. You never worked in a factory? 

Mr. Hente. I have never worked in a factory. 

Senator CapEHART. You never worked in a machine shop; is that 
right? 

Mr. Hentz, I have never worked in a machine shop. 

Senator CapEHART. You have never been an accountant; is that 
right? 

Mr. Henue. I have never been an accountant. 

Senator CapeHArt. Have you ever hired any employees, Mr. Henle? 

Mr. Hen ez. I have hired a number of employees; yes, sir. 

Senator CAPEHART. In what capacity? 

Mr. Hen te. In the capacity of an office supervisor, sir 

Senator CapEHART. Have you ever prepared a payroll, Mr. Henle? 

Mr. Henue. No; not in the narrow term that you use it; no, sir. 

Senator CapEHART. You have never met a payroll; you have never 
been in the manufacturing business; not an accountant; never worked 
in a factory; you have never prepared a bill of materials. Just what 
does qualify you, then, to be a witness before this subcommittee? 

Mr. Henue. I appreciate the opportunity of explaining to the sub- 
committee, in view of the questioning, some of my bac ‘kground, which 
I believe qualifies me for the position which I hold with the American 
Federation of Labor, and which qualifies me for the trust which the 
American Federation of Labor has placed in me in asking me to 
present its views here this morning. I do consider myself a competent 
economist. 

Senator CapeHart. What experience have you had as an econo- 
mist? How old are you? 

Mr. Hentz. I am 32 years old. 

Senator CapeHArtT. What experience have you had that qualifies 
you as an expert witness? 

Mr. Hente. I didn’t realize there was a qualification on the age of 
witnesses before this committee. 
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Senator Caprnart. I didn’t say there was. I said, What experi- 

ence have you had which qualifies you to be a witness, an expert 
witness? 

Mr. Hentz. I was graduated—— 

Senator CapEHART. You have taken it upon yourself in this state- 
ment to say you are an expert. What is your experience? 

Senator Benton. Is this going to be our procedure for witnesses 
coming before this committee? 

Senator CaPpEHART. Jt is going to be what we are going to do at the 
moment. 

Senator Benton. Mr. Chairman, I object to this procedure with 
a witness who comes here representing one of our great organizations. 

Senator Capenart. [ would expect you to objec t to it. 

Senator Benton. I do object to it. It is up to the AFL to choose 
the qualifications of their witnesses. I do not approve of members of 
this committee getting after a young man whom they regard as in- 
competent and badgering him in the way I have heard as I entered 
this door, and took this seat. 

If Mr. Green and his associates feel Mr. Henle is amply competent 
to represent them, he should be given an opportunity to speak with 
attendant courteous hearing by this committee. 

Senator Ropertson, The Chairman will say that this witness came 
in and testified that he prepared this statement, and Mr. Green didn’t 
have a chance to see it, and the governing body or the governing board 
didn’t have a chance to see it. He mentioned his cone lusions over 
the telephone to Mr. Green in San Francisco, and in view of the fact 
that this statement was primarily the statement vf the witness’ 
preparation, the Senator from Indiana has sought to ask some ques- 
tions to indicate his background for formulating in effect a policy 
which represents, presumably, the viewpoint of a great labor organi- 
zation. 

The Chair would not let this type of examination be unduly ex- 
tended, but unfortunately, we bave only one witness before us today, 
and the Chair didn’t feel that be should clamp down on any Senator 
too quickly, when we have ample time, I assume, for him to finish this 
preliminary line of examination. 

Senator Brenron. Is it established be is the official representative? 

Senator Ropertson. That has been established, without any 
question. 

Senator Benton. That is the important thing. 

Mr. Henig. May I continue to answer the question? 

Senator Carprenarr. I would like to say something. 

Mr. Henue. I would like to say two things, if I may: 

As I explained earlier, I discussed the entire matter of this testi- 
mony, the issues and the problems involved in this particular amend- 
ment, with the president, Mr. Green, before he left. He whole- 
heartedly approved and he himself established the policy set forth 
here, 

Secondly, as to my own qualifications, I was graduated in 1940 
from Swarthmore College, Swarthmore, Pa., with honors, in the field 
of economics. During ‘the year 1940-41, I was chosen as an intern 
by the National Institute of Public Affairs to come to Washington 
and to take an internship with the Federal Government. I served 
at that time as an economist, as a junior economist, with the Labor 
Division of the Office of Production Management, later the War 
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Production Board. I left the Office of Production Management when 
| was drafted into the Army in September 1941. 

I was in the Army and in the Air Force for a period of 4 years and 
3 months, serving there in most of the grades between private and 
major. During the latter part of my service with the Army Air 
Force, I was in charge of approximately 20 statisticians and tech- 
nical clerks in the compilation of detailed statistical analyses of re- 
ports of combat operations, airplane reports, and personnel reports 
for the Army Air Force. I was stationed in that capacity on the 
island of Guam with the Twentieth Bomber Command. 

When I returned from overseas, and was discharged from the 
service, it was natural for me to look for employment in the field of 
labor economics, the field in which I was situated before the war broke 
out. In that connection the American Federation of Labor saw fit 
to employ me in the month of January 1946, and I have been there 
since that time. 

During that period I served first as the assistant to Mr. Boris 
Shishkin, economist of the AFL. Later when Mr. Shishkin left, 
or rather was give a leave of absence by the AFL to assume duties 
with the Economic Cooperation Administration in Paris, France, I 
assumed his position, and only recently, since Mr. Shishkin returned, 
have I been assigned to the duties which call me up here this morning. 
During this period I also received an M. A. degree in economics at 
American University. 

Senator Benron. Do you regard Mr. Green as competent to be 
president of the AFL? 

Mr. Hente. I certainly do. 

Senator Brenton. Didn’t he appear before this committee in 
testimony in our previous hearings and aren’t you really appearing 
as an expert in the field of economics to reinforce, reiterate, restate, 
and reemphasize the significance and importance of his previous 
testimony? 

Mr. Henue. That is perfectly correct. 

Mr. Green appeared before the full Senate Banking and Currency 
Committee on June 5 of this year. At that time he gave a most 
detailed and extended statement regarding the views of the AFL. 

I accompanied him to that hearing, and sat by his side in case any 
special technical information or knowledge was required at that time. 
It is because of the fact that 1 was given this particular assignment 
on the Defense Production Act, and because of the fact that I had 
worked with President Green in his presentation of testimony on June 
5 before this committee, that President Green suggested that I accept 
this task of appearing before you this morning. 

Senator Brenton. On behalf of Mr. Green, you would say you 
reaflirm the validity of the testimony submitted at that time? 

Mr. Hente. This statement absolutely and unqualifiedly merely 
reiterates the statements and position assumed by President Green 
on June 5. 

Senator Capenartr. Now, Mr. Chairman, the Senator from Con- 
necticut said that the gentleman appears here as an expert witness 
and all I was trying to do, of course, was to qualify him as an expert 
vitness. I think the Senator from Connecticut thoroughly justifies 
iy position in my questioning because he makes the statement he 
bic as an expert w ee 
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Senator Brenton. In the opinion of the AFL this man appears as 
an expert witness. I can’t attest nor can the Senator from Indiana. 
It is the AFL that attests to his qualifications. 

Senator CapEHART. Before you came in—first, let me say this, that 
the gentleman in his statement talks about the outrageous cost-plus 
pricing standard in the amendment. It seems as though some people 
have one standard around here and that is only for the other fellow. 

It is perfectly all right for witnesses and others to say slanderous 
things about the Congress of the United States, and Senators and 
Congressmen, and use catch phrases, but it is entirely wrong for 
Members of Congress themselves to try to check into the qualifica- 
tions of those that make such statements. 

Now, the gentleman testified—I will bring the able Senator from 
Connecticut up to date—testified that the AFL is made up of 109 
unions and each of them has a president, and none of the 109 have 
seen this statement, or were consulted about the statement and | 
presume they do not know what is in the statement; even Mr. Green 
himself; all he knows is what this gentleman discussed with him over 
the telephone as to what would go in this statement. 

We also established that the gentleman has never been a cost 
accountant, has never worked in a factory, that he didn’t know what 
a bill of material was. We certainly established that he represents 
the AFL; there is no question but what he represents the AFL. 

We further established, of course, that this amendment that we 
are discussing here has to do with manufacturing and pricing and cost 
accounting, bills of material, on which the gentleman has had abso- 
lutely no experience, 

Now, I think that we are justified in asking him the questions we 
did inasmuch as we are talking about something here that he has had 
absolutely no experience in. We also established before you came in 
that at least two of the unions represented by the AFL are opposed 
to any price-control legislation whatsoever. 

Mr. Henie. Excuse me, sir. 

I said one. I know of only one. 

Senator Carenartr. Which one is that? 

Mr. Henue. | believe it is the carpenters. 

Senator Capenarr. | believe that is correct. They filed a state- 
ment. 

I think we are justified in discussing with any witness his experience, 
if he represents an organization. To me, I think it is an unfortunate 
situation when the great AFL, made up of 109 individual units, all 
of them large, and all of them old, has a representative come before 
any committee of the Congress without a single one of them having 
seen the statement, without a single one of them having approved it, 
without a single one of them knowing what was in the statement, 
leaving it entirely up to one individual or two or three others that 
you discussed it with. 

I presume those you discussed it with or saw the statement were 
employees in the office of the AFL? 

Mr. Henie. May I say, Senator, that the normal procedure of 
the AFL is for the officers to conduct the business of the organization 
in between meetings of the executive council, and in connection with 
that, President Green normally establishes legislative policy for the 
AFL. 
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In connection with your comment that you feel that a statement 
such as this presented by the AFL should be talked with or cleared 
with members or presidents or international unions, [ might say that 
President Green himself, although he of course takes the advice and 
follows the policy decisions established by the executive council of 
the AFL, does not feel that he is required, every time that he testifies 
before Congress, to make certain that each international union of the 
AFL has seen and approved his statement. 

Senator Capenart. | wanted to ask one more question and then 
he may proceed. 

Do you feel that a businessman, if he voluntarily, or through 
approval of the Government, gives an increase in wages to his em- 
ployees, that he ought to be able to include that increased cost in 
arriving at his selling price? 

Mr. Henue. Naturally, Senator, an increase in wages is reflected 
on the employer’s account as an increase in costs. It may be, how- 
ever, that the increased cost, the increased payment, in terms of 
wages to his employees, may well be offset by reductions in other 
types of costs. Obviously, the increased payment of wages under an 
arrangement that you mentioned has to be taken into account, not 
only by the employer in establishing his prices, but by the Office of 
Price Stabilization in setting any ceiling price. 

Senator Cargenarr. Will you answer the question? 

Do you think any increase in wages should be reflected in selling 
price? 

Mr. Hente. An increase in wages should not, by legislation 
matically be included as an increase in price. 
matically be included as an increase in price. 

Senator Capenarr. Let me ask you this: What portion of all 
wages that are paid to employees should be included in one selling 
price? 

Mr. Hente. I am sorry, sir. I didn’t hear you. 

Senator Capenartr. What percentage of wages should be included 
in one selling price? You say not all of them. What percentage 
should be included? 

Mr. Henze. All I am saying is that, in establishing prices, indi- 
vidual businessmen, as a rule, and the OPS as a matter of adminis- 
trative procedure, should, if they don’t already, look at all the costs 
in an employer’s business and if the employer has recently increased 
wages, that is part of a cost and if it is necessary for him to get a price 
increase as a result of that, he should be granted it, but it may be that 
in certain circumstances, the increase in costs, due to additional 
payment of wages, has been offset by other reductions in cost. All 
I am saying is that the employer does, as a matter of actual practice, 
and the OPS, as a matter of practice looks at all costs —— 

Senator Carenarr. How could there be any reduction today when 
the Government itself is cutting the quantity of all businessmen back 
through allocation of materials? For example, take the automobile 
industry. They are going to be building just 60 percent of the same 
number of cars that they did last year. How can they possibly 
increase their production to the point where they can absorb increased 
wages in their selling price? 

Senator Ropertson. The Chair wants to make a ruling. 


’ , auto- 
It should not auto- 
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The Chair wishes to rule that the questions of the Senator from 
Indiana to test the expertness of this witness and his authority to 
speak for the AFL were germane and proper, but there is a difference 
between a senatorial hearing and a court procedure. 

In a court procedure, there are two types of witnesses: one who 
testifies concerning facts within that person’s knowledge, the others 
who give expert opinions concerning facts, or hypothetical statement 
of facts, and it is the privilege of the opposition to test the qualifica- 
tions of the expert and a court can then rule, if the court thinks he is 
not an expert, his testimony out. 

That is not the procedure in a senatorial hearing. Any agency, 
organization, that selects a spokesman, has a right to have that 
spokesman heard. In the interest of orderly procedure I think it 
would be advisable to let this witness make his statement—he hasn’t 
testified as to anything in his prepared statement—and then Senators 
may ask him questions about the theory that he advanced. 

The Chair would like for this witness to be permitted to present his 
statement and then members of the subcommittee will be recognized 
to ask him questions on the theory that he presents on the subject ‘of 
cost absorption and the reasons he thinks that the Capehart amend- 
ment should be completely eliminated from the Defense Production 
Act of 1951. 

Senator CaprHartr. Mr. Chairman, may we ask questions as he 
goes along with his statement? : 
~ Senator Ropertson. I think it would be much better to let him 
finish his statement. It is half past 10 now. ‘The first privilege of a 
witness should be to present his statement. Members can mark the 
portions of his statement that they want to inquire about and take 
turns in asking him questions about it, but the Chair has always felt 
that in hearings of this kind it is in the interest of orderly procedure 
to let a witness present his statement because that is his inherent 
privilege when he comes before a senatorial committee. 

Senator CApeHART. Let us have him proceed. 

Senator Roperrson. You may proceed with your statement and 
the Chair understands you will not be interrupted until you have 
finished, and please finish as rapidly as possible. 

Senator Benton. Mr. Chairman, could I make one brief comment 
on the witness’ qualifications? 

Senator Rosperrson. I would rather we go into that later. When 
you are recognized you can put that into the record. The Chair 
would prefer he proceed with his testimony. 

Mr. Henue. Thank you, Senator. I would like, for the sake of 
an orderly record, to answer the last question put to me by the 
Senator. 

Senator Roperrson. I would rather you finished your statement 
and then answered that question. 

Senator Capenart. He is making it tough on both of us. 

Mr. Henue. The AFL welcomes this opportunity to present its 
views regarding S. 2092. This bill, introduced by Senator Maybank, 
makes a number of changes in section 402 (d) (4) of the Defense 
Production Act, the so-called Capehart amendment. 

There is no need at this time to discuss in detail how this particular 
amendment happens to be included in the final version of the 1951 
amendments to the Defense Production Act. It issufficient to note that 
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the amendment was approved by the joint Senate-House conference 
committee as it worked under pressure toward the July 31 dead line. 

This amendment is extremely complicated, very technical, and 
undoubtedly open to varying interpretations. In our judgment, 
however, even under any possible interpretation, this amendment 
makes effective price control extremely difficult if not absolutely 
impossible. In a very real sense, it can be called a fraud on the 
American people because while it does not abolish the structure and 
administrative organization of a price-control authority, it does es- 
tablish a rigid, automatic, cost-plus system of pricing which renders 
this authority helpless to prevent a substantial increase in prices. 
Let me explain how the amendment operates in this manner. 

Ostensibly, the purpose of this amendment is to prevent the Office 
of Price Stabilization from instituting any important roll-backs in 
prices. This is accomplished by the first sentence which prevents 
OPS from establishing any ceiling prices below the lower of (1) the 
price prevailing just prior to the establishment of the ceiling, or (2) 
the prevailing price during the artificially high-price period, January 
25 to February 24, 1951. 

Since the trend in prices has been relatively steady or even slightly 
downward since this period, there are relatively few products whose 
current prices are higher than they were at that time. Consequently, 
it is generally agreed that opportunity for roll-backs is very limited. 

However, ‘the heart of this amendment is not its anti-roll-back provi- 
sion. Rathe ‘r, it is the following section which sets forth a new pricing 
standard fgr OPS to follow. ‘To the casual reader the next sentence 
appears to give OPS additional price-c — authority. The sentence 
very positively states that the agency can ignore the anti-roll-back 
provision and can establish ceiling ikea “based on the highest price 
. between January 1, 1950 and June 24, 1950.” The joker, of course, 
is the requirement that these ceiling prices must reflect ‘adjustments 
for increases or decreases in costs.”’ The term ‘“‘cost”’ is further defined 
to include— 
material, indirect and direct labor, factory, selling, advertising, office, and other 
production, distribution, transportation and administration costs, except such as 
the President may determine to be unreasonable and excessive. 

It is technically true that this language does not require the OPS 
to utilize this outrageous cost-plus pricing standard for all its pricing 
regulations. However, this is the practical effect of the next sentence 
in this section. This sentence provides that at the request of any 
individual businessman, the OPS has to adjust the ceiling price of any 
product or service to reflect the cost-plus pricing standard which I 
have just enumerated. It wouldbe foolish not to expect business to 
take advantage of this most generous proposal. It is clear, therefore, 
that under the Capehart amendment prices of all commodities and 
services will rise to the maximum extent permitted by this elaborate 
cost-plus formula. 

It should also be noted that this requirement for individual adjust- 
ments creates an intolerable administrative burden on the price 
agency. It would simply be impossible for OPS to process the 
mountain of individual adjustment applications that would descend 
on Washington under the normal operation of this amendment. 

The chief interest of the American Federation of Labor in this 
amendment is pot so much how it will work but how it will affect the 
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lives and living standards of American workers and their families. 
I suggest that the average family can expect the following from section 
402 (d) (4): 

1. No roll-backs: The housewife who has been looking to OPS to 
reduce some of the out-of-line prices had better look elsewhere. 
There will not be any significant roll-backs under this pricing formula. 

It is worth while noting that the prohibition against roll- backs only 
serves to place a penalty on those businessmen who voluntarily tried 
to hold down prices last year, before the general price freeze on 
January 25. By preventing any roll-backs, the amendment freezes 
into the price structure the artificially high prices which businessmen 
set in the fall and winter of 1950-51 to take advantage of the wave of 
consumer buying at that time. Instead of giving OPS authority to 
roll back these “artificially high prices, the amendment forces the 
agency, if it wishes to establish a sensible price structure, to roll 
forward all the other prices. In effect, this policy gives unscrupulous 
businessmen profits and advantages denied to the main body of busi- 
nessmen who cooperated with the anti-inflation program. 

2. Higher prices: The housewife not only cannot expect lower 
prices through roll-backs, but she must be prepared to pay substan- 
tially higher ; prices. 

There can be no mistake about’this. There may be disagreement 
over the extent to which prices will rise, but that they will rise is quite 
clear. 

American workers will have to pay the higher prices for food, 
clothing, house furnishings, and many other items which enter into 
the average family budget. In the end, no one will benefit from this 
amendment. The higher prices will stimulate the inflationary spiral, 
add to the cost of the Nation’s defense budget, and make more difficult 
the task of wage stabilization. 


Moreover, these higher prices are totally unnecessary. I venture to 


suggest that those legislators who voted for this cost-plus pricing 
standard did not realize how this cost-plus theory runs directly counter 
to the American free-enterprise system. 

All of us know that the secret of the American free enterprise system 
is greater production and lower prices. We know that through im- 
provements in technology, machinery, and methods of production, 
American business has achieved a better product at a lower cost selling 
at a Jower price. These lower costs did not just happen. Business- 
men, under competitive pressure, devised ways to save money and cut 
costs. This issimply a process of cost absorption. American business 
can and regularly does absorb increases in costs that occur every day 
of the week. There is nothing un-American about cost absorption; 
in fact, it is the very foundation of our American prosperity. 

Viewed in this light, it is clear that a price-control program must 
not operate on a cost-plus basis and deny the possibility of cost absorp- 
tion. ‘This simply does not meet the realities of American business. 

This is not to say business can absorb automatically all increases in 
costs. Obviously, some increases go beyond the capacity for absorp- 
tion. Price ceilings must make allowances for this fact. However, 
this does not modify the fact that cost-plus provides an unrealistic 
and highly inflationary method of setting prices 

3. Delays, perhaps | indefinitely, establishment of specific dollar- 
and-cents ceiling prices: The American Federation of Labor has béen 
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very critical of the OPS for its failure to move ahead more rapidly on 
a program to establish specific dollar-and-cents ceiling prices. It is 
our view that price control cannot be effective unless and until specific 
price ceilings on specific commodities are posted in the stores wherever 
these products are sold. This is the only way the customer can tell 
whether he is being forced to pay overceiling prices. 

In our view, the OPS has been too slow in working toward this 
objective. This is illustrated by the fact that they have been too 
willing to allow businessmen to compute their own prices and too 
willing to utilize the margin type of regulation instead of adopting 
regulations that would set specific dollar-and-cents ceiling prices. 

Under the Capehart amendment, however, the OPS is practially 
precluded from moving ahead on any program to establish specific 
dollar-and-cents ceiling prices. The individual adjustment formula 
written into the law allows individual businessmen to set their own 
prices instead of conforming to any dollar-and-cents ceiling set by 
OPS. Since the determination of prices will be different for each 
individual business, the consumer will be confronted with a multitude 
of different prices covering the same product. 

In summary, it is no exaggeration to say that this amendment trans- 
forms the Office of Price Stabilization from an agency assigned to 
roll back prices and hold down price increases into an agency in costs 
appearing anywhere throughout the economy are passed on to the 
American consumer. 

On August 23, the President in a special message asked Congress to 
repeal this amendment. As I unerstand the events that followed, a 
number of administration officials including Charles E. Wilson, Eric 
Johnston, and Michael DiSalle, testified before the full Senate Banking 
and Currency Committee and supported the President’s request. 
While Mr. Wilson was testifying, he agreed at the committee’s request 
to submit language that might be substituted for the present Capehart 
coun nt. It is this language that has now been incorporated into 

S. 2092, introduced by Senator Maybank. 

From a careful analysis of 5S. 2092, it is clear that the new language 
represents an improvement over the language in the present law. . a 
equally clear, however, that even with the changes, section 402 (d) 
has no place whatsoever in any price-control legislation. 

The new language constitutes an improvement largely because it 
eliminates the third sentence of the Capehart amendment, the sen- 
tence requiring inidvidual adjustments of price ceilings on application 
by any individual business. It is this requirement that creates such 
an impossible administrative burden. In place of this provision, 
language has been inserted allowing ceiling price adjustments to manu- 
facturers or processors “whose ceiling prices result in financial hard- 
ship.” 

Most of the other changes included in S. 2092 are not changes of 
substance; rather, they are changes in language to make the law con- 
form to common sense administrative practice. 

For example, because it is impractical and often impossible to de- 
termine the exact price prevailing for any specific product on a given 
date, the new amendment substitutes the phrase “level of prices” for 
the single word “price” and utilizes a “representative base period”’ 
rather than a particular day. Because Congress did not intend to 
apply the cost-plus pricing standard to wholesalers, retailers, and 
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service establishments, the language is changed to make it clear that 
it covers only “manufacturers and processors.”’ 

Moreover, because there is no simple method of allocating overhead 
costs to individual. products, the new law would allow the President 
to determine a “reasonable allowance”’ for overhead costs, instead of 
forcing manufacturers to make detailed allocations of overhead costs 
to individual products. 

These then are the principal changes that would be made if S. 2092 
were enacted into law. What would be the effect of this new law 
on the general level of prices and on the development of a compre- 
hensive anti-inflation program? It is our considered view that the 
new language will not make any significant difference in the ceiling 
prices set by OPS or in the prices charged to American consumers. 

The only important change that might result from the new lan- 
guage is that with the individual adjustment requirement removed, 
OPS might find it possible to issue the General Manufacturers’ 
Regulation (CPR 22) originally scheduled to become effective on 
July 2 but now held in abeyance because of the present law. Even 
this, however, is not certain. 

It is important, of course, to relieve the administrative burden 
that the Capehart amendment would load upon the OPS. However, 
to the American consumer, this will have little practical significance. 
There can be little difference to the housewife between an effectively 
functioning OPS that has to set higher ceiling prices and an OPS 
bogged dewn in paperwork that has to set higher ceiling prices. 

The important fact is that the new language in S. 2092 does not 
make any change in the basic theory underlying section 402 (d) (4). 
It is still a cost-plus amendment. Every single item of cost is in- 
cluded, both direct and indirect. Each and every one of these costs 
must be reflected in higher prices. There is no recognition what- 
soever that the principle of cost absorption is not only valuable but 
necessary, not merely to a price-control program but to an effective 
functioning of our American economic system. 

For this reason, the American Federation of Labor urges this sub- 
committee to report to the full committee and to the Senate a simple 
amendment merely repealing the existing section 402 (d) (4) of the 
Defense Production Act. 

Senator Rornertson. The Chair is going to take the privilege of 
allocating time between the Democratic and Republican members of 
this subcommittee and the Senators recognized for this period are 
not to be interrupted. 

The Chair recognizes the Senator from Indiana for 10 minutes. 

Senator CaprenArtT. You call this a cost-plus system of pricing. 
Isn’t it in reality a selling price plus any increases in costs that have 
occurred? 

Mr. Hen te. I would agree with that, but I don’t see that there is 
any real difference between the two. 

Senator CaAPEHART. There is a real difference because under the 
formula you take the selling price of a businessman, pre-Korea, and 
that selling price, of course, could have been one in which he was losing 
money, making money, or he might have been making an excessive 
profit. Had he been losing money, of course, under this formula he 
would still be losing money today, if he only had added to his selling 
price his legitimate increase in costs; isn’t that true? 
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Mr. Henue. Unless he had reductions in other costs that might 
offset these increases. I mean, it is possible that an individual busi- 
ness operating at a loss in the base period —— 

Senator Capenart. Under the formula he would still be losing 
money. 

Mr. Henze. He might still be losing money and it is also possible 
he might now be making money. There are a number of other factors 
that enter mto the determination of whether an individual business 
is making a profit or not. The simple fact of whether costs increase, 
is one element, but it isn’t the whole stoey, and if I might point out, 
Senator, you mentioned and quite rightly and accurately, that what 
this amendment does is take selling price as of a given day and add 
certain costs. 

Senator CapEHART. Legitimate increase in costs. 

Mr. Henue. We might argue about “legitimate” but at any rate 
add increases in costs. 

Senator CaPpeHART. You can’t argue about legitimate increases in 
costs because any increase is a legitimate increase to that particular 
man doing business. 

Mr. Hente. All right, but if I could point out, by setting up a 
formula of this sort, what you are in effect doing is telling OPS to 
control profits, because you have written in here such an elaborate 
formula on costs that the OPS has no control over costs whatsoever. 
The only possible thing that it controls, the only possibly lever that 
it could apply to keep down prices is to reduce profits, or at least 
hold them where they were during the base period. 

Senator CapeHArT. You answered my question. You said of 
course that if a man was losing money pre-Korea under this formula 
he could still be losing money. 

Mr. Henue. He could or he could not. 

Senator Capenart. Let’s go to the next question. 

On page 2 you say 
since the trend in prices was relatively steady or even slightly downward since 
this period, there are relatively few products-whose current prices are higher than 
at that time, consequently, it is generally agreed that opportunity for roll-backs 
is very limited. 

I think one of the reasons why the Congress wanted to write a 
roll-back formuia was that we had heard there were literally tens and 
tens of thousands of sellers in the United States whose profits were 
unconscionable, that they were making too much profit; their prices 
were out of line entirely. 

Do you mean by this paragraph that I just read that that isn’t true’ 

Mr. Henze. No. All I am saying is that under the language of 
the Capehart amendment, Congress intended it to be a provision 
against roll-backs. And it is, and there will be very little roll-back. 
That doesn’t mean that I approve. 

Senator CapeHART. Under the old law I, for one, having had a part 
in writing the old law, feel awfully good to hear you say you want to 
vo back to it. The committee you are looking at is the committee 
that wrote the old law. 

Mr. Henze. You are talking about the 1950 law. 

Senator CapenartT. The 1950 act. The same members of this 
committee were on the committee when we wrote that act. You 
will also remember, of course, that the President and your organiza- 
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tion were opposed to any price or wage controls at that time. That is 
correct, 1s it not? 

Mr. Henue. Oh, no, sir. Are you stating that the AFL was 
opposed to pricing? 

Senator Caprnarr. To placing price and wage controls in the 1950 
act, or the act last year. 

Mr. Hente. No, sir. That is not eorrect. 

Senator Caprnart. The President of the United States was op- 
posed to it, wasn’t he? 

Mr. Henue. I do not know. ‘There is a little controversy on that 
point. 

Senator Capenart. You do know—— 

Mr. Hente. All 1 know is what I read in the papers. 

Senator Caprenart. If I showed you a letter which he wrote to 
this committee in which he said he was opposed to it then would you 
believe it? 

Mr. Hente. I certainly would, his views would be whatever was 
reflected 

Senator Caprnart. You say you can’t roll prices back under the 
Capehart amendment. How can you roll them back under the 1950 
act? 

Mr. Henue. There was more opportunity. . Let me say that on 
the point you mentioned before, in its first statement, the first policy 
statement issued after the Korean War, issued I believe on August 
10, 1950, only a few weeks after the Korea invasion, the American 
Federation of Labor executive council, meeting in Chicago, called 
definitely for a strong effective anti-inflation program. 

Senator Capesart. Yes; | think that is correct, but my point is, 
why didn’t the administration roll back these prices on September 8, 
when the Congress passed the law which you now want us to come back 
to and say was a good law? Why did they not roll back the prices 
then? 

Mr. Henue. Senator, I will go this far: I will say that a number of 
us in the AFL felt at that time—a number of the union people in the 
AFL felt at that time, that the administration should have taken 
stronger measures to control prices. 

Senator Capenart. You think they should have rolled them back 
at that time? 

Mr. Hente. I think they could have done a number of specific 
things, including some roll-backs. 

Senator CApEHART. You say on page 6 of the sheet I have here: 

It is no exaggeration to say that this amendment transforms the OPS from an 
agency assigned to roll back prices and hold down prices into an agency whose 
primary function is to make certain that any and all increases in costs appearing 
anywhere throughout the economy are passed on to the American consumer. 
Wouldn’t you like to withdraw that paragraph, knowing that it isn’t 
true? 

Mr. Henue. Well, in general, I think it is true. You may have in 
mind certain limiting factors. 

Senator CaAPpEHART. Don’t you know that the Capehart amendment 
says that after July 26 that no increase in cosis, regardless of whether 
it is legitimate or not, can be used for the purpose of increasing prices? 

Mr. Henze. Yes; that is quite true. 

Senator Capenart. Doesn’t that make this paragraph untrue? 
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Mr. Hente. It puts a limit on the paragraph, on the extent to 
which it is valid. 

Senator Capenart. The Capehart amendment specifically said that 
no increases in costs after July 26 could be used for the purpose of 
increasing prices. Now, you say here, let me read it again, just to 
show you how unfair I think you are— 

In summary it is no exaggeration to say this amendment transforms the OPS 
from an agency assigned to roll back prices and hold down price increases, into 
an agency whose primary function is to make certain that any and all increases 
in costs appearing anywhere throughout the economy are passed on to the 
American consumer— 
leaving the impression that it goes on and on and on forever. 

Mr. Henue. It is quite true that the July 26 date cuts off that 
process, but for the foreseeable future, in terms of the next few months, 
if the Capehart amendment is allowed to stand, this is what the OPS 
will be doing, in the manufacturing and processing sector of the 
economy. 

Senator CAPEHART. You can’t use any increase in costs incurred 
since July 1 to increase your prices. 

Mr. Henue. That is true, but there have been relatively few 
increases since that time up to the present. 

Senator CapgEHArtT. There may be very few but the point is this 
paragraph is a misstatement of the legislation. 

Mr. Henue. | would not agree with that. 

Senator CapeHArT. How can you disagree with it? 

Mr. Henue. The practical effect of the next few months, the prac- 
tical effect during the next few months of the Capehart amendment 
is simply that this process will be going on. 

Senator CapeHART. Well no, the Capehart amendment simply says 
to the President of the United States, ‘You roll all prices back to the 
pre-Korean price, aud then you have two categories to deal with there: 
You take the seller, and you take the pre-Korean price and permit 
the seller to add legitimate increases in costs and if his present selling 
price is more than that then you roll it back to that point. 

“If the seller’s present selling price is less than that, then you 
permit him to increase to that point, but you do not permit him to use 
any increases in costs of any description that occur after July 26.” 

Mr. Henue. And I say—— 

Senator Carpesarr. And one other thing it says, and that is that 
all price ceilings that you have now established, and established 
them on everything in the United States, remain in full force, except- 
ing that you give each individual seller the right to make an individual 
application and prove that he has had cost increases and then if they 
are reasonable and not excessive you must allow them; isn’t that 
exactly what it does? 

Mr. Henue. Yes, and I believe that is exactly as I have e xplained 

t here, only I have tried to point out that in actual practice, what 
wall | happen would be that the individual businessman would come 
in with his adjustment and as a result, the existing ceilings could not 
stand. You could not have 

Senator CaprHart. Now wait a minute. If the President allowed 
the increase, they wouldn’t stand. 

Mr. Henig. That is right. 

Senator Ropertson. Your time has expired. 
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Senator CapeHart. May I have unanimous consent for one more 
question? 

Senator Ropertson. Yes. 

Senator Capenart. The only objection you have to the Capehart 
amendment is that it allows more cost increases than you would like 
to see allowed; isn’t that a correct statement? 

Mr. Henue. It allows—that is substantially correct. I would 
say that it allows substantially more cost increases to be reflected 
in price increases than we would allow. 

Senator Carenart. Than you would like to see allowed. 

Senator Ronertrson. The time of the Senator has expired. 

The Chair recognizes the Senator from Connecticut for 10 minutes. 

Senator Benton. Mr. Chairman, I congratulate you on your ruling 
allowing the witness to finish his testimony before the questioning 
and I think your present ruling on alternative questioning is a very 
fair way to proceed. 

I would like to comment only for a moment, first, about the quali- 
fications of the witness, which seem to be amply demonstrated by 
the statement he has just read, particularly in view of his previous 
testimony that he asked to have committee clearance on it, word by 
word, and ser tence by sentence. 

I don’t think that you have to be a cost accountant to qualify in 
this area. Indeed, I don’t know that there are any cost accountants 
on the congressional committee which claims authorship for the 
amendment. 

I have noticed in my own business experience that businessmen have 
a great deal to learn from the trade economists and I think one of the 
great contributions to the business community in the last 10 or 15 
years has been the increasing utilization on these tough problems by 
businessmen of the trained economists who supplement practical 
business experience with their specialized training. I congratulate 
the AFL on having such men with such bac kground as part of their 
staff. 

Now, to me the most interesting part of your testimony, and the 
most important clarification, deals with the last question asked you 
by the Senator from Indiana, to which I didn’t think you did justice 
in your reply and that is this question of costs as being only one 
factor in the element of pricing. 

Now, don’t you agree that businessmen largely set their prices, or 
tend to set their prices in anticipation of future conditions rather than 
in respect of past costs? 

Mr. Henxe. That certainly was true during a good part of last year. 

Senator Benron. Wouldn’t that be true in a really competitive 
economy? 

Mr. Henze. I think so. 

Senator Benton. That is true in the free-enterprise system which 
you discuss on page 2 of your typewritten testimony, which presumes 
a competitive economy. 

Mr. Hente. Yes. 

Senator Benron. What has happened is that we have been in a war 
economy where you have artificial restrictions of supply and artificial 
creation of demand. The gist of your testimony is keyed to the theme 
that we go out of a competitive economy where the factor of competi- 
tion cannot be the regulator on costs and pricing as customary under 
normal conditions. 
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Mr. Henue. I think that is quite true. In other words, the 
situation we are confronted with can be roughly summarized like this: 
We have a defense program. We have a defense program that is 
gradually taking a bigger and bigger chunk of the goods and services 
that our economy is “produci ing. It is taking in particular a much 
bigger chunk of the ver Vv scarce “metals and materials that this country 
has available. As a result, a number of specific pressures are set up 
and pressures on materials and pressures on prices result not only from 
the reduced supply of certain materials and goods, but also because 
the defense program stimulates employment, ‘stimulates payments to 
income, and raises the general level of purchasing power throughout 
the country, so what we have is an increase in the demand for goods, 
at the same time that we are experiencing a reduced supply of certain 
goods and materials. 

Senator Benron. You agree with Mr. Wilson that this lull is a 
temporary one and as we look ahead, the scarcity of materials will 
intensify, and these abnormal factors in our economy will increase in 
pressure, and there will be increasing pressures on the price level. 

Mr. Hente. I certainly do. As an example of that, I might cite 
the following. I think the committee realizes that the Bureau of 
Labor Statistics compiles what is considered a very sensitive index of 
prices. 

It takes the daily spot market prices of 28 commodities, 28 very 
sensitive commodities that fluctuate more than the ordinary type of 
commodity, and which are very sensitive to changes in price. 

In June 1950, before the Korean outbreak, this index stood at an 
index number of 266. 

In the months that followed, this index went up to 390. You can 
see that that is an increase of just about 50 percent. That 390 figure 
was hit in February of this year. 

At that point, the index started to decline. It declined slowly at 
first, and picked up momentum until it reached a level last July of 
about 327, a decline of over 60 points from the 390 peak. 

At that point, the decline, although it continued, was at a much 
slower rate and the low for the index was reached, the recent low, was 
reached on August 16, when the index was at 322.8. In the last 
month that index has started to climb. I personally feel it is going to 
continue to climb. 

Senator Benron. You predict a trend upward. That means then 
we will have increasing shortages of commodities and increasing pres- 
sure on price level. 

Your objection is that in this artificial economy, artificial war 
economy, it is unsound to permit businessmen to operate on a cost -plus 
basis because every business that has been losing money in anticipation 
of future profite—I know one business that has lost mone y for 20 vears; 
every year for 20 years it has lost money; but I expect it to make a lot 
of money in the next 50 vears. 

You don’t want me to be permitted to take costs as the only factor 
in the operation of a business and to come in here before the OPS 
and be privileged to double my prices on a cost accountant’s pres- 
entation, on the assumption that that is the only factor in setting 
the price schedule? 

Mr. Henue. You are quite right. That must be a rather interesting 
company. 
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Senator Benron. It is a very interesting company, and it is com- 
posed of other men besides me. I wouldn’t have gone into it 10 years 
ago if | had known what I know now. It brings out the point very 
clearly, the anticipation of future profits that determine pricing ard 
business policy, and not the cost of production at any given time. 
hat is not clearly understood by the Congress, because in this 
amendment it sounds so reasonable and so rational, let a businessman 
get his costs back, let him operate a cost-plus basis—how unfair it 
is to have the Congress expect a businessman to operate at a loss. 
It is the plausibility of the so-called Capehart amendment that makes 
it difficult for the Congress to understand. 

You are aware of the fact that there are only 10 or 12 men in the 
Senate, or were at the last counting, who come out of business. So, 
manifestly, this amendment hasn’t been written and approved 
primarily by men with business experience in line with the comments 
of Senator Capehart to you before you started your testimony. 

Senator Roperrson. The time of the Senator has expired. 

The Chair recognizes the gentleman from Ohio. 

Mr. Henie. Could I say one thing in connection with the Senator’s 
comment? 

Senator Ropertson. By unanimous consent, vou can. 

Senator Benron. In view of the fact the Senator from Indiana 
had 14 minutes, may I ask unanimous consent the witness be privileged 
to reply? 

Senator Rosertson. I don’t think the Senator from Indiana had 
but 10 minutes and a half. 

Senator Carenart. Let him go ahead. The more he talks the 
better case he makes for the Capehart amendment. 

Mr. Henue. I appreciate that. I wish I could say the same. 

There is only one thing I wanted to add and that is this: 

[ think it is quite true that to the average person, if you talk against 
a.cost-plus amendment, a cost-plus pricing standard, he assumes that 
you want to force automatically into a loss position every business- 
man who comes under that standard. That is simply not true, be- 
cause, as the Senator pointed out, there are a great number of different 
factors that enter into the determination of prices and into a deter- 
mination of profits. I think particularly that the volume of produc- 
tion, the quantity of goods turned out by any particular manufac- 
turer, is an important determinant of profit, because with a certain 
set of costs a manufacturer can lose money on a certain volume, but 
if the volume is increased he can make a substantial profit. 

Senator Capenartr. How do you increase volume when the Govern- 
ment itself is cutting back the production of everybody? 

Mr. Henue. You mentioned this question earlier when you dis- 
cussed the auto industry. It is obviously true that the auto industry 
has been forced to cut volume. 

Senator Capenarr, It is true of every industry that uses steel, 
copper, wood, zine, metals of all kinds. Users of aluminum have 
been cut back 50 percent. How can they increase their volume that 
vou are talking about and make savings in overhead? 

Mr. HEN LE. Senator, it seems to me, if your statement is correct, 
rather unusual to find that over the past year, the Federal Reserve 
Board index of industrial production has climbed approximately 
30 points. 
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Senator CaprHarr. Yes, but we are dealing now in the future. 
We are going on the basis that we might well have price-control 
regulation for the next 2, 3, 4, or 5 years. 

Senator Benton. How did they do in the last war? 

How did the corporations do in the last war? 

Senator Ropertson. The Chair has recognized the Senator from 
Ohio. When he finishes, we will give each other Senator 5 minutes, 

Senator Bricker. How many wage-increase applications are now 
pending? 

Mr. HENutE. Senator, I am not familiar with those figures. 

Senator Bricker. Don’t you think that is part of the whole 
program? 

Mr. Henue. You are referring to the backlog before the Wage 
Stabilization Board? 

Senator Bricker. Yes. 

Mr. Hen te. I believe it is in the thousands. I don’t know. Two 
or three or four thousand. 

Senator Bricker. Five thousand, I think. 

Mr. Henur. It may well be something around that figure, sir. 

Senator Bricker. Do you consider that most of those applications 
will be allowed? 

Mr. HeNuzE. Senator, from the very few figures that I have seen, 
I have been amazed at the growing number of applications that have 
been rejected. 

Senator Bricker. How many have been rejected? 

Mr. Henue. It is a growing number. The figures I saw covered 
only a week’s period of time and indicated that several hundred were 
either rejected outright or returned. 

Senator Bricker. How many have been allowed since January 26? 

Mr. Hentz. I am sorry, I don’t know. 

Senator Bricker. There have been many; haven't there? 

Mr. Henze. There have been. 

Senator Bricker. Running into the thousands? 

Mr. Henze. I am not so certain the figure has been 

Senator Bricker. Many of them piercing a wage ceiling that had 
been fixed theretofore. 

Mr. Henue. All of the increases that have been granted have been 
approved by the tripartite Wage Stabilization Board. I think it 
presents a rather erroneous picture to talk of a specific wage ceiling. 

Senator Brickrer. But there was one fixed. 

Mr. Henig. Well, the Board established in February this regulation 
6, which set a limit of 10 percent. However, the Board members at 
that time indicated that this was an interim measure. 

Senator Bricker. Those increases since January 26 have not in 
any way been affected by the Capehart amendment—or July 26, 
rather? 

Mr. Hente. Since July 26 they would not be covered by the Cape- 
hart amendment. 

Senator Bricker. So, there is a control over increase in costs; 
there is an absolute prohibition against considering them. 

Mr. Henue. | would like to raise this point 

Senator Bricker. I want you to answer the question. 

Mr. Henue. That is quite true. The only question would be 
whether the OPS, with a specific mandate from Congress to consider 
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all costs to July 26, would not at least feel a certain obligation to 
carry that date further ahead. 

Senator Bricker. Those are only reasonable costs that they have 
to take into consideration, reasonable as to their being determined by 
the President; are they not? 

Mr. Hente. It is quite true there is a section in the Capehart 
amendment that allows the President to deny so-called unreasonable 
and excessive costs. 

Senator Bricker. So there is a control over costs even before July 
26; is there not? 

Mr. Hentz. However, the operation of the other sections of the 
Capehart amendment, particularly the individual-adjustments for- 
mula, make that particular proviso regarding unreasonable and exces- 
sive costs extremely difficult, if not impossible, to operate. 

Senator BrickrrR. You are coming back, then, to the claim of the 
OPS it is so hard to administer that they can’t do the job? 

Mr. Henue. It would seem to any reasonable person—— 

Senator Bricker. Just answer the question. I don’t want any 
argument. I want you to answer the question. 

Mr. Henue. That is OPS’s claim. I have certain views on it, 
myself, though. It seems to me that when you write into a regulation 
a paragraph or sentence that allows an individual businessman to 
apply for relief, if he feels he comes under a more favorable pricing 
formula, it is just common sense to expect a flood of applications. 

Senator Bricker. Those increases have to be reasonable and that 
reasonableness is determined by the President of the United States, 
acting through his administrative department. 

Mr. Henun. I don’t think there are enough accountants in the 
country to do it. 

Senator Bricker. You are coming back to the OPS argument that 
they haven’t the ability or manpower to administer it. You are 
equally opposed to the amendment Mr. Wilson sent down as you are 
to the Capehart amendment? 

Mr. Hen te. I think that is a misrepresentation. I have here indi- 
cated that I felt the language that Mr. Wilson sent down constitutes 
an improvement over the original Capehart amendment, sir. 

Senator Bricker. When you say 


in our considered view the new langugge will not make any— 


and you underscore “any” 


significant difference in the ceiling prices set by OPS or in the prices charged the 
American consumer, 

what we are interested in is determining prices; and, if it doesn’t 
make any significant difference, what is the reason you endorse one 
over the other? 

Mr. Henue. That is the reason we feel that even the revised 
language by Mr. Wilson is not satisfactory. 

Senator Bricker. I think Senator Capehart brought out you have 
never had any experience in industry outside of your economic rela- 
tions with the AFL. 

Mr. Henve. Let me say in that connection one thing I neglected to 
mention earlier: In my work with the AFL on a number of occasions 
I have been asked by the AFL to assist local unions in their collective 
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bargaining; and, through those contacts and through my relations 
with businessmen that naturally come in contact with us and our 
research staff in our AFL headquarters here, I feel that I can under- 
stand their viewpoint. 

Senator Bricker. Where did you take your school training in 
economics? 

Mr. Henue. Swarthmore College, and American University here in 
Washington. I received my Bachelor of Arts from Swarthmore and 
my Master of Arts from American. 

Senator Bricker. You specialized in economics? 

Mr. Henue. That is right. 

Senator Bricker. I think that is all. 

Senator Ropertson. The Chair recognizes the Senator from 
Indiana for 5 minutes. 

Senator Capenarr. I don’t know that I have any other questions. 
I think we have established the fact that this gentleman is against the 
Capehart amendment for two reasons: 

One is he thinks that the OPS cannot administer it—at least, it 
would be too much work for them to administer it—and, secondly, 
that he is opposed to permitting a businessman to use increased costs, 
legitimate increased costs, in arriving at his ceiling price. I think we 
have two philosophies here: I think this gentleman believes in the 
philosophy that OPS ought to control profits, rather than prices, as 
against the philosophy that industry ought to observe all cost increases 
since pre-Korea. 

However, I want to say this: that the OPS at the moment are allow- 
ing, of course, or has allowed, what they call “direct labor costs,” and 
material costs, up to I think, March 15. There was a cut-off date of 
March 15. The Capehart amendment cuts them off as of July 26, 
and you feel that industry ought to absorb these costs in their ce ‘iling 
pric ec. 

[ could agree with you 100 percent in normal times that industry 
might have a chance to do it. If they could get all the materials they 
needed and make all the sales that they wanted to make, they might 
well do it. But we have this situation: the Government is cutting 
back their production as little as 40 percent in some instances, the 
average is about 60 percent, and it may even get worse. I mean they 
may even be cut back farther as time goes on, if the military needs 
more of the materials, so, as one who has had experience in business, 
it is just impossible to do what you recommend here when your pro- 
duction, your volume of business, is being reduced with no possible 
chance of increasing it. It is just impossible to absorb these costs out 
of a reduced volume of business. It just can’t be done. 

I want to say this: that I think that if a manufacturer had a lot 
of war orders and where his total orders, including his civilian goods 

and war orders, was greater than it was a year ago, that he could well 
i it. But because of instances such as that is why we wrote in 
“unreasonable and excessive,’ giving the President under those cir- 
cumstances the right to deny them, and renegotiation takes away 
their profit. But the fellow that bas no war contracts or very few, 
with a reduced volume, or reduced production, he could not possibly 
put into effect these absorptions. 

You talk about industry normally absorbing costs. That just isn’t 
a true statement. They don’t normally absorb costs. What happens 
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is that if their volume is sufficient they make a profit on a given 
number of existing costs, and——— 

Mr. Hente. Unit costs go down. 

Senator CAPEHART. You might say every cost that a businessman 
has he absorbs in his selling price. Now, the question with the 
businessman always is: “After I have absorbed all my costs, do | 
have a little money left for profit, a little money left to pay taxes,”’ 
and that is the whole problem. Another situation misunderstood by 
many people, | think, is that the OPS bas already set all the ceiling 
prices in the United States, and they remain and there is no possible 
way of changing them excepting when a man comes in with an in- 
dividual application and proves that his company’s costs increased 
since pre-Korea. Of course, this Capehart amendment wouldn’t have 
been necessary at all, we wouldn’t even have given any thought to it 
at all, excepting for the fact that the Korean War started a year prior 
to the time we enacted the act. The Congress passed the law last 
September, but the President did not put it into effect, he did not 
freeze prices, until January 25, so we found ourselves, as did the 
administration, with a war a year away, and prices and wages having 
gone up in the meantime in many instances. Our problem was to 
find some way to stabilize them and be fair to all sellers and at the 
same time put a stop date on it, which we did as of July 26. We said 
we wanted this thing to stop on July 26. We said we want you to 
try to balance these selling prices, balance wage increases. The big 
argument, of course, is over the administration. We don’t know 
whether it can be administered or not because nobody has tried to 
administer it yet. 

I think you also said in here something about the prices that have 
been established. Well, they remain intact. The weakness of the 
Capehart amendment, if it has any weakness, is there is no time limit 
on which the administration must act either in rolling back prices or 
permitting prices to increase. They can sit on them if they want 
to, and go on for a year. There is no time limit on them. That 
possibly is the weakness of it; there is nothing in the law that says 
they must act on an individual application in 10 days, 60 days, or 
90 days. I think the inference was they would act within a reason- 
able length of time, and even then they can deny it on the grounds 
that it is excessive and unreasonable. 

The intention of the committee and the Congress was a sincere 
and honest one in trying to give the President the right to roll back 
the prices of the gougers and be fair to the seller who had held down 
his*prices, since Korea. That was the purpose of it. 

Now, if we didn’t accomplish that—I think we did—but if we 
didn’t, it was because we made a mistake in the language. We were 
trying to do the impossible. 1 think we did, and I agree with you 
that if we are going to eliminate the Capehart amendment we had 
better to go back to the old law than to take the substitute. In my 
opinion, the substitute permits the President of the United States 
| say this with no reflection upon the President—it permits the 
President of the United States to reward his friends and punish his 
enemies, if he wants to. We can allow one manufacturer, one busi- 
nessman, to include all increages in costs, and deny it to another if he 
wants to do it. I am not saying he will, but I am saying that the 
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substitute amendment, as written, permits that. He can deny one 
and permit the other to increase his prices. ; 

We purposely in the Capehart amendment tried to protect all the 
price ceilings that the administration had set, and we purposely tried 
to put in a cut-off date, July 26. 

I remember very distinctly, and so does Senator Robertson, in the 
discussion we had, we would all have liked to have had pre-Korean 
prices. We said we could have had them had we frozen all the 
prices on midnight the night the war started. We would have had 
pre-Korean prices today, but we can’t do that, because we didn’t do 
it, and the war is a year old. Whether you like it or not or who is to 
blame makes no difference. In facing the reality, the President did 
nothing toward controlling prices until January 25, except in auto- 
mobiles, last December 15. We were faced with the fact that we had 
lots of increases in prices, increases in wages, and many of them were 
out of balance. What we were trying to do was let some come up, 
push others back. 

If we have failed, we have failed of the head, and not the heart. 
I think Senator Robertson and other members of the committee who 
worked on the amendment will agree with me. 

Mr. Hentz. I hope you don’t think I felt otherwise. 

Senator CapeHarT. You said it was a fraud on the American 
people, and it was cost-plus. 

Mr. Henue. That is what we consider the net result of this amend- 
ment to be. 

Senator Capenarr. A fraud. 

Mr. Hente. That doesn’t mean that we feel the individual Mem- 
bers who voted for this thing knew or thought they were perpetrating 
a fraud. 

Senator Capenart. What you said was the 14 members of the 
conference committee and the Senate which voted unanimously for 
it—in the House, I think there were some votes against it—perpetrated 
a fraud on the American people. 

Mr. Henie. Not knowingly. 

Senator Bricker. In other words, we didn’t know 
doing. 

Mr. Henze. I think that is true. 

Let me say this to the broad theoretical discussion 

Senator Caprnart. Let me ask you this question: 

Did the President perpetrate a fraud on the American people when 
he refused to put the act into effect last September 8? 

Mr. HEN LE. I already indicated to you that I felt the administra- 
tion should have taken stronger action last fall. 

Senator CarpEHART. Would vou call it a fraud? If this amendment 
is going to permit prices to increase, as you say it will, then the fact 
he did not put the act into effect last September 8 and prices have 
increased since then, would be a fraud; would it not ? 

Mr. Hente. Let’s not quibble about language. 

Senator CareHaArt. You put the language in; I didn’t. 

Mr. Henue. Let me say this, though, to comment on your broad 
statement, much of which I can agree with: I think when you say 
that the aim of price cantiel is to penalize those businessmen who 
have tried to gouge the public, by taking advantage of consumer buy- 
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ing, while at the same time benefiting those businessmen who have 
contributed and cooperated with the anti-inflation program, when 
you said that, you are in wholehearted agreement with our viewpoint 
toward this price-control program. 

You also mentioned in your statement that you felt if these were 
normal times— 

Senator Capenart. If they were. 

Mr. Henue. Yes; if these were normal times, it would not be proper 
to write such a cost-plus amendment. 

Senator CapEHart. It wouldn’t be necessary to have a law at all, 
of course, in normal times. 

Mr. Hentz. But you feel that at the present time my testimony 
was that all businessmen should absorb all costs. In that connection, 
I want to call your attention to a paragraph which appears on page 5 
of your typewritte n copy, and on page 2 of the mimeographed copy, 
in which I point out very clearly that we do not expect businessmen 
to absorb all costs. I say “obviously some cost increases go beyond 
the capacity for absorption.’’ All we are saying is, it is a terrible 
mistake to plan and base the entire price control program on a cost- 
plus basis, because while you talk about profit 

Senator Capenartr. Will you vield? It isn’t cost plus. It is 
increased costs, plus their pre-Korean selling price. It isn’t cost 
price. 

Mr. Hentz. Basically, that is selling price plus cost. 

Senator Caprnartr. You take the selling price pre-Korea. He 
may have been making or losing money, he may have been making 
too much money, and you permit him to add his legitimate increase 
in costs. Therefore, he is right where he was, pre- ‘Korea, as far as 
his costs are concerned, unless his volume has dropped, he is worse off ; 
if his volume has increased he is better off. I will agree with that. 
But remember this: that we are now going into a phase in industry, 
in business, in which the volume of civilian goods—and that is what 
we are pricing here, because the price doesn’t apply to the military 
goods—we are going into a phase here now in the next 12 months, 
24 months, 36 months, where the business interests of this country, 
their volume, is going to be down either to 75 percent of what it was 
a year ago, 60 percent, or 50 percent, in some cases 40 percent. It 
may well be that the world situation will get so that it will even go 
lower. Therefore they haven’t a Chinaman’s chance to absorb these 
costs under those conditions. 

Now, during the last 12 months, during 1950—and I will go so fai 
as to say at this point the first 6 months of this vear—they were 
getting enough materials and their volume was great enough that 
they could absorb many, many more costs. We have got to go on 
the basis in the Congress, if we are honest and want to be realistic, 
and you have to, that starting October 1, I think it is, I don’t know 
what percentage of the manufacturers, but everybody who uses steel, 
copper, zinc, aluminum, and so forth, are cut back to 50 to 60 percent 
of their production. Now, they can’t possibly absorb increases in 
costs on 60 percent of their normal production; it just can’t be done 

Mr. Hente. | think, Senator, if vou look into the workings of 
CMP on how our economy will be changing over the next 6 months, 
you would find that you would have to modify that statement is this 
way: 
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First of all, you said that what we are pricing here is for the civilian 
market, or civilian part of the economy. Technically, that is true, 
and yet there are many, many industrial products that go both into 
civilian production and into military production. 

Senator Capenart. I admitted that. That is the reason we said 
we gave the President the right if they were unreasonable and ex- 
cessive. That is why we have given him that right, knowing that a 
man in civilian production might be cut 50 percent and he might be 
doing a tremendous war business, and his total volume would be 
greater than it was a year ago. That gentleman, of course, wouldn’t 
be permitted to increase his prices on the basis that his production 
was 60 percent. 

Senator Ropertrson. The time of the gentleman from Indiana has 
expired. The Chair recognizes the Senator from Connecticut for 5 
minutes. 

Senator Benton. Thank you, Mr. Chairman. 

As the Senator from Indiana describes the purpose and intent of 
this amendment, I subscribe to the purpose and intent unequivocally, 
and without any reservations, because actually we don’t want laws 
that are going to cripple American business from the standpoimt of 
taking the profit incentive away from the businessman. 

Now, I subscribe to that. The problem here is on the cost-plus item. 
It is quite a different one. Isn’t it true that during the last war we 
had a problem similar to that which we anticipate next February, 
March, and April, or not too dissimilar, and yet, corporate profits 
went to an all-time peak? 

Mr. Hente. For that time, it was an all-time peak for that time. 
It is much higher now, of course. 

Senator Benron. Isn’t it true although it doesn’t work out business 
by business, that our business economy picks up all this war business 
as an offset to the dropping volume on civilian goods, as described by 
the Senator from Indiana? 

Mr. HEN LE. I suggested that in certain cases that would certainly 
be true, where manufacturers and processors are performing both war 
business and civilian business. 

Senator Benton. Well, I had small business hearings scheduled for 
my State in Connecticut through the Select Committee on Small 
Business a month or two ago, and we sent two investigators up to 
the State of Connecticut, the most highly industrialized State per 
capita in the United States, Bridgeport the most highly industrialized 
city in the United States, and we kept those two men there for 10 days, 
and couldn’t find enough hardship cases in the entire State of Con- 
necticut to go up there and hold hearings. The unhappy fact is 
that we are in a war boom; we are not in a de pression because of these 
war orders, and the unhappy and tragic fact is that the taxpayers are 
being bled white to pump money into the business economy in the 
form of war orders, which is causing a booming business situation, and 
the amendment, as drawn, the so-called Capehart amendment, takes 
the loss completely out of the profit-and-loss system as originally 
conceived by our forebears who dedicated themselves to the free- 
enterprise system—— 

Senator Caprenart. If the Senator will yield, I want to take excep- 
tion to that. 
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Senator Benron. Mr. Chairman, I submit that when you have an 
amendment that gives—this is why Mr. Wilson and Mr. Johnston, 
and their associates, come up and say this amendment can’t be ad- 
ministered; that is enough of an argument to kill it, to me. You 
don’t have to have all these other arguments. The very fact it can’t 
be administered is enough of a reason for rejecting it. With the 
Senator from Indiana, I would prefer going back to the old law by far, 
than taking what Mr. Wilson has called a “minimum under which we 

‘an operate,’ which is the presently proposed new amendment. If a 
businessman can come up on any item he makes and submit a cost 
to show that his prices should go up and every time his volume drops 
10 percent on that item, in line with the argument advanced by the 
Senator from Indiana, come back and say “‘my costs are higher now, 
I have to have another price increase’’—— 

Senator CaprHartr. The gentleman knows 

Senator Roperrson. Mr. Capehart, you cannot break in on Senator 
Benton. He didn’t break in on you. Wait until he finishes his 
statement, and the Chair will recognize you. 

Senator CAPEHART. It is so obvious. 

Senator Ropertson. Let’s proceed in order. 

Senator Benron. Mr. Chairman, I think the Senator from Indiana 
has a point there, and I will modify that last statement. If his volume 
had dropped, as many manufacturer’s volumes had dropped, prior to 
July 26, is that the point of the Senator from Indiana? 

Senator Ropertson. The Senator can’t yield to him, and you can’t 
yield to him. You make your statement. 

Senator Benron. Well, I think I have this clearly in my own mind, 
Mr. Chairman. I am mostly talking in the hope of clarification, with 
the Senator from Indiana, as long a shot that may seem to be to some 
of us here today. Subscribing wholly to his purpose and intent the 
problem is to get a law that is reasonably in the interest of the Ameri- 
can people and the business community, preserving as much as we 

‘an of our enterprise system and our profit and loss system, so that 
at the end of this crisis, God willing, we hope we can revert back as 
rapidly as possible to a normal, competitive business where competi- 
tion will again be the regulator. 

Senator Rospertson. Your time has expired. 

The Chair is going to give himself 5 minutes. 

I understood you to say, Mr. Henle, that while the Maybank amend- 
ment, in your opinion, was an improvement over the so-called Cape- 
hart amendment, you preferred to go back to the original language of 
the 1950 act? 

Mr. Henue. Yes; I didn’t mean to imply that the American Fed- 
eration of Labor considers the 1950 act perfect. In many respects we 
feel that it is inadequate, but so far as this particular issue is con- 
cerned, we feel that the thing to do is to repeal the amendment added 
by Congress last July. 

Senator Rorertrson. You will probably recall that representatives 
of the AFL and the CIO before our committee several months ago 
said that the law wasn’t perfect, and they wanted an amendment 
to it. The junior Senator from Virginia expressed the belief that 
we had better let the original act stand as it was, and continue as 
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it was. That was not done. It may be helpful for the record to show 
at this time what the original act provides. It reads as follows: 


The President shall also give due consideration to the national effort to achieve 
maximum production in furtherance of the objectives of this Act. In determining 
and adjusting ceilings on prices with respect to materials and services, he shall 
give due consideration to such relevant factors as he may determine to be of gen- 
eral applicability in respect of such material or service, including the following: 
Speculative fluctuations, general increases or decreases in cost of production, 
distribution and transportation, and general increases or decreases in profits 
earned by sellers of the material or by persons performing the service, subsequent 
to June 24, 1950. In stabilizing and adjusting wages, salaries, or other compen- 
sation, the President shall give due consideration to such relevant factors as he 
may determine to be of general applicability in respect of such wages, salaries, 
or other compensation. Any regulation or order under this title shall be such as 
in the judgment of the President will be generally fair and equitable and will 
effectuate the purposes of this title, and shall be accompanied by a statement of 
considerations involved in the issuance of such regulation or order. The Presi- 
dent, in establishing and adjusting ceilings with respect to materials and services, 
and in stabilizing and adjusting wages, salaries, and other compensation, shall 
make such adjustments as he deems necessary to prevent or correct hardships 
or inequities. 

Now, if you had the privilege of writing a wage and price control 
bill, would your objective be to do even-handed justice to both pro- 
ducers and consumers? 

Mr. Hente. Surely. 

Senator Ropertson. That would be your aim? 

Mr. Hente. Yes, sir. 

Senator Ropertson. Is it true that the issue now presented to us 
is a maximum of cost absorption, indirect as well as direct costs on the 
one hand, and a maximum pass-through of all costs on the other? 

Mr. Henute. Well, we feel 

Senator Ropertrson. Just answer that question. Is that a fair 
statement of the conflicting viewpoints that we have got to hear and 
try to reconcile? 

Mr. Henue. That is right. I don’t consider that my statement 
represents an extreme, however. We are not recommending that all 
costs be absorbed. 

Senator Ropertson. But you will recall that there was much 
testimony presented to the Congress and many complaints. Before 
we took up the new act, the administration had not carried out the 
provisions that I have just read in the original act to prevent hardships 
and injustices, and the administration was not giving due considera- 
tion to inereases since June 1950, and that was primarily why the 
Capehart amendment came into being, to make it compulsory that 
indirect as well as direct costs be considered. 

As you pointed out in your statement, it went further than the gen- 
eral level of prices, to make individual prices difficult, if not impos- 
sible, of administration. I understand your position is the position 
of the labor organization that you represent, that the aim of Congress 
should be to frame a law and to make equal justice between the pro- 
ducer on the one hand and the consumer on the other. 

Mr. Henue. Certainly. 

Senator Ropertson. We have enough for 1 minute each for each 
member in surrebuttal. I recognize the gentleman from Ohio. 

Senator BrickEr. I vield to the Senator from Indiana. 

Senator Carrnart. No questions. 
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Senator Benton. Mr. Chairman, I believe you have clarified the 
question, haven’t you, by a statement to show the extremes of position 
that might be taken, but wouldn’t you agree that the witness has 
clarified the fact that he does favor a maximum absorption of costs? 

Senator Ropertson. The chairman did not try to clarify that 
question. 

Senator Capenart. I want to read again the 1950 act. It says 


. 


The President shall give due consideration to speculative fluctuations, general 
increases or decreases in cost of production. 

Now, cost of production includes much direct labor and indirect 
labor, engineering costs, janitorial salaries, supplies, and so forth; 
does it not? 

Mr. Hentz. It certainly does. 

Senator Capenarr. Profits earned by sellers, and so forth, and it 
goes on to talk about transportation and other things. 

Now, do you know that it is a fact, or isn’t it a fact, that OPS in 
their regulations have denied the sellers the right to use any increased 
costs since pre-Korea, excepting material costs, and direct labor costs, 
when the 1950 act specifically named “transportation”? It specifi- 
cally said “Factory costs, production costs.”’ 

Do you know why they limited the increases in costs to direct labor 
and material and then put a cut-off date of March 15? Do you know 
why they did not follow the 1950 act? 

Mr. Henue. No; I do not, sir. I realize that you are referring to 
the original manufacturers’ regulations. 

Senator CapgeHart. Let me ask you this question: 

The old act says: “‘ Production, distribution, and transportation.” 
Now, production, you said, a moment ago, includes direct salaries, 
indirect and direct and factory; it includes janitors’ salaries, it includes 
the supplies that are used, it includes all costs. The old act said 
distribution. Is advertising and selling a part of distribution? 

Mr. Hente. Of course. 

Senator CapEenart. Is administrative cost a part of distribution? 

Mr. Henue. Certainly. 

Senator Capenart. All right; then all the Capehart amendment 
did was to spell out and say ‘ ‘adv ertising, distribution, transportation, 
and indirect costs.” 

In other words, the Capehart amendment simply spelled out what 
you say you mean production costs to be, and distribution costs to 
be; doesn’t it? 

Mr. Hente. I am sorry, Senator. The difference between your 
amendment and the way the act was originally worded, is very simple 
and very direct. The original language, as the chairman read it, 
listed a number of factors that OPS must take into account in setting 
prices, but the Congress in adopting your amendment, turns its bac k 
on this type of arrangement where the OPS can look at all these factors, 
and says that OPS must look at only one factor and handle that in a 
very rigid, arbitrary way. 

Senator CapeHart. What are those factors? 

Mr. Hente. They must look at just these costs. 

Senator CaprHart. That isn’t true at all, because the general 
provisions of the old act are still in the new act. In other words, if 
you repeal the Capehart amendment you go back to the old act, and 
you just admitted a moment ago that distribution costs included 
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advertising, administration, and selling. You have just admitted 
that the production costs, including the direct labor costs in the 
factory, include indirect labor costs in the factory and supplies in the 
factory and janitors’ salaries in the factory and all other costs. So the 
only difference between the language of the old bill and the Capehart 
amendment, instead of saying production costs, we say direct labor, 
indirect labor, and the old act says ‘distribution,’ and you say 
that means advertising and selling and administrative expenses, in- 
stead of saying ‘‘distribution,’’ we said ‘‘advertising, selling, and 
transportation, and so forth.” 

Mr. Hente. Let me point out that the language reads, as the chair- 
man read it: 


in determining and adjusting ceilings on prices with respect to materials and 
services, he— 


meaning the President— 


shall give due consideration to such relevant factors as he may determine to be 
of general applicability, such as— 

These things you mentioned. I think that is good. I think that 
sets up a guide for the OPS to follow. It doesn’t require OPS to 
adopt a fairly narrow, arbitrary formula, concentrating on certain 
aspects of these things that they mentioned. 

Senator CAPEHART. You admitted yourself there is nothing there 
about the fact that production costs include direct and indirect labor 
and janitors’ salaries and supplies, and so forth, and vet OPS denied 
those the right to use those in arriving at their selling price. 

Mr. Henue. Because the law allows them to give due consideration 
to these things, which implies that if they feel they are unwarranted 
they could reject them. 

Senator CAPEHART. Congress in passing the Capehart amendment 
wasn’t satisfied with the way they handled it, and they wanted them 
to do more than give “due consideration.” They wanted them to 
allow them, if they were not excessive, and unreasonable. 

Mr. Hen.e. So therefore it is quite true that the Capehart amend- 
ment goes beyond the 1950 act. 

Senator CapsHart. The OPS gave no consideration whatsoever 
to them. 

Senator Resertson. All time has expired. The Chair wants to 
thank the witness and request that he tell Mr. Green the Chair thinks 
he did a good job in presenting his viewpoint here this morning. He 
wants to thank the subcommittee for their cooperation. 

We have a little tougher schedule tomorrow morning. At 10 
o’clock in this room the first witness will be Americans for Democratic 
Action. I hope they will present their direct testimony in 20 minutes. 
Cross-examination will be limited to 30 minutes. We have then the 
National Independent Meat Packers Association. 

The next organization will be the Western States Meat Packers. 
I hope each of these witnesses will try to present their direct testimony 
in not more than 20 minutes, and each of them will furnish the mem- 
bers of this subcommittee advance copies so we can concentrate on 
what they are going to say, and not take too much time in asking 
unnecessary questions. 

We will recess at this time. 

(Whereupon, at 11:50 a. m., the hearing in the above-entitled 
matter was recessed until 10 a. m. of the following day.) 
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CLARIFICATION OF SECTION 402 (d) 


FRIDAY, SEPTEMBER 14, 1951 


Unirep States SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 457, 
Senate Office Building, Senator A. Willis Robertson (chairman of the 
subcommittee) presiding. 

Present: Senators Robertson, Capehart, and Bricker. 

Also present: Senator Douglas. 

Senator Ropertson. The committee will please come to order. 

The first witness is John J. Gunther, legislative representative for 
the Americans for Democratic Action. 

I have read your statement, Mr. Gunther. Will you read it, and 
then the members of the committee may inquire? 

Mr. Guntuer. Thank you, Senator Robertson. 


STATEMENT OF JOHN J. GUNTHER ON BEHALF OF AMERICANS 
FOR DEMOCRATIC ACTION 


Mr. Gunruer. My name is John J. Gunther, and I am employed 
as legislative representative by the Americans for Democratic Action. 
I appear here today to ayer nt the view of ADA on the question of 
revision of section 402 (d) (4) of the Defense Production Act of 1950, 
as amended. Americans for Democratic Action is grateful for the 
opportunity to present its views to your committee. 

The ADA believes that the amendments to title IV of the DPA by 
the Congress in July of this year are universally contrary to the interest 
of the American consumer and will not work to halt further inflation. 

This summer, business sent its representatives to Washington on a 
crusade to kill price control; and despite record profits after taxes, the 
basic principle of price control as passed by the Eighty-second Con- 
gress 1s that every rise of cost is to be directly translated into price 
increases. Section 402 (d) (4), the Capehart amendment, makes the 
Defense Production Act a cost-plus program rather than a price- 
control law. This section of the law ignores the experience in the ares 
of price control that our Government had in World War Il. ‘The 
“generally fair and equitable” formula with due consideration being 
given to relevant cost factors seems to us to provide a sound method for 
setting price ceilings. 

The present law, under section 402 (d) (4), is a profit-control law, 
which places both a guaranty and a limit on profits. The only con- 
sideration to be made in setting price ceilings is the “increases or 
decreases” of costs from a given date. ‘Therefore, if the profit per 


3137 








3138 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


unit was X dollars on July 26, 1950, it will be X dollars on July 26, 
1951. ‘There is no incentive to bring down unit costs or even to hold 
the line on unit costs. 

There has been much condemnation of those businessmen who 
during November and December of 1950, and the early days of Jan- 
uary 1951, increased their prices far beyond cost increase, either past 
or anticipated. However, it is our view that section 402 (d) (4) of 
the present law has made the prices of these gougers the level for all 
prices. Under section 402 (d). (4) the OPS will not be able effectively 
to roll back excessively increased prices, and equity will require that 
the prices of their competitors be allowed to increase to like levels. 
Therefore, the prices which Senator Millikin and others described as 
unconscionable in Senate floor debate are to be the price ceilings. 

The ADA believes that section 402 (d) (4) should be repealed out- 
right in line with the request of the President and the proposal of 
Senator Ferguson. __ 

We have analyzed S. 2092 and find it to be merely an attempt to 
make the undesirable Capehart amendment administratively possible. 
All of the faults we find with the Capehart amendment are almost 
equally applicable to the bill, S. 2092. The ADA believes that the 
philosophy behind the cost-plus principle of price control is wrong, 
and should not be a part of any law which is expected to control 
inflation. ADA understands that S. 2092 has been drafted to allow 
section 402 (d) (4) to be administered, and that the position of the 
administration has not changed from one of opposition to section 
402 (d) (4). While S. 2092 might make the present law administra- 
tively feasible, it should not be sold to the American people as a step 
toward strengthening the inflation-fighting machinery of the Nation. 

It is our view that this Congress. by amendment to the DPA of 
1950 has destroyed the possibility of effective control of inflation. 
By continuing the weakened title IV in the present law, this Congress 
has led the American people to mistakenly believe that Congress has 
passed laws to protect them against the anticipated wave of inflation. 
In truth the American consumers, and especially those dependent on 
fixed incomes, have no real protection against inflation which is bound 
to rob them of their basic living standards. 

ADA urges the outright repeal of the Capehart amendment. 

Senator Rosertrson. Senator Capehart? 

Senator Capenart. First I would like to place in the record a 
statement prepared by the staff of the joint House and Senate watch- 
dog committee. 

Senator Ronertson. Without objection, it is so ordered. 

(The statement referred to follows:) 

Dear Senator: The war experience with OPA and business profits can be 
expected to happen all over again unless care is taken in adjusting costs into 
oper: ating margins. 

We have about 4,000,000 business enterprises in the United States at the present 
time. Under a combination of too low a price ceiling and allocations of materials, 
the number of casualties could reach 400,000 in the next 24 months. 


Business ente rprises 
1941_ ; ‘ ume okay ae GOD 
1942-44 tec, Ha 062, 0 000 
Number of business units which had to discontinue in World 
War IT__- A Pde j Sh tte we 300, 000 
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I feel that the life of about 400,000 business units depend upon your amendment 
for protection and as I have pointed out before, so does the tax receipts of the 
Federal Government. 

Yours, 
CarL H. WILKEN. 


Price Cermmines as Prorit Conrrou 
(Prepared by Carl H. Wilken, economic analyst) 


Current hearings on the so-called Capehart amendment which makes it manda- 
tory for the OPS to adjust ceiling prices to include additional costs rather than 
permissive will disclose that the OPS wants a free hand in granting any increases 
in price ceilings. 

Permissive control will result in profit control and a curtailment of both profits 
and tax liabilities based on corporate profits which in turn have to come out of 
the selling price. 

The effect of price control in reducing profits can be ascertained from the 
operation of the OPA during World War II and the record of the first and second 
quarters of corporation profits and tax liabilities. 

It was definitely announced that the OPS intended to limit profits to 85 percent 
of the average profit prior to the Korean War® This automatically means that 
corporation profits and corporate tax liabilities will be reduced 15 percent below 
a fair normal. 

One of the important factors in corporate profits is the volume of business. 
Therefore, the 1935-39 period of business operation is not a fair normal period. 
Business cannot enjoy a normal operating margin with 15 percent of unemploy- 
ment in the United States, a situation that prevailed prior to World War II. 
For that reason to apply a fair yardstick of operating margins for industry it is 
necessary to take the years 1929, 1947, 1948, 1949, and 1950. For all practical 
purposes, with the exception of a minor recession in 1949, these 5 years were 
representative of full production. 

The effect of price ceilings on corporate profits is clearly indicated by the record 
of business operation under OPA. Below is a tabulation of corporate profits for 
1929, the World War II period—1941—45 and the postwar period 1947 to end of 
second quarter of 1951. 


Corporate profit 
iter taxes 
billion 


National in- 
come (billions : 


1929 
1041 
1942 
1943 
1044 
1945 
1946 

M7 

Gis 

i949 

1950 h 
First quarter, 1951 
Second quarter, 1951 


You will note that under OPA there was a continual drop in the percentage of 
corporate profit from 1942 to 1945. With the discontinuance of price ceilings on 
June 30, 1946, corporate profits started back to a normal level which in the 5 years, 
1929, 1947, 1948, 1949, and 1950, averaged approximately 9.2 percent of the 
national income which represents total business volume. 

You will also note that under the effect of January price freezes that the profit 
margin has been reduced to 7.92 percent in the second quarter of 1951. This 
reduction has reduced both the corporate profit and the tax payments of corpora- 
tions. The level of corporate tax liability dropped from $28.5 billion in the first 
quarter of 1951 to $26.5 billion in the second quarter. Stated simply the reduction 
of corporate profits as a result of the price freeze at a level below that of 1950, has 
caused the Treasury to lose over $2 billion of tax collections on a yearly basis. 

On the other hand the profit margin increase from 1949 to 1950 resulted in an 
addition to corporate tax liability in the amount of $7.6 billion. This additional 
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tax revenue not only balanced the budget in the fiscal year ending July 1, 1951, 
but left a surplus of about $3.5 billion. 

Another factor that is seldom mentioned is the over-all effect of a normal operat- 
ing margin and anormal volume. In spite of the huge increase in business volume 
during World War II, over 300,000 business units were forced to close their doors 
during the price-control period in World War II. 

The same result can be expected under the OPS and especially so if they follow 
a policy of keeping down operating margins below a normal level. Shortage of 
materials which in turn means a low business volume for many small industries 
plus a below-normal operating margin, spells many business failures. Congress 
therefore should be very careful in passing out the authority to control price ceil- 
ings without a positive yardstick to protect our business operations. 

Senator Capenart. Mr. Gunther, are you a registered lobbyist? 

Mr. Guntuer. Yes, sir. 

Senator Capenart. Is your wife a registered lobbyist? 

Mr. Gunruer. Yes, sir. 

Senator CapeHArRT. Who are the Americans for Democratic Action? 

Mr. Gunruer. It is a political organization, which files under the 
Corrupt Practices Act, organf%ed in 1947 to further what the Americans 
for Democratic Action, the group of people who formed it at that time, 
believed American liberalism to be. This organization was set up to 
try to—— 

Senator Caprenart. Who is head of it? 

Mr. Guntuer. Francis Biddle, former Attorney General. 

Senator Capgenart. Who are the directors? 

Mr. Gunter. The executive committee chairman is Joseph L. 
Rauh, Jr.; the vice chairmen of the organization are Arthur Schle- 
singer, Jr.; Rheinhold Niebuhr, Hugo Ernst, Murray Lincoln, Herbert 
Lehman, Walter Reuther, UAW, CIO; and former secretary of the 
board, Mr. David Ginsberg, general counsel of the OPA in the last 
war. The present secretary of the board is Mr. Frank McCulloch. 
On the board of directors we have some 70 individuals, most of whom 
are elected by their chapters. 

Senator Caprnart. Is this statement a statement of yours, or did 
you clear it with the directors? 

Mr. Gunruer. It is the statement of the ADA. 

Senator Caprenarr. Did you clear it with the directors? 

Mr. Guntruer. The exact wording of the statement has been sent 
to the board. 

Senator CapeHArt. Did they see it before you presented it? 

Mr. Gunruer. The executive committee received it last night. 

Senator CapeHart. Who is on the executive committee? 

Mr. Gunruer. Mr. Rauh is chairman of the executive committee. 

Senator Capenartr. Did Mr. Biddle see it? 

Mr. Guntuer. Mr. Biddle is in Europe. 

Senator CapeHart. He did not see the statement? 

Mr. Gunruer. He did not see the statement. 

Senator CAPEHART. You did not clear it then with other than the 
executive committee. How many are on the executive committee? 

Mr. Gunruer. Eleven. 

Senator CapeHArt. Did all 11 of them see it? 

Mr. Gunruer. I am not sure they all saw it. I know that all 
have it. 

Senator Capenart. You mean they were all mailed a copy? 

Mr. Gunruer. They were all sent a copy directly. 
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Senator CarEHART. What experience have you had in business, or 
in cost accounting, or what experience have you had to qualify you to 
be an expert on this subject? 

Mr. Gunruer. I presented my credentials and my qualifications 
to the organization for which 1 work when I applied for the job. 
They presented them to our board of directors. The ADA board of 
directors felt I was qualified to be their legislative representative, and 
they hired me, and I registered with Congress, and I am here today to 
present the views of that organization. 

Benator Capenarr. Have. you ever worked as a bookkeeper? If 
you give an easy answer, it will save time. 

Mr. Gu NTHER. Senator, could I read a letter, a very short state- 
ment? 

The Senator from Indiana surprised me both yesterday and today 
by his rather personal attack on witnesses. Therefore, when I heard 
of the testimony yesterday, and of the attack—I mean the questions 
by the Senator—I went to my personnel file at ADA, and one of the 
letters I put in the file when I applied for my job is the following 
letter: 

UNITED STATES SENATE, 
Washington, D. C., June 1, 1948. 


’ 


To Whom It May Concern: 


This is to introduce Mr. John Gunther, a Hoosier, a resident of south Indiana. 
I have known Mr. Gunther for some time. He is a good character, and an out- 
standing student with a wealth of varied experience. As an intern, he was a 
member of the National Institute of Public Affairs. He has served with the 
International Section of the Labor Department. His most recent association 
has been as a staff member in the office of Senator Flanders. I recommend him 
as an able, loyal, and conscientious person. 


Homer E. CarEHART. 

Senator Capenartr. I am not questioning your ability. I am talk- 
ing about your experience, and let me make a statement, now, since 
you question what I did yesterday. 

What would you do if a witness came before you as a witness did 
yesterday and said that he was addressing himself to me and other 
Members of the Congress of the United States, and said that we had 
perpetrated a fraud on the American people? What would you do 
if somebody looked you in the eye and said you were a fr aud? Would 
you be a man to fight back, or would you be a mouse‘ 

Mr. Gunvuer. I would say, I read the statement that was given 
vesterday, and I see that the statement does not call the Senator a 
fraud. Mr. Henle is a staff person like myself, alee to do our 
jobs. 

Senator Caprnarr. That is why I asked the question yesterday, 
and I am asking you today. Is it the policy of the organization you 
represent, or your own viewpoint? 

Mr. Gunruer. The policy of my organization. 

Senator Carenarr. What would you do if somebody came before 
you as a witness and said you were a fraud? That is pretty strong 
language. 

Mr. Gunrner. I would suggest by the line of your questioning 
yesterday and today, you are suggesting that Mr. Henle and I are 
frauds. 

Senator Capenarr. I have as much right to ca!l you a fraud 
you have to call the Congress of the United States a fraud. 
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You say in your statement, the consumers need protection against 
inflation which is bound to rob them of their basic living standards. 
What you are saying by inference, and I listened to the radio this 
morning, and they said you said the Congress of the United States 
was robbing the American people. Now, out in Indiana we put 
people in jail for robbery; don’t we? 

Mr. Guntuer. We usually do. 

Senator Caprnart. Why do you have two standards, and think 
it is perfectly all right for you to come up here—and that is, of course, 
part of the tec hnique of the ADA—come up here and call me and 
call other members of this committee and call the Congress undesir- 
able names, but when we throw a little of it back at you, vou are a 
bunch of erybabies, and you say, ‘Oh, no; do not do that.” 

It is perfectly all right for you to do it, but all wrong for anybody 
else to do it. Of course, I am one fellow who will fight back, you do 
know. 

Mr. Gunruer. I am sorry the Senator is irritated. 

Senator Carpenart. Who would not be irritated when you and the 
witness yesterday used such language? Do you think Congress of 
the United States is out to rob the American people? 

Mr. Gunruer. | certainly do not. 

Senator Capenarr. Why did you make the statement? 

Mr. Gunruer. I said “have no real protection against inflation, 
which is bound to rob.”” The subject in that sentence is “inflation.”’ 

Senator Caprenarr. I listened to the radio this morning. Let us 
get into the statement. 

The basie principles of price control 
this is on page 1— 

The basic principle of price control as passed by the Eighty-first Congress is 
that every rise of cost is to be directly translated into price increases, 

Do you want that statement to stand? 

Mr. Gunruer. All the costs that rose up to July 26. 

Senator CapEHART. But you do not say that here. You deliberately 
misrepresented the facts in that statement. You wonder why some of 
us become irritated. It is because you do not tell the truth. You can 
understand that language; can you not? 

Mr. Gunruer. I certainly can. 

Senator Capenart. Why did you misrepresent the legislation in 
that statement? 

Mr. Gunruer. I do not believe it is misrepresented, Senator. 

Senator CapenaArtr. You said: 

The basie principle of price control is that every rise of cost is to be directly 
translated into price increases. 

You know that no cost increase can be used for the purpose of 
increasing prices after July 26? 

Mr. Gunrner. That is not true according to the act, as we read it. 
There are two other provisos in the act, Senator. 

Senator CapeHArt. You read the act. Have you got the act there? 
Read that portion. 

Mr. Gunruer. You are just talking about section 402 (d) (4), 
Senator. There are‘other provisions for price increases in the act. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3143 


Senator CAPBHART. Read the cut-off date of July 26. 

Mr. GunrHer. That is in section 402 (d) (4), Senator, but section 
402 (d) (4) only takes care of the costs up to ae 26, and there are 
other provisions in the act which will require increases in prices. 

Senator Capenart. The so-called Capehart amendment specifi- 
cally the language is clear—denies any seller the right to use any 
increase in costs that occurs after July 26. Therefore that makes 
this statement that you made here absolutely untrue. 

Mr. Guntuer. I do not view it that way, Senator. I think the 
Capehart amendment itself says that all costs up to July 26 must be 
granted, but there is no prohibition in the Capehart amendment 
against granting price increases based on costs after July 26. 

Senator Carenarr. It specifically says that no cost increases can 
be used after July 26. Now, you know that. What is the use of you 
trying to build up an argument, because every Member of the United 
States Congress understands it. I am sure Senator Robertson under- 
stands it. That is a true statement. 

Mr. Gunrurr. That is not our understanding of it, Senator. 

Senator Capesarr. Of course, you do not want to understand it. 
You figure that your judgment is better than the Congress of the 
United States. 

Mr. Gunruer. I think that is not a true statement. 

Senator CapEHART. That is one of the reasons why, of course, some 
of us become irritated—because of your spirit of unfairness. 

Mr. Gunruer. Now, Senator, you have been attacking the ADA 
for years out in Indiana. 

Senator Carenarr. I am going to continue attacking them. 

Mr. Guntruer. Do not base it on this statement—all of your ani- 
mosity—please. 

Senator CaPpEHART. I am going to attack it as long as I live if they 
follow the same philosophy they have been following in the past. 
There is no argument about that. 

Mr. Gunruer. I think you are being unfair to aim all of your 
animosity on the basis of the statement 

Senator CAPEHART. I am only stating the facts. You said: 

The generally fair and equitable formula with due consideration being given 
to cost factors recommend to us to provide a Senate memo for cutting price 
ceilings. The present law is a profit-control law which places both a guaranty 
and a limit of profits. 

You called this, as did the witness yesterday, ‘cost plus.’’ Now, 
let me call your attention to the fact—Senator Humphrey is a member 
of your organization? 

Mr. Gunruer. He is vice chairman—former chairman. 

Senator Carpenart. He and other Senators wrote a minority report 
on the original bill, the 1951 bill, on the floor. 

Mr. Gunruer. How did he get on the committee? 

Senator CapeHart. Not Senator Humphrey, but five members, 
including Senators Douglas, Benton, and Moody—lIl am wrong, not 
Senator Humphrey. 

Now, here is what they say, on page 33 of the report: 

Roll-back prices completely without giving any consideration to cost increase 


would, we believe, violate the requirement that all price regulations be generally 
fair and equitable. 


83762—51—pt. 4 
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They then went on to say—and pay close attention to this, I am 
quoting what was said on the floor—— 


On the contrary, the application of the manufacturer’s formula worked out by 
OPS— . 


these are not my words— 


permitting actual cost increases to be added to the pre-Korean price proves to be 
more moderate in its effect than might be thought. 

Now, the formula that OPS has been using has been a cost-plus 
formula. OPS, up to this time, has been permitting sellers to add to 
their pre- -Korean price the cost of materials, the increase in cost of 
materials, and direct labor. Is that true? 

Mr. Guntuer. That is true. 

Senator Caprenart. Is that not a cost-plus formula just the same 
as you call the Capehart amendment? 

Mr. Guntuer. I was thinking, Senator, that this is a complete 
cost-plus formula. You take e verything that can be considered a cost 
possible—the lights, all the overhead can be dumped on the spools 
they are going to put the thread on. 

Senator Carenart. I have said, I don’t know how many times, the 
a difference between the policy being used by OPS itself and the 
Capehart amendment was that the Capehart amendment permitted 
more cost increases to be used. 1 have said that, 1 do not know how 
many times. There is no argument about that; it is true. 

Mr. Gunruer. Well, we do not agree. 

Senator Capenart. The point is you call this a cost-plus formula, 
when in reality the formula is exactly the same as OPS has been using. 

Let me ask you this question—— 

Mr. Gunruer. Cost plus-plus, then. It is cost-cost plus, your 
formula, if OPS is cost-plus. 

Senator CarEeHarT. You believe that sellers should be permitted to 
increase their selling price if their costs increase? 

Mr. Guntuer. Not necessarily. That would depend on_ the 
industry. It would depend on the practices in the business. I know, 
from my little experience in South Bend, and in my original town of 
Leavenworth, Kans., that all businesses—every time the cost goes up 
vou do not right away raise the prices. 

Senator Capenart. Do you believe businessmen should be per- 
mitted to use advertising costs in arriving at their selling price? 

Mr. GuNTHER. Generally, I think it should be one of the factors in 
determining selling price. 

Senator Capenart. Well, the Capehart amendment, of course, 
designated advertising as one of the costs. Now, do you believe OPS 
should be permitted to throw out and deny all sellers any advertising 
expense, if they go to advertising in newspapers, radio, television, or 
whatever it is? 

Mr. Gunruer. Senator, we do not—our organization in discussing 
this never had any particular complaint about any particular one of 
these things. The whole idea of requiring costs in each individual 
industry, company by company, product by product, we believe is an 
absolute impossibility, and can only mean rising prices. 

Senator CaprEnarr. That is your opinion, of course. 

Mr. Gunruer. That is right. 

Senator Capenart. And you have had absolutely no experience in 
business, you have not the slightest idea whether it is possible to do, « 
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not, from the standpoint of experience, but you object. What vou 
object to, of course, is including certain costs in arriving at selling price. 

Mr. Gunruer. No, we object—that is part of the question, but the 
real thing is making a mandatory cost formula in determining prices, 
we do not believe it is possible. Senator, in the letters from the 
accounting firms which Mr. DiSalle put into the record, I think the 
accounting firms said it is an impossibility. 

Senator Capenarrt. I have letters from all the accounting firms that 
Mr. DiSalle placed in the record. I have letters from them, and at the 
proper time I shall place them in the record, showing that they feel 
that the Capehart amendment is administratively workable, and that 
as fair, letters from the same people he placed in the record. All they 
did was answer his question, which was not a proper question. 

Mr. Guntuer. The Senator said that I have no business experience. 
You think I have no business experience. I do not know where you 
got that information, but you said it. The ADA has people on its 
executive committee, on its board and in its chapters that have plenty 
of business experience and this is the kind of statement that we got 
out of our chapters and boards. I just came back from a 5\-week 
tour of our chapters, and this is the opinion of the businessmen and 
lawyers of the ADA—it is their opinion, the question is not my exper- 
ience. I am a representative. 

Senator Capenarr. Give us your idea of what kind of a bill you 
think the Congress ought to pass here to control prices and inflation. 
What do you think we ought to do? 

Mr. Gunruer. I think you ought to repeal section 402 (d) (4). 
I think you ought to repeal the beauticians and barbers exemptions, 
All these things you added here last time, and I think you ought to 
add some more things. 

Senator Capenarr. Give us a formula, will you, whereby we can 
roll the prices of the gougers back, and permit the honest seller to 
use any increases in costs that she has had since Korea. Give us a 
formula for doing that, will you? If you will give me a good formula 
for doing that, I will introduce it. 

Mr. Guntuer. We think that the Congress should pass a law 
which would allow dollar-and-cent ceilings, industry wide, so that 
if you bought—— 

Senator CapeHart. What do you mean by ‘‘dollar-and-cent 
ceilings’? 

Mr. Guntuer. I mean like we had in the last war, where in a class C 
grocery store, say, or in a hardware store, a certain pair of pliers of 
certain make would sell for the exact same price. 

Senator CAPEHART. You mean every ms anufacturer and every make 
of plier would sell for exactly the same price? 

Mr. Gunruer. I did not say that. I am talking about the retail 
level at this point. In the Hecht Co. downtown, if a pair of pliers 
made by X company should sell for a dollar, it should sell for a dollar 
over at Woodward & Lothrop. It should sell for a dollar at Lacy’s 
hardware store, and I think that is the only kind of price control the 
people can understand and can use and can work with. 

Senator Capenarr. I doubt if that is covered—l think that is 
covered in the Herlong amendment rather than the Capehart amend- 
ment. 
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Mr. Gunruer. I think the Capehart amendment can be take: 
care of by knocking it out of the bill. I do not think it need: 
replacement. 

Senator CaPpEHART. Furthermore, what do you mean by “ceiling 
price’? How would you arrive at this dollar-and-cent price? In 
other words, I have heard a lot about that. How would you arriv 
at that? 

Do you mean that if you would take all automobiles in) a given 
category and have them all selling at exactly the same price? 

Mr. GunrHer. No, you have your shipping costs on automobiles, 
so that would not work. 

Senator CarrHnart. Do you not have shipping costs on everything 
that is made? 

Mr. Gunruer. It is usually absorbed, on a lot of things. Every- 
body does not use basing points. 

Senator CapPEHART. Just how will this dollar-and-cent ceiling pric: 
work? If I understand correctly—maybe I do not understand it 
what they want to do is have all pliers of the same specifications 
sell at the same price. They want all soap in a given category of 
sell at the same price. They want all automobiles ‘of the same cate- 
gory to sell at the same price. They want all five-tube radio sets made 
by all the manufacturers to sell at the same price. Is that the way 
you understand it? 

Mr. Guntuer. I do not believe that dollar-and-cent ceilings ar 
possible on everything. I believe it is possible on food, on hardware, 
and things like that. 

Senator CapeHArT. Why do you think it is possible on food? 

Mr. Gunruer. Inside of a given community, I believe it is possible 
on food—I know it is possible, it was done in the last war. You had 
different grades of stores, and in a given graded store, all the cans of 
corn made by Libby’s cost the same amount of money. 

Senator CapEHART. I do not suppose you remember it, but several! 
months ago I severely criticized Mr. Wilson in an open meeting 
because of the fact that he had not required all retailers of the United 
States to post their prices where the public can see them. I was 
severely criticized. I did not have in mind that all prices should be 
exactly the same. What I wanted was that prices of a given date in 
the store be posted so the people could see them. 

Now, tell us how we can roll back the prices of the gougers, that is 
what the American people want, and vet be fair to the honest seller 
That is what we tried to do in the Capehart amendment. 

Mr. Gunruer. Well, | think it can be done this way. If the 
general market price today of “X”’ item is 35 cents, that can be set 
as a ceiling. All people selling above 35 cents go down to 35 cents 
All people selling below it can come up that high, if they want to. 

Senator Carenarr. Is not that exactly the formula of the Capehart 
amendment? 

Mr. Guntuer. I do not believe it is, Senator. It has to be com- 
pany by company, product by product. 

Senator Carenart. That is not true. 

Mr. Guntuer. I have consulted with people outside the Govern- 
ment, and in the Government, and that is certainly the interpretation 
that Mr. DiSalle’s office has put on it. 
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Senator Capenart. I know that. I doubt if anything has been so 
misunderstood and misadvertised, which is perfectly all right, but you 
describe 100 percent the Capehart amendment and you describe 
100 percent what the conferees that night were trying to do. 

Mr. Guntuer. I do not know what the conference was trying to do. 
| know what the Senate bill had when it went to conference, and I 
know what the House bill had, and the Capehart amendment was 
unlike either one of them. 

Senator CapeHART. These words are the exact words of the Senator 
from Virginia. Here is what he said; these are the words of Senator 
Robertson : 

This roll-back amendment—the Capehart amendment, the conference amend 
ment is what it was, but everybody liked to call it the Capehart amendment— 
this roll-back amendment will permit the Administration to roll back the price of 
all gougers to a fair and reasonable level, but will protect the fair and reasonable 
profit of those who have merely added to their prewar prices the necessary and 
unavoidable costs of doing business which they have since incurred. 

Now, nobody can quarrel with that statement. That is exactly 
what you want, that is what I want, and that is what the American 
public want, and that is exactly what they are entitled to receive. 
That is what we tried to do, and you, a moment ago, described 100 
percent the formula. 

Mr. Gunruer. Senator, whatever the item is, if they put in this 
general price ceiling of 35 cents, OPS would be so swamped, in a 
matter of hours, with appeals, to raise the price, because the people 
would say they have costs above that, and how would OPS be able 
to haadle this job, company by company, product by product? 

Senator Capenartr. On January 25 they froze all prices, and those 
are the legal selling prices today, and in the Capehart amendment 
we said they remain, you cannot touch them, they remain. Then we 
vave the individual seller the right, if he felt that those prices were 
not sufficient, and if those prices did not come within the formula, 
the right to make an application to be acted upon by the Adminis- 
trator, and then we said we do not want anybody to come in and 
ask for any unreasonable or excessive prices, and we gave the President 
or the Administrator the right to deny them. 

Mr. Gunruer. But January 25 had nothing to do with roll-beck. 
We want some roll-backs before January 25. We want to go back to 
November on some of these things, or part way. 

Senator Capenart. That is exactly what the Capehart amendment 
permits the Administration to do. 

Mr. GuntHer. Company by company, by individual product. 

Senator CapeHART. No. 

Mr. Gunruer. That is the way OPS has interpreted it. 

Senator Capenartr. Let me ask you this: If you were going to 
roll back prices, you would have to have some formula for doing it, 
would you not? 

Mr. Guntruer. Yes, you would. 

Senator Capenart. Now, what formula is the OPS at the moment 
ising for rolling back prices? 

Mr. Gunruer. | do not believe they have an over-all formula at 
the moment, as far as I know. 

Senator Capenart. That is just the point. 
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Mr. Gunruer. They did have one which would have gone into 
effect on July 2, if the Eighty-second Congress had not forbidden it. 

Senator Capenarr. That is just the point. They did not roll 
back any prices, except on hides, and a couple of other items. They 
did not roll them back. 

Senator Rosertrson. Will the Senator from Indiana permit a 
suggestion off the record? Would the Senator from Indiana be willing 
to yield at this point and permit the chairman to recognize the Senator 
from Illinois, and the Senator from Indiana, and we will see then if the 
committee wants to continue further with this witness or hear from 
the other two. 

Senator Douglas? 

Senator Doveas. Did you compare the Capehart amendment 
with the CPR-22 that the OPS was about to put in effect when it was 
prevented by the Congress? 

Mr. Gunruer. Yes, sir; we have had that comparison made. 

Senator DouGias. Am I correct in my understanding that the 
Capehart amendment requires all costs to be taken into consideration, 
both indirect as well as direct, whether or not they are allocable, 
whereas CPR-—22 did not require that? 

Mr. Guntuer. Beyond a doubt, that is true. 

Senator Doucias. Am I correct in my judgment that the Capehart 
amendment requires a mandatory adjustment, regardless of hardship, 
and a mere showing of costs; whereas CPR-—22 provided adjustment 
in those cases where hardship could be proved? 

Mr. Guntuer. That is right. 

Senator Dovetas. Therefore, the two are not identical with the 
principles behind CPR-22. 

Mr. Guntuer. I think there is no question but there is a difference 
if you read the two provisions. 

Senator DovuaGuas. At earlier hearings, letters from five big ac- 
counting firms over the country were read into the record. Have you 
had a chance to go over those? 

Mr. Gunrurr. Yes; I have. 

Senator Dovatuas. Haskins & Sells, Lybrand Ross Bros. & Mont- 
gomery,, Price Waterhouse & Co.—it was the universal testimony of 
those accounting firms, as I remember it, that it was impossible for 
OPS to carry out a cost examination of the hundreds of thousands of 
individual firms, and millions of retail establishments that would be 
required, and, furthermore, the problem of allocating overhead and 
indirect costs to the multiplicity of units produced by a given concern 
made the whole thing unworkable. 

Is that your judgment? 

Mr. Guntruer. That is certainly true, and I might say, Senator, as I 
mentioned a moment ago, I have just come back from a tour across the 
country. We have a lot of lawyers in our organization, and most of 
them are certain that their busmess will go up greatly, and most of 
them have associates that are accountants in their firm, and they 
think the Capehart amendment is a great windfall to already busy 
lawyers. 

Senator Douaias. My colleague from Indiana referred to the ques- 
tion as to why OPS has not instituted the roil-back where it had the 
power to do so except in the case of beef and hides. Is it not true 
that there was an original order of OPS instituting a system of roll- 

backs to go into effect on May 28, but that that was postponed? 
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Mr. Gunruer. At the request of business. 

Senator Dovatas. Until July 2 in order to give business more 
time. Really that postponement was granted for the purpose of 
making it easier for business, rather than making it more difficult, 
and as a result of this leniency, and proper leniency on the part of 
OPS, it was postponed for nearly 5 weeks. During that time Con- 
gress repealed the section of the act under which the roll-backs could 
be put into effect, so that the failure to put the roll-backs into effect 
would you say was the fault of OPS? 

Mr. Gunruer. No; I think ADA was one of the groups or organi- 
zations that was calling for action earlier by the administration, and 
we think they should have acted earlier, but the fact they didn’t act 
earlier we do not believe is any justification for what many Senators 
have given as one of their reasons for prohibiting roll-backs, because 
the administration did not roll them back earlier. We do not believe 
that makes sound logic. 

Senator Dovatas. In other words, better late than never. 

Mr. Guntuer. That is right. 

Senator Dovatas. That is all. I have not taken up the amount of 
time equal to that of my colleague from Indiana. 

Senator Caprenarr. Mr. Chairman, I would like to ask permission— 
I have just sent to my office for them—to place into the record, 
after the remark of the Senator of Illinois about the letter from the 
accounting concerns, I would like permission to place in the record 
after that letters and telegrams that I have received from the same 
concerns that are entirely different from those which Mr. DiSalle 
placed in the record, as to whether this matter is practical, or whether 
it 1s not. 

Senator Rospertson. Without objection, it will be so ordered. 

(The letters and telegrams referred to follow:) 

SEPTEMBER 5, 1951. 
CHAIRMAN, FINANCE CoMMITTEE, 
United States Steel Corp., 
71 Broadway, New York 6, N. Y. 

The so-called Capehart amendment to the Defense Production Act has as its 
objective the permitting of ceiling prices based on pre-Korean prices (January 1, 
1950, to June 24, 1950) provided adjustments were allowed which under commonly 
accepted principles of accounting would reasonably reflect adjustments for in- 
creases or decreases in legitimate costs of every nature occurring between the 
pre-Korean base date and July 26, 1951, regardless of whether certain computa- 
tions might be made on the basis of total costs rather than unit costs. Without 
regard to the advisability of such objective, do you feel that under the amend- 
ment as presently worded the accomplishment of such objective is feasible and 
practicable? If so, would you be willing to designate a representative to work 
with OPS in the drafting of a regulation which would accomplish such objective? 
If your answer to the first question is in the negative, we would appreciate your 
suggesting a clarifying amendment which would accomplish such objective. 
Kindly reply by September 8 if possible. 

Homer E. Caprenart. 


New York, Se ptember ?, 1951. 
The Honorable Homer E. Carenart, 
United States Senate, Washington, D. C. 

Dear Str: We wish to acknowledge receipt of your telegram of September 5 
relating to the so-called Capehart amendment of the Defense Production Act. 
Your telegram states that the objective of the amendment was ‘‘the permitting of 
ceiling prices based on pre-Korean prices (January 1, 1950 to June 24, 1950) pro- 
vided adjustments were allowed which under commonly accepted principles of 
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accounting would reasonably reflect adjustments for increases or decreases in 
legitimate costs of every nature occurring between the pre-Korean base date and 
July 26, 1951, regardless of whether certain computations might be made on the 
basis of total costs rather than unit costs.” 

In a letter dated August 27, 1951, Mr. Paul M. Green, Director of Accounting 
of the Office of Price Stabilization, submitted a question to us which indicated 
that the Office of Price Stabilization interpreted the amendment to require that 
total costs pf production, distribution, and administration be broken down by 
individual units of material or products. 

We are sure that you will recognize that the interpretation of the requirements 
of the statute is a legal matter and that we, as accountants, are not in a position 
to determine whether the amendment does or does not require an allocation of 
costs by individual units of material or products. 

On the basis of accepting your interpretation that under the amendment total 
costs may be dealt with rather than unit costs, we believe, so far as accounting 
measures are concerned, that it is possible to prepare a regulation which would 
accomplish the objectives stated in your telegram. We would be willing to make 
one of our representatives available to assist in the drafting of such a regulation 
should the Office of Price Stabilization wish us to do so. However, we suggest 
that it would be more suitable for that office to request the assistance of the 
Committee on National Defense of the American Institute of Accountants. 

Yours very truly, 
Price WarerHovuse & Co. 


WasuinotTon, D. C., September 7, 1951. 
Senator Homer E. CapgeHart, 


Senate Office Building, Washington, D. C. 

In your telegram of September 5, 1951, you asked whether the so-called Cape- 
hart amendment to the Defense Production Act is workable and if we will be willing 
to designate a representative to work with OPS in the drafting of a regulation 
which would accomplish the objectives of the amendment. We answer both 
questions in the affirmative. We will be glad to designate a representative who, 
if requested by OPS and properly appointed, will assist in drafting a regulation 
which would accomplish the objectives of the act. 

E. M. VoorHeEs, 
Chairman, Finance Committee, United States Steel Corp., New York. 


Worcester, Mass., September 11, 1951. 


Hon. Homer E. Capenart, 
United States Senate: 
Think present amendment can be administered. Regret no representative 
available at the present time. Letter follows. 
Norton Co. 
E. McConne tu. 


GENERAL Motors Corp., 
Detroit 2, Mich., September 7, 1951. 
The Honorable Homer C. Capenart, 
The United States Senate, Washington, D. C. 

Dear Str: We have your request for our suggestions as to the feasibility and 
practicability of accomplishing the objective of the so-called Capebart amend- 
ment. It seems to us that the objective of the Capehart amendment is to 
establish prices today that will recognize cost increases or decreases which have 
occurred since the pre-Korean base period, thereby restoring a price relationship 
established under normal competitive conditions. 

As outlined in the attached letter to Mr. Paul Green, Director of Accounting 
at the Office of Price Stabilization, we indicated that the Capehart amendment is 
both feasible and workable. The objective of this amendment as outlined in the 
first paragraph of your wire of September 6, 1951 seems to confirm our interpre- 
tation. 

The method proposed in our letter to Mr. Paul Green is basically that currently 
being used by OPS in CPR-22 and CPR-30, with the period for measuring cost 
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increases extended to the Julv 26, 1951 cut-off date. In addition, these same two 
price regulations (CPR-22 and CPR-30) limit increases to certain material and 
payroll costs, whereas the intent of the Capehart amendment would seem to 
extend this same principle to other cost elements as defined in the Capehart 
amendment. It seems to us that the principles already established and the 
methods already employed in the administration of present OPS regulations are 
sufficient to accomplish the objectives of the Capehart amendment without any 
undue burden either to OPS or industry in general. 

In response to your further inquiry, we would be quite willing to designate 
representatives to work with OPS in the drafting of a regulation which would 
accomplish the objectives defined in your wire of September 6. 

Very truly vours, 
R. C. Marx, Comptroller. 


’ 


GENERAL Motors Corp., 
Washington *, D. C., August 29, 1941. 
Mr. Paut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Washington 25, D. C. 

Dear Mr. GREEN: We have your letter of August 27 asking for our opinion as 
to whether it is advisable to administer price control under the Capehart amend- 
ment on the basis of total costs, including selling and administrative expenses, 
broken down by individual units of material or products. 

The question raised in your letter is not new. We had a similar situation 
under OPA as to the manner in which cost data should be shown and presented 
for review. Again, within the past year, automotive industry representatives 
met in a series of meetings sponsored by OPS under Mr. John Hancock to draft 
a practical approach to a pricing formula for the passenger car industry. Both of 
these instances involved the preparation of cost data for a purpose similar to that 
which you are now considering and a basis of reporting was worked out which 
did not require the calculation of total unit costs. 

In these cases, the basic approach was the same. This contemplated an under- 
standable, workable, and verifiable presentation of the increase in cost segregated 
as to (1) material (direct and indirect), which was based on the change in the cost 
of materials entering into production of a product, and (2) payroll, based upon the 
change in wage rates (including fringe benefits), during a given period. Minor 
variations of this principle were available which provided flexibility for the single 
product and the multiproduct company. I believe that the intent of the Cape- 
hart amendment provides for a continuation of this same principle which can be 
administered. It would be most unfortunate for all concerned if we were now to 
depart from a principle and practice which has been proven. While the quota- 
tion contained in your letter is directed solely at the practicality of determining 
“total unit costs, including * * *,” the body of the letter indicates that you 
are primarily concerned with the administration of the Capehart amendment. 
As we explained to you yesterday morning, we feel that the intent of the Cape- 
hart amendment can be met satisfactorily by dealing with cost increases (or 
decreases) since the base period. The Capehart amendment itself does not con- 
tain any reference to total ‘‘unit’’ costs and our experience indicates that cost 
increases can be determined without dealing with total unit costs. 

As you know, we have determined a ‘“‘cost increase factor’ for our individual 
car lines which we believe adequately demonstrates the total material and wage 
and salary payroll increases since the base period. This is subject to verification 
by review of our records. These increases can be calculated as a percent of unit 
sales price in determining the increase per unit required to reflect these cost 
increases. 

We recognize the difficulty of determining total unit costs, under usual cost 
accounting practices which in our case do not cover the allocation of all expenses, 
beyond standard factory costs, on a unit basis. To require a company to demon- 
strate the validity of so-called total unit costs by 2 series of detailed accounting 
breakdowns is not practicable in the case of a multiproduct company. We should 
like to emphasize, however, that it is quite practicable to show a cost increase 
factor on a unit basis that is a realistic measure of the type of cost increases 
required to be reflected by the Capehart amendment, and we would urge that the 
OPS direct its attention at this aspect of the problem. 

In order to comply with the over-all intent of the Capehart amendment it is 
only necessary to give consideration to the other elements of cost such as deprecia- 
tion, insurance, taxes, advertising, etc. These cost elements do not normally lend 
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themselves to measurement in terms of cost per unit of production. While 
accounting practices and systems vary greatly from industry to industry and, 
indeed, from company to company in an industry, and while many companies may 
not be in a position to furnish unit costs broken down by individual units of 
production for these elements, nevertheless increases or decreases can re adily be 
calculated. 

As an example of what we have in mind, the following formula sets forth the 
basis on which a calculation could be filed under the Capehart amendment: 





! ! 
| : 
| Price 
| Amount | increase 
| factor 


| 








| Percent 
I a ee $100. 00 - 
Material increase (based on bill of material for best selling ite m in each cate gory) - : 6. 50 6.5 
Labor increase Toe ee a ene eee 4. 50 | 4.5 


Labor cost ratio to sale Ss, 25 5 pe reent. | 
Increase in pay roll, 18 percent. 
Other cost increases 1.00 & 


Total company net sales: 


Base period (ies narrandanaintent nena abides ee das ecru tstomsl ee 

EE IE go oh kc cciectntacdntmamed -ctieendaniaidciitestiatens = ote Grualeatae $350, 000 | 
Other costs amount: 

nnn ES Be ee aoa ee $10, 000 | 

RT oan nen tace gdeieeciecenoamah tien aim aap wn eee $10, 500 
Sales ratio (percent): 

I i i 2 

SE MIO «vin Keone erecrndbeiaeiectnnaiwintemvunspiaesaiiace awe’ 3 


siawecewukemenebalpeewngtin ine a 12. 00 12.0 
dada 112. 00 


Total cost increase __ 
Ceiling price_- 








We believe, as we have stated above, that a workable system of price control 
can be applied under the terms of the Capehart amendment based on readily 
available accounting data showing (1) the increases in labor costs and material 
costs from a “base date’’ to some current date on a unit basis for the best selling 
commodity of a production line or category, and (2) the increases in all other 
costs shown in the aggregate. 

Yours very truly, 


R. C. Mark, 
Comptroller. 


Haskins & SELLS, 
New York, September 10, 1951. 
Hon. Homer FE. Capenart, 

The United States Senate, Washington, D. C. 

Dear Senator Capenart: This is written in response to your telegram to me 
dated September 5, 1951, which I here quote: 

“The so-called Capehart amendment to the Defense Production Act has as its 
objective the permitting of ceiling prices based on pre-Korean prices (January 1, 
1950, to June 24, 1950) provided adjustments were allowed which under commonly 
accepted principles of accounting would reasonable reflect adjustments for in- 
creases or decreases in legitimate costs of every nature occurring between the pre- 
Korean base date and July 26, 1951, regardless of whether certain computations 
might be made on the basis of total costs rather than unit costs. Without regard 
to the advisability of such objective, do you feel that under the amendment as 
presently worded the accomplishment of such objective is feasible and practicable? 
If so, would you be willing to designate a representative to work with OPS in the 
drafting of a regulation which would accomplish such objective? If your answer 
to the first question is in the negative, we would appreciate your suggesting a 
clarifying amendment which would ac complish such objective. Kindly reply by 
September 8 if possible.”’ 

In response to an earlier inquiry from another source, I expressed the opinion 
in answer to the specific question then asked that, for reasons outlined. in the 
response, “* * * froma technical accounting point of view it is not practicable 
to attempt ‘to administer price control on the basis of total costs, including selling 
and administrative expenses, broken down by individual units of material or 
products.’’’ My opinion was specifically concerned with the breaking down of 
such costs by individual units of material or products. 
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On the basis of having made such study of the act as I have been able to make 
in a relatively short time, and without regard ‘‘to the advisability of the objec- 
tive’ of the act or of the so-called Capehart amendment, or to social or economic 
implications, matters of policy, or administrative difficulties, it is my opinion 
that the accomplishment of the objective of the Capehart amendment is feasible 
and practicable, strictly from a technical accounting point of view, on the basis 
of computing increases or decreases in total costs as defined in the amendment 
without necessarily computing unit costs. Nevertheless such an approach, how- 
ever implemented by regulations, might very well produce inequities between 
products, companies, or industries, and other unforeseen difficulties the nature 
of which can only be determined from experience and study. 

In the matter of designating a representative to work with the Office of Price 
Stabilization in the drafting of regulations, it is my understanding that the 
American Institute of Accountants has a special committee on price and wage 
control, which body would doubtless be willing to cooperate with the governmental 
agency. 

Finally, it occurs to me that, in the course of preparing regulations it may be 
determined that the Capehart amendment could be somewhat changed in the 
interests of clarification, such clarification to cover, for instance, the very matter 
of tofal costs versus unit costs. Accordingly, it would seem more appropriate 
to wait until that time to consider any clarifying language. 

I trust the foregoing opinion and thoughts may be of some assistance to you. 

Sincerely yours, 
JoHN W. QUEENAN, 


ScovELL, WELLINGTON & Co., 
New York, N. Y.., Seple mber 6, 1951. 


Hon. Homer E. Caprenart, 
Senate Office Building, Washington, D. C. 

Dear SENATOR CapeHaARtT: I received this morning your long telegram in 
regard to the so-called Capehart amendment to the Defense Production Act. ?I 
assume that this was sent to me and to other members of our profession who have, 
at the request of OPS, expressed an opinion as to the effect of the Capehart amend- 
ment in the determination of costs and selling prices. 

As your telegram outlines practical problems on which the experience of our 
profession might be helpful, I have talked at some length on the telephone with 
the Office of Accounting of OPS offering to come down to Washington to assist 
either in drafting a regulation or a clarifying amendment. It is my understanding 
that the Office of Accounting has given extensive consideration to this matter 
and does not believe at the present time that advice and assistance from me is 
required 

I am sending them a copy of this letter, and express to them and to you my 
willingness to be of assistance if it develops that such assistance will be helpful. 

Sincerely yours, 
C. OLiveER WELLINGTON, 

Ce: Office of Accounting of OPS. 


ToucueE, Niven, Bartey & SMART, 
Detro t, M ch., September 7, 1951. 
Hon. Homer E, Capenart, 
Senate Office Building, Washington, D. C. 

My Dear Senator: This letter is in response to your telegram of September 
5, which reached me on September 6, and asks for a reply if possible by September 
8. Your request to me, I assume, comes because of my letter to Mr. Paul M. 
Green, which dealt solely with the technical accounting probelms of total cost 
broken down by individual products. I wrote, in effect, that accurate determina- 
tion of all costs by products was not usual but could be done in some cases, but 
that it was practical to use comparative changes in total costs between periods 

Your telegram asks whether an act which requires adjustments (of base prices 
which under commonly accepted principles of accounting would reasonably 
reflect adjustments for increases or decreases in legitimate costs of every nature, 
either on total costs or unit costs, is feasible and practicable. 

If section 402 (d) (4) (the so-called Capehart amendment) does permit over-all 
costs for producers, without requiring unit costs, then I think it would be possible 
to draft regulations under that section which would provide practicable operation. 
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I have had some experience with legislation dealing with definition of costs, 
particularly the contract Termination Act, and the Renegotiation Act, and of 
course with internal revenue acts, and it is my opinion that it is impossible to 
satisfactorily specify accounting practices in legislation; it is usually much better 
to rely on administrative regulations. I should think it might be rather easy 
to agree on broad language for this section, which would clear up any ambiguity 
that apparently some people think exists, and concurrently to agree on the outline 
of fundamental regulations applicable thereto. 

I read Mr. DiSalle’s testimony. It was not clear to me whether he objected 
to the principle of total cost changes, as against specific labor and material changes, 
or whether in this particular field of manufacturers’ ceilings, he objected to the 
(assumed) interpretation that it required unit cost measurements by products. 
There seems to me to be a fundamental difference not clearly brought out. In 
the manufacturing process a large amount of total cost per unit does not vary 
directly with unit production but either varies somewhat less or even remains 
constant regardless of production. Thus costs may increase substantially per 
unit as production declines. If the loss of volume is due to decline in demand, 
equity would not require allowance of price increases, and ordinarily competition 
would not permit it either. But if the decline in volume is caused by. short 
meterial allocations, and demand is high, there is some reason to permit increases 
in price for such increases in unit costs, though there is no increase in total ex- 
penses. Presumably, even under the present section, the President could exclude 
increases 2s above. The administrative burden, and the burden on manufac- 
turers, is eased if there is no mandatory requirement for treatment by units. 
Over-all treatment is workable. 

I see considerable merit in Mr. DiSelle’s program of tailor-made regulations for 
various industries. The Meybank proposal is good in limiting this section to 
manufacturers but perhaps weak in not requiring adjustment. It apparently 
eases the burden of regulation by allowing changes pretty much on an over-all 
basis that may be determined as fair by the Administrator regardless of actual 
unit changes, and thus should provide for treatment for gross inequities in indi- 
vidual cases. 

It is certain that it must be clear that regulations must be workable without 
delay, and without extensive checking. Cost systems cannot be revised, and 
reasonable bases must be acceptable instead of meticulous calculations. 

I would prefer not to suggest any amendments for seetion 402 (d) (4), but I 
would be willing to participate in a meeting to explore the possibility of meeting 
the problem by reguletion, with the possibility or necessity of amendment to 
await the outcome of such a meeting. 

Very truly yours, 


Geo. D. BatLey. 





Witmincton, Dev., September 7, 1951. 


Hon. Homer E. CapgsHART, 
Washington, D. C. 


Sir: This is in reference to your telegram of September 5, 1951, regarding the 
Capehart amendment to the Defense Production Act. I feel that it would be 
feasible and practicable to accomplish the objective of the Capebart amendment, 
as stated in your telegram, without revision of its present wording. As regards 
the matter of assisting in drafting a regulation which would accomplish such 
objective, we are quite willing to give reasonable assistance in this matter. How- 
ever, our participstion in the etomic energy program and other important metters 
would make it difficult for us to assign qualified personnel at this time to work 
with OPS for a lengthv period in developing a detailed regulation on this subject, 
but I would be pleased to have one or more of my colleagues participate in a brief 
general discussion with OPS regarding broad aspects of such regulation. 

bk. I. Dv Pont pE Nemours «& Co., 
W. C. Lane, Comptroller. 


Senator Ropertson. The Chair recognizes the Senator from Ohio. 
Senator Bricker. I will yield my time. 
Senator Ropertson. The chairman will ask one question: 


Do you think the Maybank amendment is an improvement over 


the so-called Capehart amendment? 


“ 
Be 
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Mr. Gunruer. We think that the Maybank amendment is admin- 
istratively possible, we think that the intent is bad, the Capehart 
amendment is bad, and is administratively impossible. 

Senator Doveias. You mean the effect is bad. 

Mr. Guntruer. The effect, that is right. I do not mean to infer 
the Senator meant to rob the American consumer. 

Senator Ropertrson. Thank you very much. 

The next witness is Mr. Wilbur La Roe, Jr., representing the 
National Independent Meat Packers Association. 

Mr. La Ror. I think my statement will take only about 10 min- 
utes, and I am appreciative of getting that much time. 


STATEMENT OF WILBUR LA ROE, JR., NATIONAL INDEPENDENT 
MEAT PACKERS ASSOCIATION 


Mr. La Ror. May it please the committee, | must express first our 
disappointment over the tendency in certain quarters outside of Con- 
gress to make price control a political football. OPS has recently 
sought to make the public believe that Congress is responsible for 
recent increases in beef prices. This subject is far too important to 
the people of this country and to American industry to be thrown 
into the political arena. I have before me a recent United Press 
dispatch of August 24 entitled “Congress Blamed in Beef Cost Hike.” 
The dispatch goes on to say: 

OPS officials said housewives can blame the coming beef price rise on the con- 
trols iaw which Congress passed last month. 

Congress is definitely not responsible for impending increases in 
beef prices. Those increases are due primarily to the sharp decline 
in the price of hides and tallow, and by the failure of OPS to stop the 
black market. I have a recent letter from Mr. Arval Erikson, the 
able and fair-minded expert who more than any other man bears the 
burden of fixing meat prices for OPS, in which he says that a slight 
upward revision in beef prices must be made because of the decline in 
the prices of hides and tallow, in order to make the packers whole. 
This shows clearly that it is not Congress or the price-control law that 
is responsible for the slight rise in price which OPS says it will author- 
ize. 

There is no real reason for a shortage of beef. The number of beef 
cattle on the ranges is reasonably ample. There has, however, been 
an artificial limiting of the supplies to the consuming public. We 
think we know the reasons for this artificial limitation and we know 
that OPS is more responsible for it than Congress is. 

By far the most important factor in the beef picture is the inability 
of slaughterers to buy beef at the lawful prices. It has been true in 
all parts of the United States that meat packers have had difficulty in 
buying animals at the ceiling prices fixed by OPS. The reason for 
their inability to buy at the ceiling prices is that other people are 
paying more than the ceiling prices. In other words, there has been 
an extensive black market. We recently called this matter to the 
attention of OPS, taking the position that their enforcement was 
grossly inadequate, whereupon the head of their enforcement division 
bitterly criticized us and challenged us to show who the black mar- 
keteers are. Only 2 days later, Mr. DiSalle made a public statement 
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to the effect that the black market is not only real but serious. It 
seems very strange to us that Mr. DiSalle should say that there is a 
serious black market and that the head of OPS enforcement should 
challenge us publicly when we say there is a black market. The job 
of enforcement is not ours, but Mr. Morgan’s, and we know that the 
regulations are not being enforced. 

Senator Roperrson. You understand, do you not, that we are 
considering only the Capehart amendment? 

Mr. La Ror. Yes, sir. 

Senator Ropertson. The Capehart amendment exempts all agri- 
cultural products. I am somewhat at a loss to understand how you 
packers are affected by it. 

Mr. La Ror. The law as declared by the courts considers processed 
meats not an agricultural product, but considers it a processed or man- 
ufactured product. That law has been carried so far that the Inter- 
state Commerce Commission once held that if you cut off the head 
of a shrimp it is no longer fish. However that may be, we are dealing 
here with an amendment which we think applies to us by reason of 
court interpretation. 

It must be apparent that when meat goes into the black market the 
price goes up. The black marketeers do not care about the law. 
When these black markets develop, as they have, it certainly is not 
the fault of Congress. 

The truth is that the black market has been so real and so serious 
that it has to a large extent dislocated the normal beef business of the 
United States. The American Meat Institute, which includes the so- 
called big packers, reports that 95 leading beef-producing plants were 
able to buy in the week ending August 25 only 68 percent of the num- 
ber of cattle that they bought in the same week last year. But during 
this same period when the “produc tion was so badly down, the receipts 
of cattle on 12 leading markets were down only 2 percent. 

In other words, if the committee please, there is no real shortage 
of beef, and no sizable curtailment in the flow of beef to the principal 
markets, yet the production is down to a 68-percent basis. This 
necessarily means that the shelves from which the housewife usually 
obtains her beef are comparatively bare as compared with what they 
were a Vear ago, 

Legitimate beef production as reported by the Bureau of <Agri- 
cultural Economics was less by 377 million pounds for the first 7 
months of this year compared with last year. This shortage is not 
to be blamed on Congress. It is to be blamed on the OPS which has 
ee this situation about in two ways: First, by the price roll-backs 
which discouraged the feeders; second, by a erossly unfair administra- 
tion of the law with respect to price ceilings, resulting in such losses 
to legitimate processors that their operations have been very serigusly 
curtailed and the public unnecessarily deprived of meat. 

The OPS has frankly admitted the difficulty of buying live cattle 
in compliance with its regulations. Accordingly, OPS has exempted 
from compliance until October 1 slaughterers who have been unable 
to get at least 50 percent of their normal supply of cattle. The 
question we would like to ask is why some siaughterers are not able 
to get even 50 percent of their normal supplies. Certainly it is not 
the fault of Congress. It is the fault of restrictive OPS regulations 
and the failure of OPS to enforce the regulations which it has pro- 
mulgated. 
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One of our larger members along the Atlantic seaboard whose 
figures I always like to use because he has an excellent accounting 
syste m has been losing $6.50 per head on beef during the 6 months 
since price control as compared with a profit of $11 per head in the 
period just before price control. In addition, he has cut down his 
beef slaughter by 4,376 head thus far this year because he cannot 
stand the losses and because of the diffic ulty of buying cattle against 
the bidding of the black market. When he found the cattle being 
drained away from the market by mysterious forces whack were out- 
bidding him he went to the stockyards people and demanded to see 
the names of the purchasers but was told that under Department of 
Agriculture rules they could not release the names. 

“Mr. DiSalle sought to discourage the production of meat by rolling 
back the prices on meat animals. I cannot lay too much emphasis 
on the proposition that the meat-packing business cannot be successful 
if there is an insufficient volume of production. One of the main 
difficulties with the meat situation in the United States today is that 
it is difficult for the producers of beef animals to keep the production 
high enough to keep pace with a rapidly growing population. Every 
encouragement must be given to keeping the produc tion up. 

This cannot be done by price rollbacks which Mr. DiSalle would 
have made effective if Congress had not stopped him. I am reliably 
informed that just as soon as Congress stopped the rollbacks feeder 
animals began to move in heavy volume to the feed lots. Thanks to 
Congress, it looks as if there will be a good supply of beef after January 
1 unless Mr. DiSalle continues his unfair squeeze on the slaughterers. 

Permit me to give a few actual illustrations: 

A typical slaughterer in | ennsylvania, one of our members, had a 
loss of $2,490 during the 8 weeks ended August 5, whereas in the 
previous year they had a profit.of $12,314 for the same period. 

A typical slaughterer in Ohio for the first 7 months of 1951 slaugh- 
tered 4,786 less cattle than during the same period of last year. 

A typical member along the Atlantic seaboard slaughtered 4,300 
less cattle thus far this year than in the same period last year te the 
recent loss has been $6.50 per head slaughtered. 

A typical member in Michigan during the first 7 months of this 
year reduced his slaughter of beef cattle by 24 percent. Since Decem- 
ber 1 of last year the beef operations of this packer have shown a loss 
of $23,770 but during the period since price control the loss has been 
$28,502, since F ebruary i 

A typical slaughterer in Maryland slaughtered 3,800 less cattle 
during the first 8 months of this year than during the same period of 
last year. The loss this year was $37,000 before taxes as compared 
with a profit of $74,900 during the same period last year. 

A typical independent slaughterer in Illinois has had a 25 percent 
decline in cattle slaughter thus far this year. He says that it is ex- 
tremely difficult to buy cattle in compliance because others are paying 
more than ceiling prices. 

The situation is so bad that two of our fine members in Cleveland 
have closed down because of their inability to stand the losses. One 
of them has announced that he will not reopen until OPS does its 
duty, establishing fair regulations. 

| believe these illustrations to be typical of the condition in our 
industry. We are forced, if we would retain our customers, to 
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slaughter at a heavy loss. The decline in slaughter is not caused by 
Congress at all but it is caused by two principal factors: (1) the 
extremely heavy losses and (2) the inability to buy cattle at the ceiling 
prices because others are paying more than the ceiling prices. 

Making it easier to import fats and oils, as the State Department 
would like to do, will further hurt us. But that issue is before another 
subcommittee. 

High prices for beef are not a good thing for the meat-packing 
industry. ‘They encourage substitutes such as fish and fowl and they 
cause the housewife to back away. 

When the feeding of cattle is discouraged, as it has been, and 
when a large volume of meat is moved through illegitimate channels, 
this tends to make beef in normal channels too scarce and too high 
in price. This hurts our industry. Both we and the consumers are 
far worse off than we were before price control. 

The Capehart amendment or some similar form of relief for our 
industry is absolutely necessary to prevent us from being subjected 
to a further price squeeze. Our members are unanimously in favor 
of the Capehart amendment and our board of directors has unani- 
mously instructed me to support it before this committee. 

What does the Capehart amendment do? It allows industry to 
increase prices where its major costs have gone up. 

The Administration does not oppose the Capehart amendment 
on principle. It opposes it merely on the ground of expediency, 
namely, the ground that the accounting problems might be too 
difficult. 

This accounting difficulty argument will not hold water. I had 
occasion recently to call in four expert accountants to figure how cer- 
tain prices of pork products of one of our members would have to be 
increased under the Capehart amendment. They had no difficulty in 
figuring that for the particular company we were studying; the increase 
is about one-half million dollars which wiped out the normal profit of 
about 1 cent per pound of live hog. 

The problem is to get back this one-half million dollars by distrib- 
uting it between the various pork products and while this requires 
some exercise of judgment as to which cuts can stand an increase, 
they worked out a schedule which they thought would accomplish this 
result, distributing the total amount among the different products in 
somewhat the same fashion that OPS does when it makes prices on 
the different pork products. 

If you don’t want to make a formula work you can find many reasons 
why it will not work. But if you want to make it work, you can usually 
find the answer without too much difficulty. It is not too difficult to 
find that costs have increased by one-half million dollars nor is it too 
difficult to spread that sum over the different products even in our 
complicated industry. 

What is needed in order to give the public more meat at reasonable 
prices? The answer is: 

(1) Removing the discouragements to production, including roll- 
backs; (2) removing the unfair price squeeze on beef slaughter ers ; 
(3) encouraging the feeding of beef cattle; (4) keeping the beef in 
legitimate channels. 

These results can all be accomplished by ending price control on 
meat. We have claimed that price control on meat is unworkable 
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and each day furnishes additional proof that we were right. But if 
we must have price control, then it should be administered fairly and 
equitably and in compliance with the law instead of ignoring the law. 
The tragic situation now existing is due largely to the fact that price 
control has not been fairly administered. The situation will be worse 
if the Capehart amendment is eliminated and we are required to absorb 
further increases in cost when we are already in red ink. 

Now, if 1 may make about 2 minutes of additional statement, 1 
should add we care very little about the precise wording of the amend- 
ment. ‘To us the Capehart amendment is like a life preserver thrown 
toasinking man. A man whois sinking does not ask questions about 
the make or shape of the lifesaver. <A satisfactory substitute for us 
would be the Wherry-Cole amendment, formerly called the Barkley- 
Bates amendment, which was included in the old OPA law, and which 
is eminently fair. I have never been able to understand why Con- 
gress would not pass it. All it does is to provide that our beef mem- 
bers shall get a fair margin, or hog members, pork members, or lamb 
members shall get a fair margin. 1 do not see why Congress turned 
us down on that. 

I should also call your attention to the urgent need of an amend- 
ment that will let us apply to the Emergency Court of Appeals when 
we are in red ink, and OPS will not give us relief even if we are in red 
ink. 

Where, for example, practically all the beef slaughtered in a given 
State—take the State of Indiana—is being slaughtered at a_ loss, 
practically all of it, we will say, in that State, and OPS fails to give 
relief within 30 days after protest is filed, why should not those 
slaughterers in red ink, without relief, be able to go to the Emergency 
Court of Appeals for a mandatory injunction? 

It takes so long to get relief under the present system that we can 
suffer and suffer and even close our plants, as we are doing now, 
because we cannot get relief. 

I do not think I will burden the committee with an article in 
yesterday’s Wall Street Journal, but I would like to read the title of it: 


BreEr-PackER PINCH—SMALL CONCERNS WINCE IN SQUEEZE OF CEILINGS 
Bypropuct Prick Dip—PHILADELPHIA Firm May CLose—Derrorr Company 
Losrs THousaNnps Every WEEK—CaALL PLANNED ReE.LieF Too Li?TLe 
Small beef packers in many places are caught in a painful price-control squeeze. 
In Detroit, Jack Goose, secretary-treasurer of Victory Packing Co., says his 

company probably will halt cattle slaughtering after this week. ‘‘We’ve lost 

several thousand dollars a week since the first part of August,’’ he adds. 

Samuel Cross, president of Philadelphia’s Cross Bros., thinks his company may 
have to shut down “in the next couple of weeks.” Already its cattle-killing 
operations are 20 to 30 percent below normal. 

Senator Ropertson. Do you favor controls on beef, or no controls? 

Mr. La Ror. We are strongly in favor of no controls of any kind 
on meat, but if we must have them, then we want some kind of pro- 
tection like the Capehart amendment will give us so we will not be 
kept in the red ink. 

Senator Roprerrson. If there were no controls, what would happen 
to the price of beef? 

Mr. La Roe. It would go up. 

Senator Roprertson. The Chair recognizes the Senator from 
Indiana for 10 minutes. 

83762—51—pt. 424 
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Senator Capenart. I will defer. 

Senator Rospertson. The Chair recognizes the Senator from 
Illinois for 10 minutes. 

Senator Dovueias. Do I understand your position, Mr. La Roe, 
that though agricultural commodities are not processed, once they 
are processed they become a manufactured product? 

Mr. La Ror. That is the position; yes, sir. 

Senator Dovue.as. Your position is that the packers faced with an 
unregulated price at the slaughterhouse will be pinched by a price 
control on the product that emerges from the slaughterhouse. 

Mr. La Ror. I think, Senator, the courts have gone so far on that 
as to hold that corn in Kansas is not an agric ultural product, but 
may be classified as a processed commodity. 

Senator Doucias. What would you say to the proposal that price 
control be extended to agricultural commodities, and thus protect 
the slaughterer at the slaughterhouse? 

Mr. La Ror. That might follow. 

Senator DovuGias. Now, | would like to ask some questions which 
I want to say [ would not ask had it not been for the fact that the 
Senator from Indiana pursued this line of questioning with witnesses 
yeste nds ay, and I believe today. 1 want to make that clear. 

You say thi at the board of directors of your association approved 
this statement? 

Mr. La Ror. Oh, no. If I did say that, I was in error. They 
instructed me unanimously to come before you and present their 
views. They have not seen this statement. 

Senator DouGuias. Your statement has not been cleared with the 
board of directors? 

Mr. La Ror. No, sir; it has not. I am responsible solely for this 
statement, but I do say emphatically they met at the Statler Hotel 
about 2 weeks ago, and spent all day on this matter, and it was 
discussed backward and forward. 

Senator Dovae.as. Did the head of any company in your organiza- 
tion approve this statement? 

Mr. La Ror. No, sir. 

Senator Doveias. On this matter, vou stand on your statement. 

Mr. La Ror. I stand on my own statement, and I am solely 
responsible for it, but it does reflect the views of my membership. 
Senator Dovcias. Are you a certified public accountant? 

Mr. La Ror. No, sir; | am just a lawyer. 

Senator DouGias. Have you studied the Maybank bill? 

Mr. La Ror. Yes; I have. 

Senator DovuGias. What do you understand the difference to be 
‘tween the Mavbank bill and the Capehart amendment? 

Mr. La Ror. Well, I have the Maybank bill before me. I have 
studied it, and it is less rigid. That is the chief difference. The 
Capehart amendment, as I understand it, definitely provides, for 
example, that overhead must be included in any costs that are figured. 
I want to make it clear to the committee that those differences and 
those details are not important to us. I believe we would just about 
as soon have the Maybank amendment as the Capehart amendment, 
although we do have a preference for the latter. As I say, when a 
man is sinking, he does not ask too many questions about the kind 
of life preserver. 


b 
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Senator Dovetas. Of course, the packing house has an enormous 
variety of products. You use everything but the squeal, and by this 
time you may have extracted the squeal. 

Mr. La Ror. Well, the squeal is pretty loud right now. 

Senator Dovetas. Not from the cattle, but from the operators. 

Mr. La Ror. The squeal is mainly from the operators now. 

Senator Doveas. The problem of allocating the overhead to these 
various products would be very, very difficult; would it not? 

Mr. La Ror. It is always difficult, I must admit, to make prices 
on the numerous products of a slaughterhouse, but OPA and OPS 
have succeeded in doing it by a process of reason, and it is not im- 
possible, by any means, to distribute the overhead; but I will admit 
to you, frankly, it is easier to distribute the direct costs. 

Senator Dovetas. I once read a book on packing-house accounting, 
and I must say I read it over three or four times, and at the end I had 
a headache. 

Mr. La Roe. I have been studying packing-house accounting for 
the last decade, and I still have a headache. 

Senator Doucrias. That is just the point. The Capehart amend- 
ment would require the application of this system to each one of the 
packing concerns. Now, if my information is correct, in the Second 
World War OPA found a very large portion of the some 12,000 pi icking 
establishments of the country did not have accounting records that 
would permit the allocation of overhead and indirect labor to the 
variety of individual products turned out. That is true, 1 think 

Mr. La Ror. It is true of a good many of our members—that they 
do not have good accounting systems. 

Senator Doveras. Therefore the Maybank amendment would be 
much better. 

Mr. La Rog. From that point of view it would be better; yes, sir. 

Senator Dovuauas. | think that is all. 

Senator Ronertson. The Chair recognizes the Senator from 
Indiana for 10 minutes. 

Senator Carenartr. I was going to ask you the same questions 
Mr. Douglas did about whom you represe nted. I appreciate your 
frankness in saving that the statement is vour own. 

Mr. La Ror. I should add, however 

Senator CapgeHArt. Which was frankness we did not get from the 
two other witnesses. 

Mr. La Ror. We have more than 500 members who are represented 
by a board of 30 or 40 members who very recently went over this 
matter. I was with them, and | am very positive that this statement 
will have their approval, although they have not had time to see it. 

Senator Capenart. At this time, Mr. Chairman, I would like—it 
can go in at this point, or where I asked unanimous consent. 

[ sent a wire to each of the firms, and in addition, | think, three 
others, whom Mr. Green of OPS contacted, and whom they wrote, 
and which answers have been put in the record. 

First I would like to place in the record the wire that I sent te these 
nine concerns. 

Senator Ropertson. Without objection, it may be so done. 

Senator Capenart. Then following that I would like to have 
printed in the record their answers. 

Senator Ropertson. Without objection, it is so ordered. 
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Senator Capenart. You will find in reading the answers they say 
that the Capehart amendment is workable, is practical, and that it 
can be handled. 

(The telegram and letters will be found on p. 3149.) 

Senator Caprenartr. You said a moment ago the Maybank amend- 
ment might be more practical in arriving at costs than the so-called 
Capehart amendment. 

The Maybank amendment, if the President elects to do so, can 
allow all the costs called for in the Capehart amendment. 

Mr. La Ror. 1 am afraid I will have to admit that, because it 
savs, “The President shall make appropriate provision for adjust- 
ment for any such manufacturers or processors,’”’ and it also says he 
may lay down the rules by which the overhead shall be figured, so it 
is possible under the Maybank amendment to make it just as com- 
plicated, but it is not mandatory. 

Senator Caprenart. In other words, if the President decides to 
allow these costs set out in the Capehart amendment, then the 
problem of administration would be exactly the same as it was under 
the Capehart amendment. 

Mr. La Ros. Yes; and I want to add, too, Senator, while you are 
on that subject, that of course you understand that those of our 
firms who have good accounting systems, and many of them do have, 
are already distributing their overhead. OPA and OPS have always 
considered that in making these prices, and while I am not an 
accountant, and would not want to get into that deep water, I do 
not believe it is an impossible task. 

Senator CapeHArtT. The point is that if the President elects to do so, 
under the Maybank amendment, he may if he cares to, elect to apply 
all the costs called for in the Capehart amendment. 

Mr. La Ror. That is right. 

Senator Caprenarrt. If he does elect to do that, then of course the 
problem is exactly the same as it would be under the Capehart 
amendment. 

Senator Doucias. May I be permitted to make an observation, 
Mr. Chairman? 

Senator Ropertson. Yes. 

Senator Dove.ias. I am sure the President has enough sense so 
that he would not put into effect the Capehart amendment unless he 
were required to do so. A man can stand on his head if he wants to 
and conduct a conversation, but I am sure that is not the normal 
procedure. 

Senator Capenart. I think that statement by the Senator from 
Illinois is the best proof in the world the amendments sent up here by 
the administration were sent up here knowing that they would never 
put them into effect, knowing that it was simply window trimming, 
knowing they were trying to fool the people. I thank the able Senator 
from Illinois for making that statement, because I think he set forth 
the facts as they actually exist. 

Mr. La Ros. Of course, my major proposition—— 

Senator CapeHart. Will you yield a minute? 

Which is further proof of the insincerity of OPS, and proof that even 
if the Maybank amendment prevails and passes, they will not put into 
effect that portion of the amendment which says that the President 
may permit the use of those costs if he cares to. 
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Senator Ropertson. The Chairman would like to call attention to 
the fact that no amendment in the 1951 act repealed this language of 
the 1950 act: 

No ceilings shall be established or maintained hereunder for any commodity 
processed or manufactured in whole or substantial part from any agricultural 
commodity below a price which will reflect to producers of such agricultural com- 
modity a price for such agricultural commodity equal to the highest price therefor 
specified in this subsection: Provided, That in establishing and maintaining 
ceilings on products resulting from the processing of agricultural commodities, 
including livestock, a generally fair and equitable margin shall be allowed for such 
processing. 

The Chair recognizes the Senator from Ohio. 

Senator Bricker. Mr. La Roe, will you explain the decline in the 
price of hides and tallow which has brought about this critical situation 
in profits? 

Mr. La Ror. Yes. The hide and tallow situation is extremely 
critical. The first point that I would like to make, Senator, about 
that is that hides and tallow, in the beef industry, are so very impor- 
tant that they are quite able to convert the profit into a loss. OPS 
came along many months ago, and without consulting our industry, 
at least without consulting the independent packers, rolled the prices 
back, both on tallow and on hides, very severely, and we considered 
that a violation of the congressional mandate that advisory committees 
of the industry shall be consulted. 

After that, something for which OPS was not responsible took place; 
namely, a change in economic conditions which drove the price of 
tallow and hides down below the ceiling which OPS has fixed, and 
substantially below. 

Senator Bricker. What were those factors? 

Mr. La Ror. Well, they are myriad. When you get into that 
subject, you get into the question of soap manufacture, and the in- 
creased use of detergents. Right now another committee of this 
subcommittee of this committee is hearing all of this under the heading 
of fats and oils, and imports. As I understand it, the State Depart- 
ment is advocating opening the doors wide to the importation of fats 
and oils which would make this economic condition far worse, but 
there has been an enormous increase in the ‘production of these oils, 
and a very great increase in the use of detergents, which are a sub- 
stitute for soap. 

Senator Bricker. Then the use of detergents, made from other 
products, and the increase in the supply of cottonseed oil and soy- 
bean oil, have forced the price of hides and tallows below even the 
low mark that OPS put upon them. 

Mr. La Ror. Yes, sir. 

Senator Bricker. How many below the OPS price? 

Mr. La Roe. I cannot give that to you, but it is substantially 
below. 

Senator Bricker. Does it look as if there is any chance for them 
coming back up? 

Mr. La Ror. I do not see it. I have a letter from Mr. Erikson, 
the price expert for OPS, who frankly admits that difficulty, and says 
that OPS must recalculate its beef prices to make up for this defect. 

Senator Bricker. Did OPS anticipate the drop in price of hides 
and tallow at the time it 
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Mr. La Ror. No, they could not anticipate that any more than 
we could. 

Senator Bricker. Why could you not anticipate? You knew 
what the production would be in this country, did you not, of soy- 
bean oil and of cottonseed. oil? 

Mr. La Ror. Well, neither we nor they could read the future, 
and we were very much shocked when the prices dropped as much 
as they did. 

Senator Bricker. You were caught flatfooted, as well as OPS, 
operating in the dark. 

Mr. La Ror. That is right; we were both taken by surprise by the 
extent of the drop in tallow and hides. 

Senator Brickrr. You mentioned that you went to the depart- 
ment that asks for the names of those who had bought the cattle 
either out of compliance, or at black market prices, ‘and you were 
prohibited from ge ting those by the Department of agriculture rules. 

Mr. La Ror. Yes : they told us at the stockyards, they told my 
client they were sorry they could not give him the names because 
there were rules of the Bureau of Animal Industry of the Department 
of Agriculture, or some other department, that prevented them from 
releasing those names to him. 

Senator Bricker. OPS could get those names. 

Mr. La Rog. I think they can. 

Senator Bricker. The Department of Agriculture has them? 

Mr. La Ror. Yes; they can get them from the Department of 
Agriculture. 

Senator Bricker. I complained that the packers did not give us 
the names of the purchasers, and they said they were preve wnted from 
getting them for the same reason, but it seems to me that the bottom 
of the black market is this sale of the animals either out of compliance 
with prices at the stockyards—— 

Mr. La Ror. I cannot be too critical of OPS for non-enforcement, 
because I do not think it is enforceable. In fact, the enforcement 
officer of OPA, during the last, war, said that he had asked the FBI 
to help beat the black market, and they were not equipped to do it. 
He said that he did not have the staff to do it, and I am not sure the 
whole United States Army could do it. I really and honestly think 
that to defeat the black market is almost administratively impossible. 

Senator Brickrer. They are known to the stockyard people; are 
they not? 

Mr. La Ros. I must say that I do not think OPS is doing along the 
lines of enforcement what it reasonably could. It could do very. much 
more than it is doing, and I understand they are going to try right now 
to do a better job of enforcement, but, honestly, the Vv have not scratched 
the surface, vet. 

Senator Bricker. Are the regulations put in effect by OPA having 
any impact on the packers, the cutting regulations? 

Mr. La Ror. Yes; the cutting regulations have bothered us very 
badly all the way through the previous experience and now. When a 
slaughterer is accustomed, for 50 years, to cut his carcass up in a 
certain way, and then OPS sends him a new chart, which he must fol- 
low, it is vey difficult to do it, and during the last period of price control 
we had the OPS cutting expert come out to St. Louis to—the OPS 
cutting expert who made these rules——demonstrate how the carcass 
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could be cut, and he could not do it himself, in compliance with his 
own rule. 

Senator Bricker. Of course, if they change the cutting program, 
even on the big packers who have a thoroughgoing accounting system, 
it confuses this accounting system until it is practically impossible 
to allocate overhead with any degree of certainty; is it not? 

Mr. La Ror. That complicates it. 

Senator Bricker. That is all. 

Senator Roperrson. Thank you very much. 

The next witness—— 

Senator Dova.as. Just a minute. 

Senator Rosertson. The time allotted for this witness has expired, 
but if you want to ask one question you may do so. 

Senator Doves. You spoke of the recent decline of the price of 
hides and tallow. I have here before me the wholesale price indexes 
of the BLS for hides and skins, and I find that the relative increase 
was from 194.4 in May of 1950 to 318.2 in January of 1951, or an 
increase of 134 points, or over 60 percent within the space of 7 months. 

Now, in view of that 60-percent increase in the space of 7 months, 
and a subsequent decrease of an undetermined amount, because I do 
not have the figures since May, that would not be so very high. 
Obviously, hides and skins et up enormously, and was it not proper 
that there should be a decrease after January? 

Mr. La Ror. My point is ‘thie: We must be taken out of red ink. 
Whether you do it with hides and tallow, whether you do it with beef, 
it is not good for America to have an industry as important as ours in 
red ink, and the situation is bad. 

Senator Capenartr. Will you yield just one moment? 

Has not the price of hides and tallow now gone back down to about 
194? 

Mr. La Ror. It is down. 

Senator CaPEHART. Do you have the figures, Senator Douglas? 

Senator Dovetas. I only have them for May. For May, 293.8, or 
still approximately 100 points, or roughly 53 percent above the M: ay 
of the preceding year. 

Senator CapEHART. What are they today? 

Mr. La Ror. I have the figures in my office. May I submit them 
for the record? 

Senator Caprenarr. Is there anyone in the audience who knows 
what they are today? It is my understanding today that they are 
lower than they were a year ago. 

Mr. La Ror. I do not think that is so, but I will check and advise 
vou. 

Senator Doua.ias. A year ago they were 265. 

Senator Rosertson. The Office of Price Stabilization sent a list to 
Senator Maybank of the committee that was consulted before the 
action on hides and tallow. Without objection, that will be placed 
in the record at this point. 

(The list referred to follows:) 

OFFICE OF PRICE STABILIZATION 
Washington, Bp. 0. Be ptember 12, 1 11, 
Senator Burnet R. MayBAnk, 
Senate Office Building, Washington, D. C. 

My Dear Senator Maysank: Thank you for your letter of Septen 
which vou refer to letters from small meat packers maintaining that th 
of the industry was not consulted by OPS prior to the issuance 
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tallow regulations. In compliance with your request for a list of all industry 
consultations, formal and informal, held by the agency concerning these regula- 
tions, I append below a statement of the meetings which have been held, the 
names of the persons attending, and, in the case of the small packers designation 
to that effect after the name. 

If this does not give you all the information you need, I will be glad to try to 
get more. 

Consultation on hide requlations.—The first record of consultation on the hide 
industry is contained in an ESA press release of January 12, FA-GPR-53. This 
announced an informal meeting of “representatives of the animal hide portion of 
the meat-packing industry and hide brokers and dealers.” 

On January 16 press release BC-GPR-58 announced that the following had 
attended the meeting: 

Ray Paul, Rath Packing Co., Waterloo, Iowa. 
Maurice N. Witt, Swift & Co., Chicago. 

Walter A. Stern, H. Elkan & Co., Chicago. 

William Deevy, Schmoll Fils Deevy, New York. 
Paul Bissenger, Bissenger & Co., San Francisco. 

Carl Weeks, Benjamin Wishner Co., Milwaukee. 
Paul Simons, Simons Hide & Skin Corp., Boston. 
Mortimer Kahn, 8. Sternberg & Co., Ashville. 
Harold Abbott, Consolidated Rendering Co., Boston. 

A large meeting of representatives was held on February 19 and 20, 1951. 
There were 9 packers, 7 dealers, 9 brokers, and 12 tanners invited. Of the 
nine packers, two came from Wilson and Cudahy. Swift and Armour declined 
the invitation to be present. One (Tobin) is a fairly large firm; the others below 
could be described as medium small or small. 

G. L. Childress, Roegelein Provision Co., San Antonio, Tex. 
John A. Heinz, Heinz Riverside Abattoir, Inc., Baltimore, Md. 
Herbert Rumsey, Tobin Packing Co., Albany, N. Y. 

H. W. Jameson, D. Davis Packing Co., Columbus, Ohio 

Tom Carstens, Carstens Packing Co., Tacoma, Wash. 

The next meeting was that of the formalized Industry Advisory Committee 
on June 14. A printed list of the membership of this committee is enclosed with 
notations as to the business and size of each firm. You will note that there are 
four small, three medium, and one large-size packer included. 

Tallow and grease.—There has been only one meeting of the Tallow and Grease 
Advisory Committee, February 28. It was organized in close collaboration with 
the Department of Agriculture. A list of the membership is enclosed again with 
notations as to size and type of business. You will note there are four large, 
five medium, and three small packers included. 

In addition to these meetings there have, of course, been consultations by 
members of the commodity section with individuals. 

With many thanks for vour interest. 

Sincerely, 
CuasE Goins WoopHovwss, 
Office of the Special Assistant to the Director. 


Senator Rorertson. The next witness is Mr. Liljenquist. If you 
will read your statement, we will follow with questions, and that will 
end the hearing for today. 


STATEMENT OF L. BLAINE LILJENQUIST, WESTERN MEAT 
PACKERS ASSOCIATION, INC. 


Mr. Litsenquist. Thank you, Mr. Chairman and members of the 
committee. 

With respect to the price of tallow, which you were discussing a 
moment ago, I might say that during the OPA the price was about 8%, 
cents a pound, and today the price is between 7 and 8 cents a pound. 
So, compared to World War II, when price controls were in effect, 
the tallow price is way down, as you can see. The OPS ceiling price 
on tallow is 15 cents a pound. 
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Senator Caprenart. It is 15, and selling today for between 7 and 8 
cents a pound? 

Mr. Litsenquist. Yes. 

Senator Capenart. The ceiling price is 15, but it is actually selling 
at 7 to 8 cents a pound? 

Mr. Litsenqutist. In that neighborhood, yes. 

Senator Bricker. What was the price when the roll-back order 
went on? ' 

Mr. Lityenevist. At the time the OPS roll-back went into effect 
the market price was around 18 or 19 cents a pound. 

Senator Dova.as. The actual price? 

Mr. Litsenqutst. The actual price, the selling price. It was rolled 
back to 15, and since that time it has dropped down to less than what 
the price was under OPA. 

Senator Rospertson. About 2 weeks ago the vice president of 
Swift & Co., one of the larger slaughterers, told me the drop in price 
of hide and tallow was causing a loss to his company depending on the 
size of the carcass between $6 and $7.50 a carcass, and had wiped out 
their fair margin of profit. 

Mr. Litsenquist. That is true, too, for the packers which I repre- 
sent. 

The Western States Meat Packers Association is a trade association 
of independent meat-packing companies in the Rocky Mountain and 
Pacific Coast States. Mr. E. F. Forbes of San Francisco is president 
and general manager, and I serve as the association’s Washington 
representative. 

Our members are doing their best to help stabilize the economy, 
but if they are to continue to remain in business and make their con- 
tribution to the mobilization program of this Nation it is necessary 
that certain safeguards be made so that they may be permitted to 
remain in business. 

The Office of Price Stabilization has a tremendous task in adminis- 
tering price controls in the meat industry. Many individuals believe 
the task is utterly impossible. Man-made controls just cannot suc- 
cessfully replace the law of demand and supply in a field as complex 
as that of the meat industry. 

We have seen that OPA in World War II created many distortions 
in the processing and distribution of meat so that packers in various 
parts of the country were constantly suffering because of price 
“squeezes” thrust upon them by the Government. 

Recognizing that the industry needed protection from the actions 
of OPA, the C ongress in World War II passed what was known as 
the Barkley- Bates amendment, which required that the OPA in its 
administration of price controls in the meat industry would have to 
permit a profit on each species of livestock. 

Up until the Barkley-Bates amendment, OPA had permitted an 
over-all industry-wide profit in its regulations for meat packers, but 
not a profit on each species. 

The operations of meat packers differ widely from one company 
to another. Many packers slaughter hogs only; others only cattle or 
sheep. Other packers slaughter more than one species of livestock, 
but may concentrate on one species and slaughter only a few head 
of the others. When the Government steps in to eliminate the law 
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of demand and supply and substitutes man-made controls, it becomes 
necessary that an industry-wide profit be assured for the slaughter 
of each species. If this is not done, the distribution pattern of meat 
breaks down, as the slaughter of the unprofitable species in inspected 
plants is curtailed and the meat from these species finds its way into 
the black market. 

The livestock and meat industry knows that black markets in meat 
will surely occur unless Congress includes in the Defense Production 
Act a provision making it mandatory that OPS, if it controls meat 
prices, must do so in such a manner as to permit a profit in the in- 
dustry for each species of livestock. 

The Wherry-Cole amendment, requiring OPS to allow a profit on 
each species, similar to the Barkley-Bates amendment of World War 
II, was passed by the Senate this year but rejected by the House, 
and did not become part of the Defense Production Act of 1950 as 
amended August 1, 1951. 

Fortunately, other protection about equally as good is contained 
in the Capehart amendment, which is now a part of the Defense 
Production Act of 1950, as amended. 

It is the sincere belief of the Western States Meat Packers that the 
Capehart amendment should not be modified. It represents an 
honest and sincere expression of the Congress that appropriate ad- 
ditional costs of manufacturing up to July 26, 1951, should be 
allowed in pricing goods. 

If we are to continue to be a powerful Nation, it is fundamental 
that industry and business must be permitted to make a fair profit. 
The Capehart amendment instructs the Office of Price Stabilization 
to allow fair profits. 

We cannot fail to observe that in England the margin of profit, as 
regulated by the British Government, was reduced to a point where 
business and industry could not continue to operate. As a result, it 
became necessary for the British Government to take over manage- 
ment and ownership of industry. Thus we see that, where a fair 
profit is not allowed, the door is opened for the socialization of busi- 
ness and industry. We do not want that to happen here. 

[t will probably be impossible to meet the tremendous tax obliga- 
tion in America to finance defense production on a pay-as-we-go basis 
unless the Capehart amendment stays in the law. It is fair and 
equitable, and in our opinion should not be changed. 

Already complaints from the meat packers are growing in volume, 
protesting that regulations promulgated by the Office of Price Stabili- 
zation, together with increased cost and the tightening supply of fed 
cattle arising because of the OPS roll-backs, has resulted in a “squeeze”’ 
on the necessary operating margins, especially in the pork and_ beef 
departments. Losses are becoming so severe that many packers 
are being forced to either drastically curtail or suspend their opera- 
tions altogether. As you probably know, two meat-packing firms in 
Cleveland had to close down the beginning of this week. 

These developments emphasize the importance of maintaining the 
Capehart amendment in the Defense Production Act. If not, many 
meat packers will soon be faced with the alternative of choosing 
between bankruptcy or the black market. 

Notwithstanding the record number of cattle on ranches and farms, 
beef in commercial channels, due to unworkable OPS controls, is in 
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short supply. The requirements of the Armed Forces are not being 
satisfactorily met and increasing maldistribution of meat is just a 
forerunner of more serious trouble in the future. The meat industry 
has no confidence that price controls under OPS will be any more 
successful than they were under OPA. Consequently, the industry 
can only look to Congress to provide protection. The Capehart 
amendment does not by itself mean that OPS meat controls will 
succeed, but it does mean that the OPS must give the packers an 
opportunity to make a profit and remain in business. 

The meat mdustry has often pointed out that meat price controls 
will not work, but if the administration is determined to keep such 

controls the safeguards provided by the Capehart amendment must 
be retained. It is the only protection we have in the law that in any 
way guarantees us our cost plus a reasonable profit. Without this 
amendment we have no protection. For these reasons we favor the 
continuation of the Capehart amendment in its present form. 

Senator Roserrson. The Chair recognizes the Senator from Illinois 
for 10 minutes. 

Senator Dougias. Again I want to make it clear that I would not 
have asked these questions had it not been for the fact that this line 
of questioning was pursued by my good friend from Indiana when 
examining the witnesses yesterday and today. 

May I ask if you have cleared your statement with the directors 
of your organization? 

Mr. Litsgenquisr. Senator Douglas, the directors of the Western 
States Meat Packers Association had their last board meeting on 
September 7 in San Francisco, and at that time they discussed this 
situation, and directed that I appear for the association, if possible 
before your committee, and present our arguments in favor of the 
Capehart amendment. 

Senator Doveias. Have you cleared your statement with the 
directors of your organization? 

Mr. L ILJENQUIST. Due to the shortage of time that was involved, 
the association has not yet seen my statement. 

Senator DovuGuas. So this is your statement? 

Mr. Litsenquist. This is my statement. 

Senator DovaGtias. 1 again continue this line of questioning, 
although I personally do not think it should be carried out; because the 
Senator from Indiana began it, may I ask if you are a certified public 
accountant? 

Senator Carenart. I think it is perfectly proper, Senator. I think 
the committee is entitled to know when a witness comes before them 
whom he is, who he represents, what his background is, and his ex- 
perience for testifving. I think that is perfectiy proper, and I want 
to congratulate you, Senator, for asking the question. 

Senator Dovetas. I do not fee: I should be congratulated. 

Senator Capgenart. I know the Senator is doing it simply because 
he would like to embarrass me. I am not easily embarrassed. I 
notice the Senator went completely out of his way to give his reason 
for doing it. It is perfectly all right with me. I believe m the 
principle, and I shall continue to use it, and had I been called upon 
first, 1 would have asked the witness the same questions that you did. 

Mr. Litsenaquist. Senator Douglas, I am not a certified public 
accountant. 
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Senator CapeHart. Let me ask this question. 

Senator Ropertrson. Just a minute. This is Senator Douglas’ 
time. 

Senator Capenart. Do you feel that a witness is justified in coming 
before the committee and stating that the Congress of the United 
States is penetrating a fraud upon the American people? 

Senator Doveuas. I want to say I am not ac. p. a., either, and I 
doubt whether there are any c. p. a.’s in the Senate, so far as I know. 
You are not a certified public accountant? 

Mr. Litsenquist. No, sir; Senator Douglas. By traming I am an 
agricultural economist. 

Senator Dovuatas. Have you studied the Maybank amendment? 

Mr. Litsenquist. 1 am familiar with it, Senator. I am not an 
expert on it. 

Senator Doveias. Have you compared the Maybank amendment 
and the Capehart amendment? 

Mr. Litsenquist. As I understand it, the Capehart amendment is 
more inclusive, in the costs which can be added in calculating the price 
of manufactured products. 

Senator Dove.as. It requires the allocation of overhead and in- 
direct labor, advertising expense, to each individual product. Is that 
not true? 

Mr. Litsenquist. Yes, sir. 

Senator Doveias. Whereas the Maybank amendment provides 
that these factors may be taken into account, but does not require 
any precise unit allocation. 

Mr. Litsenquist. That is my understanding. 

Senator Doucuas. Which of those two do you think is preferable? 

Mr. Livsenquist. Well, from an industry point of view, Senator 
Douglas, businessmen would tend to favor, I believe—and that is 
true in the case of my packers—they would tend to favor a formula 
which would assure them of all of their costs of producing goods. 

Senator Doucias. From an accountant’s standpoint, do you think 
that is possible? 

Mr. Litsenquist. I understand there is a good deal of controversy 
as to whether or not the Capehart amendment can feasibly be ad- 
ministered. 

Senator Doveias. How many products will your packing houses 
turn out? 

Mr. Linsenquist. The packers which I represent are small inde- 
pendent packers. They do not have the volume and variety of goods 
that the large national companies have. 

Senator Doucias. Even so, you will have 50 or 60 individual 
products? 

Mr. Linsenquist. Oh, yes. 

Senator Doveias. How can you allocate overhead as between 
pigskins, for instance, and pork chops, or between hog bristles and 
pork roast? 

Mr. Litsenaquist. I do not know that the accounting peovle in this 
country have reached a satisfactory conclusion to that. It might 
vary from one accountant to another. 

Senator Doveras. Do you think they will ever reach a satisfactory 
conclusion? 

Mr. Litsenquist. They might arrive at a distribution of that over- 
head. I would say it would likely. be somewhat arbitrary. 
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Senator Douauias. Yet the Capehart amendment requires this be 
done by every individual plant or every individual product for each 
item of expense, whether specifically incurred in the production of the 
product in question or not, is that not true? 

Mr. Litvsenaquist. I believe that is true, Senator. 

Senator Doveuas. Do you think that is enforceable? Can that 
be carried out by the accountants for a given firm? 

Mr. Litsenquist. Our industry takes the position that price 
controls, in total, in the meat industry, are unenforceable. 

Senator Doveuas. In other words, you would like to abolish all 
price controls? 

Mr. Litsenquist. We feel that is desirable for a strong America, to 
abolish price controls, particularly in the meat industry. 

Senator Douaias. And you favor the Capehart amendment, 
because it is the nearest approach to the abolition of price controls 
that vou can get? 

Mr. Litsenquist. No; Senator. I think we can sincerely say that 
our members are interested in stabilizing prices. They want to help. 
At. the same time, they appreciate that in order for us to remain in 
business and continue to produce, we have got to show a profit. We 
cannot pay the tax obligation, which is required in this mobilization 
program, if we do not have a profit. 

We feel that OPS could pitch into this problem, and could help 
solve it, so that the Capehart amendment could work in practice. 

Senator DoveGias. You think the Capehart amendment would 
work, despite the fact vou cannot allocate costs? 

Mr. Linsenquist. There would be many difficulties to overcome. 
[ have no doubt of that, and perhaps, if the Congress prefers to make 
some modifications in it—we would want to take a reasonable course. 
We do not want to stand in the way of doing the right thing. 

Senator Douaias. You are not concerned about the wording of the 
Capehart amendment? Would you object to substituting the May- 
bank amendment, which merely makes the Capehart amendment 
administratively workable? 

Mr. Litsenquist. If that is the completely true situation, we could 
go with that, | think. What we are fearful of is that the Adminis- 
tration in administering the Maybank amendment, since it gives them 
more leeway than the Capehart amendment, would not give us 
proper protection. 

Senator Rospertson. The Chair recognizes the Senator from 
Indiana for 10 minutes. 

Senator Capenarr. I would like to ask you a few questions about 
this allocation of costs. 

OPS, under the regulations, has permitted the increased cost of 
direct labor and materials, and in doing that they have set up a 
formula, and the formula was quite simple. In the case of direct 
labor, it simply said that if your labor were $1,000 a week, making 100 
items, and your labor has increased to $1,200 a week, an additional 
$200, you distribute that in direct proportion to your net sales on 
your respective hundred items, which is very simple. OPS is using 
it at the moment. 

In permitting the increase in price of materials, they adopted the 
same formula. All one has to do is get the regulations and read them, 
and you will find the formula is in them. 
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The Capehart amendment added, in addition to materials and direct 

labor, other costs. Let us take, as an example, the added administra- 
tive costs, meaning that if the seller’s administrative costs—and that 
is very simple for anybody to ascertain—he knows exactly how much 
his administrative costs have gone up. If they were running $1,000 a 
week, or $10,000, or $1 million, and they went up 10 percent, he simply 
allocated, or distributed that additional 10- -percent increase on the 
basis of the net sales of the respective items that he was selling, whether 
it be one, or whether it be $400,000, just exactly as OPS is doing in 
respect to material costs and direct labor. 

Of course, the hardest problem to allocate costs in a factory are 
materials and direct labor, and there is nothing in the Capehart 
amendment requiring that they go down a fraction of a percent. 
The Capehart amendment makes it mandatory that the President 
allow those costs, both in rolling prices back, and in permitting them 
to go forward, if they are reasonable and not excessive. If they 
are, then he can disallow them. 

All OPS had to do was extend the same formula for increases in 
office expenses, increases 1n indirect labor, use exactly the same formula 
they have been using on materials and direct labor. That is all they 
had to do. Now, they do not want to do it, and the reason they do 
not want to do it is because they just do not want to allow those in- 
creases in costs to sellers in the United States, and not because it is 
not workable. 

There is not any question, of course, but what it would throw more 
work upon OPS. There is no question about that, but we must keep 
in mind that price controls may well be with us for 5 vears, and we 
ought to set it up on the basis that it is fair and equitable to permit 
industry to operate in a normal way during this so-called emergency 
period. 

This matter of allocating the 400,000 items is to use the exact same 
formula by which you allocate materials, as they are now doing, or to 
allocate direct labor costs which they are doing at the moment under 
their own OPS regulation. 

The additional costs that would be permitted over what OPS was 
doing, in the Capehart amendment, are the easiest sort of costs to 
allocate. In many instances they may not have gone up at all. 

Now, the big argument they use against it, of course, is that as 
production increases, your overhead and administrative costs go 
down in percentage. That is very understandable. That is a hundred 
percent correct. ‘But the thing that they forget is that they use the 
figures on how much profit industry has ms ade i in the last 2 or 3 years, 
and fail to recognize that this law is going to be in effect for the next 
year, 2 years, or 3 years. They themselves, the Government, are 
reducing and actually making it impossible for anybody to increase 
his production, because they are reducing the manufacture of all 
civilian goods in the United States that use steel, copper, aluminum, 
and other short materials that are needed by the military. They are 
reducing their production 60 percent on automobiles, others 50 percent, 
and some 40 percent, and therefore industry has not a Chinaman’s 
chance to reduce these items that the Capehart amendment would 
permit them to use, these cost items, in increasing their price. They 
cannot possibly reduce their overhead, or those expenses. It just 
‘annot possibly be done. 
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I think possibly in the last 2 years they could have absorbed most 
of them, except in the packing industry, because there the margin of 
profit has always been small. I think many industries could have 
absorbed them in the last 2 years; but they cannot do it in the next 
2 years, because they are not going to be permitted by their Govern- 
ment to increase production. In fact, their own Government is 
going to be requiring them by law to reduce production and one of 
the things we put into the Capehart amendment was that regardless 
of what happe ns to costs, whether they go down as a result of increase 
in production, or go up as a result of bad management, regardless of 
how costs may increase, they cannot use them after July 26 for 
increasing their price. 

Senator Ropertson. The Chair recognizes the Senator from Ohio. 

Senator Bricker. agi costs are just as real as direct costs 

Mr. Linsenaquist. Yes, si 

Senator Bricker. The a of a sales manager, or the wages of a 
stenographer are just as real as the wages paid to a laborer in the 
plant. 

Mr. Liwsenquist. That is true. 

Senator Bricker. And if there is an increase in those it enters into 
the cost of your product just the same as material and direct wages. 
Can you see it is any more diffie ult to alloc ‘ate the indirect costs, the 
stenogrs vpher’ s salary, the sales manager’s salary, than the direct cost 
of labor? f 

Mr. Litsenquist. Our people view that in the same way that 
Senator Capehart has expressed it, that it may be a difficuilt thing to 
do, but it can be done, and will be done if the amendment is allowed to 
remain as it is in the Defense Production Act, and if it is administered 
by the OPS. 

Senator Bricker. If it is not done, under any amendment or any 
law, profits will be squeezed, will they not, and the inevitable result 
will be that the high-cost producer will be out of business? 

Mr. Litsenquist. That is true; and while the Defense Production 
Act of 1950 requires that OPS shall establish programs which will be 
fair and equitable, we now find that our members in the packing 
industry are suffering severe losses. A packer called me from Idaho 
this week telling me that even if he could buy his cattle in compliance 
with the OPS regulation, he would still lose $8.50 on every steer he 
slaughters. That is why we are so tremendously interested in this 
Capehart amendment. We feel that it would require OPS to stand 
up to its responsibility and permit our industry to go along and make a 
fair profit, and stay in business. 

Senator Bricker. If you were not permitted to consider the 
increase in indirect labor, management, stenographers, office clerks 
and the like, the inevitable tendency will be to increase direct labor 
costs, and hold down the indirect labor costs. 

Mr. Livsenaquist. That is right; and we can see nothing unfair 
about permitting those indirect costs to be utilized in pricing goods. 

Senator Bricker. If the Capehart nt is repealed, and 
the Maybank amendment substituted for it, if justice is to be done, 
and if the packing industry is to continue "tess and prosperous, so 
they can pay taxes, and that is the primary interest at the present 
time because of the war program, it will be necessary to do under the 
Maybank amendment what the Capehart amendment requires, will 
it not? 
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Mr. Litsenquist. We would think so; yes. 

Senator Bricker. If it is not done, you will have turmoil, and 
losses, and people going out of business more than you have at the 
present time. 

Mr. Litsenquist. That is our view. 

Senator Rospertson. Thank you very much. 

That concludes the hearings for today. 

Those who want to know more about the Capehart amendment 
before we resume hearings at 10 o’clock Monday can listen in at 
10 p. m. Sunday evening on a broadcasting station when we will hea: 
the Senator from Indiana, Mr. Capehart, explain his amendment. 

Monday we have some very important witnesses. They represent 
the Manufacturing Chemists Association, who claim that they have 
suffered badly under price control. The American Meat Institute, 
the National Farmers Union, the York Corp. of York, Pa., Machinery 
and Allied Products, and the NAM. That is all we can hear on 
Monday. 

On ‘Tuesday we have the National Cotton Council, Institute of 
American Poultry, Congress of Industrial Organizations, National 
Milk Producers Association, National Cotton Council. That is all 
we can hear on Tuesday. 

The full committee meets on Thursday. 

On Wednesday the subcommittee will meet to decide what its 
report will be. I do not see how we can have any hearings and also 
make our report by Thursday morning to the full committee. 

Senator Bricker. I thought the committee decided to have hear- 
ings yesterday, today, and Monday, Tuesday, and Wednesday. 

Senator Ropertrson. The Chair understood we would have them 
yesterday and today, Monday and Tuesday, and leave Wednesday to 
decide on our report. 

Senator Bricker. Have we applications for hearing testimony on 
Wednesday? 

Senator Rospertson. We have several applications. 

If the majority of the.committee wants to have hearings on 
Wednesday, I will notify —— 

Senator Bricker. I think that everybody who wants to be heard 
ought to be heard, Senator. 

Senator Roserrson. The Chair would like to hear everybody who 
wants to be heard. We could spend 2 months in doing that. In 
the meantime, Congress would be over, with no action taken. No 
witness should assume, since we have lived with this problem since 
June 1950, that we know nothing about it. The only thing they can 
tell us is what they individually think about the Capehart amend- 
ment. They cannot tell us anything new. 

Senator Bricker. The President assumed we did not know what 
we were doing. I frankly think we did, I know I did, and I think 
that they ought to be given a chance to be heard on Wednesday. 
It was my definite understanding. 

Senator Rospertson. Do you want to make that motion? 

Senator Bricker. | will so move. 

Senator Ropertson. It has been moved that the subcommittee 
hold hearings on Wednesday. All in favor of that signify by saying 
‘“‘Ave.”’ Opposed? 

The ayes have it. 

(Whereupon, at 11:55 a. m., the subcommittee recessed until 10 
a.m., Monday, September 17, 1951.) 
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MONDAY, SEPTEMBER 17, 1951 


Unirep Srares SENATE, 
SPECIAL SUBCOMMITTEE OF THE COMMITTEI 
ON BANKING AND CURRENCY, 
Wash ington, D. ¢. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
Room 457, Senate Office Building, Senator William G. Benton presid- 
ing. 

Present: Senators Benton and Bricker. 

Senator Benron. We shall open our hearings this morning with Mr. 
Sargent. 

Senator Bricker is expected. Senator Robertson and Senator 
Sparkman are unfortunately out of town. I have just had word 
from Senator Bricker asking us to proceed. 


STATEMENT OF JOHN A. SARGENT ON BEHALF OF MANUFACTUR- 
ING CHEMISTS’ ASSOCIATION, INC 


Senator Benton. Mr. Sargent, will you identify yourself, and 
proceed with your testimony? 

Mr. Sarcent. Yes,sir. MvynameisJohn A. Sargent. [am execu- 
tive vice president of the Diamond Alkali Co. of Cleveland, Ohio 
am appearing here today as the representative of the Manufacturing 

Chemists’ Association, Inc., in response to the invitation contained 
in vour letter of September 10, 1951. 

The Manufacturing Chemists’ Association, Inc., is a trade : 
tion consisting of 121 member companies, all manufacturing chemi 
companies, large and small, which account in the aggregate for approxi- 
mately 90 percent of the chemicals produced in the United States. 
We have a vital interest in the legislation that is before you, and we 
welcome the opportunity which you have extended to us, to present 
our views here tod ay. 

In the interest of brevity, ] have summarized our sulimitted state- 
ment to some extent in order to try to get within the 10-minute allow- 
ance that vou have given us. 

Senator Benton. You Mean over and above this statement you 
have here? 

Mr. Sarcent. IT have summarized it to some extent, omitting 
parts of it. 

Senator Benron. We shall include the entire statement in the 
record, 

Does your Manufacturing Chemists’ Association include al) the 
big manuf: acturers of chemicals? 
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Mr. Sarcent. We represent 90 percent of the chemicals produced in 
this country. 

Senator Benron. So you have, as your members, du Pont, Mon- 
santo, and so on? 

Mr. Sarcent. That is right, we have both large and small, 
member companies, al] manufacturing chemists. 

Senator Benron. How big a percentage of the business is done by 
the five biggest companies out of your membership of 121? 

Mr. SarGent. I cannot give you those statistics, sir. 

Senator Benton. Go ahead with your summary. 

Mr. Sarcenv. | think that it will be helpful in discussing the bill 
that is before you, 5. 2092, to review briefly the background of the 
price-coptrol situation as it exists at the present time. 

After the outbreak of the fighting in Korea, Congress enacted the 
Defense Production Act of 1950, and the President established the 
Office of Price Stabilization. 

The first broad price-control regulation issued by the Office of Price 
Stabilization (OPS) was the general ceiling price regulation, commonly 
referred toas GCPR. This regulation, issued January 26, 1951, fixed 
as ceiling prices the prices prevailing December 19, 1950, to Januar y 25, 
1951. 

The next major development in the manufacturing field was the 
issuance of Ceiling Price: Regulation 22, commonly referred to as 
CPR 22. Its stated purpose was to permit certain price increases in 
the case of manufacturers who prior to GCPR had not increased their 
prices to reflect direct cost increases since Korea, and on the other 
hand to roll back prices which had been increased more than was 
necessary to reflect such cost increases. Under CPR 22 a manufac- 
turer establishes his ceiling price by adding to, or subtracting from, 
his highest price ‘in any one of the four quarters preceding Korea 
increases or decreases in his direct labor costs up to March 15, 1951, 
and increases or decreases in most material costs up to December 31, 
1950, and others up to March 15, 1951. 

Subsequent to CPR 22, many supplementary regulations, inter- 
pretations and amendments were issued in order to make CPR 22 
more workable by meeting the special needs of different industries, 
including the chemical industry. But because of anticipated roll- 
backs under CPR 22, the fact that ceiling prices established there- 
under did not reflect any increases in indirect costs and took into 
account increases in direct costs only to December 31, 1950, for 
materials and March 15, 1951, for labor, and the fact that labor and 
other costs were nevertheless continuing to increase, sentiment had 
grown throughout the country and in Congress that it was basically 
unfair to compel manufacturers to absorb such cost increases. 

Thus, at the time Congress was considering the 1951 amendments 
to the Defense Production Act, both GCPR and CPR 22 and various 
supplementary regulations, interpretations, and amendments had 
been issued a: d were in existence. The ceiling prices of some manu- 
facturers were established by GCPR, and of others by CPR 22 and 
related regulations, and the need for correcting the inequities of the 
OPS regulations was widely recognized. 

It seems to us quite clear that Congress, by the 1951 amendments, 
did not intend to disturb these existing price regulations except. to 
require further cost adjustments to be added to the ceiling prices 
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established under such regulations. The legislative history of 
paragraph (4) of section 401 (d) of the Defense Production Act as 
amended—namely, the Capehart amendment, makes it plain that 
Congress intended to permit a manufacturer to make the following 
ae adjustments: 

) Adjustments to cover changes in direct labor and material 
ae which occurred after the March 15, 1951, and December 31, 
1950, cut-off dates established by CPR 22, but before July 26, 1951; 
and (2) adjustments to take into account cost changes in indirect 
items not previously allowed by OPS in the CPR 22 computations. 

Put another way, in response to the widespread belief that manu- 
facturers should not be required to absorb increased costs, it was the 
intent of Congress to liberalize the existing situation of manufacturers. 
Most assuredly it was not the intent of Congress to deprive manu- 
facturers of such limited rights of recovering their increased costs as 
they then had. 

In our judgment, enactment of bill S. 2092 which is currently before 
you would make it possible, with the sanction of Congress, for the law 
to be administered in such a way as to take away from a manufac- 
turer, not only the rights he has under the Capehart amendment, but 
also many of the rights he had prior to that amendment. The end 
result would be a worsening of his situation and not even the mainte- 
nance of the status quo. The proposed legislation, therefore, can in 
no sense be termed a mere clartfication of the Capehart amendment. 
Actually, it is a basic change in the congressional intent that lay 
behind that amendment. 

The principal differences between the Capehart amendment and the 
proposed bill are as follows: 

The Capehart amendment permits an individual manufacturer, who 
is subject to a ceiling price under existing regulations, to have his 
ceiling price on a particular product adjusted upon his own applica- 
tion to reflect the specified cost increases or decreases. Bill S. 2092, 
if enacted, would kill this right of the individual manufacturer. As a 
result OPS could, by simply not issuing new regulations, ignore the 
provisions for additional cost adjustments. 

Further, the Capehart amendment permits OPS to establish ceiling 
prices under a new regulation provided those prices also reflect the 
specified cost adjustments. Bull S. 2092, by continuing this authority 
of OPS but at the same time killing the right of the individual manu- 
facturer to make such cost adjustments to his existing ceiling prices, 
would provide congressional sanction for the issuance of a regulation 
defeating the intention of the Capehart amendment. By setting up 
entirely different methods of cost computations and by omitting many 
of the rights of manufacturers under existing regulations, OPS could 
make it practically impossible for manufacturers to obtain any benefit 
from the Capehart cost adjustments. Indeed, OPS could, in many 
cases, force greater roll-backs than under existing regulations. 

This is not just scare talk. On Friday, September 7, 1951, the 
OPS issued a press release, OPS-GPR 838, regarding a meeting be- 
tween representatives of OPS and an industry advisory committee at 
which a tentative draft of a new manufacturers pricing regulation 
prepared by OPS was discussed. This tentative regulation, in our 
opinion, is contrary to the spirit and intent of the Capehart amend- 
ment. But, significantly, it would come squarely within the provi- 
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sions of the proposed bill. While this tentative regulation woul 
ostensibly permit manufacturers to include Capehart cost adjustments 
in their new ceiling prices computed thereunder, it would actually do 
these things: 

1. Deprive manufacturers of their present right to select any one of 
the four quarters prior to Korea as their base period for figuring their 
price ceilings. 

2. Deprive manufacturers of their present right to select any one of 
four methods of calculating their increased cost of materials. 

3. Deprive manufacturers of their present right to preserve their 
own previously existing price relationships among their own products. 

4. Deprive chemical manufacturers of their present right to take 
into account as direct costs the added costs of maintenance materials. 

5. Deprive manufacturers of their present right to compute ceilings 
on the basis of prices which had been announced before Korea but 
which, because of previous contracts, could not be made effective until 
shortly after Korea. 

Furthermore, the entirely different method of computing costs pro- 
vided under the tentative regulation for overhead costs would, under 
many circumstances, lead to absurd results. To illustrate, some man- 
ufacturers would find their ceiling prices cut back because they had 
boosted production as a part of their fight against inflation. This 
would be true even though they are actually paying out more moneys 
because of higher rates for materials, wages, salaries, and services, 

Manufacturers will long remember the confusion and involved 
computations that came with CPR 22. However, this tremendous 
volume of work is at last behind us. Now OPS indicates it wants 
to issue a new regulation, bringing back more of the same confusion 
and calling for entirely new computations, with loss of the work that 
has been done. 

This, in our opinion, can be avoided. All OPS has to do to put 
the Capehart provisions into effect is to issue a simple amendment to 
existing regulations, without changing the basic methods of computing 
cost increases and price adjustments. Contrary to statements which 
have been made, such an amendment could be written so as to keep 
administration simple. 

For the foregoing reasons, the chemical industry wants to go on 
record before this committee as strongly opposing Senate bill 2092. 

We know vour committee is aware that the chemical industry 1s 
currently under tension because of the greatest expansion program in 
its history. Capital expenditures for new chemical facilities in the 
years 1952 through 1955 have been estimated at 4 billion dollars. A 
large part of this expansion is in support of rearmament. The pro- 
gram will be almost entirely financed by private capital. This 
means that the industry and its investors are wagering large sums 
on the future. Moreover, the financing of the greater portion of 
this expansion is yet to be arranged. 

The successful financing and completion of this gigantic program ts 
of utmost importance, not only to the current rearmament effort, but 
also to the long-term economy of the country. Those who are 
responsible for financing large construction projects are already 
restricted by laws which limit their profits, such as the excess profits 
tax and Renegotiation Act. Needed construction programs should 
not be subjected to further risks and ‘uncertainties inherent in a 
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price regulation that does not insure the recovery of all legitimate 
increases In costs. 

It was the intention of Congress, when it enacted the Capehart 
amendment, to give assurance to manufacturers. Since doubt has 
been expressed by OPS as to the exact intention Congress had in mind, 
the chemical industry respectfully requests that, instead of further 
consideration of S. 2092, the following sentence be added at the end of 
paragraph 4 of section 402 (d) of the Defense Production Act as 
heretofore amended: 

It is the intention of Congress that regulations issued prior to the effective date 
of the Defense Production Act amendments of 1951 (7 p. m., July 31, 1951) shall 
be amended so as to permit adjustments of the ceiling price for any product estab- 
lished thereunder to reflect the increases or decreases in cost, resulting from 
changes in labor rates and salaries, material prices, and all other costs enumerated 
above, and occurring subsequent to the applicable base period under such regul 

ns and prior to July 26, 1951, whenever any person subject to such ceiling ‘shall 
make application therefore. 

Again, let me say how grateful I am for this opportunity to present 
to you the views of the Manufacturing Chemists’ Association. 

Senator Benton. Thank you, Mr. Sargent. 

In your last paragraph you bring into focus, I think, the testimony 
of Mr. Wilson and Mr. Johnston, and others, that it is impossible for 
them, in their judgment, to administer a provision permitting adjust- 
ments of the ceiling price for any product. 

How many products does the Diamond Alkali make? 

Mr. Sarcentr. We manufacture some 150 to 200 different products, 
and subdivisions thereof. 

Senator Benton. How many products would you say the Monsanto 
Chemical Co. makes? 

Mr. Sarcent. I would say it probably runs into thousands 

Senator Benron. There you have the dilemma of the adminis- 
trators. Mr. DiSalle submitted letters from top accounting firms 
as to the impossibility, as they see it, of taking your products, your 
150 products, product by product, + Monsanto’s products, thousands 
of them, product by product, cn cabin adjustments of the ceiling 
prices applied to increases in cost. 

It has been testified before this committee that all the accountants 
in the United States could not make the necessary calculations. Do 
you want to comment further on that? 

Mr. SarGcent. I would be delighted to, Senator. 

On the contrary, I think the OPS themselves are to be compli- 
mented in framing a regulation in CPR 22 which was extremely 
flexible, and which, although it raised great consternation in industry 
when it was first issued, finally was worked out with amendments 
thereto, and so forth, so it was a workable regulation which permitted 
flexibility between products, but prevented a manufacturer from goug- 
ing the public by putting in tremendous increases. He could only 
recover cost increases. He could average them, he could change the 
ratios, and keep his products in proper relationship, but he could not 
make exorbitant profits by boosting prices. 

Now, that procedure was worked out, we went through the me- 
chanics, the accounting mechanics of making our calculations under 
it. We all learned what it was about, and we were about to put it 
into effect, and except for the fact that it omitted certain costs which 
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are inherent in doing business, and which are particularly important 
to the chemical industry, it was perfectly workable. I think their 
own regulation refutes their statements that it would not be possible to 
regulate prices under the Capehart amendment, for all it would take 
is a simple adjustment in that regulation extending the dates, and 
using the same method of calculating indirect cost as is used to calcu- 
late direct cost. 

Senator Benton. If I may correct you, it is my understanding that 
Mr. Wilson testified he needs S. 2092, to which you have just taken 
exception, in order to put CPR 22 into effect. 

Mr. SarGcent. On the contrary, he did not need it when it was to 
be put into effect, and it was only postponed because the price reg- 
ulation law was held up—TI think it was scheduled to go into effect 
on July 2—and I never heard anybody having been on one of the 
committees—in the industry advisory committees in the OPS—I never 
heard the sentiment expressed in those meetings that CPR 22 w " 
anything but a very workable law. It just became unworkable, 
think, due to a desire to administer it in a different way. 

Senator Benton. I am glad to have your testimony that you think 
CPR 22 is satisfactory, and the question therefore to be clarified 
before the committee is under what circumstances is it possible to put 
the CPR 22 into effect? Do you agree that that is the basic question” 

Mr. Sarcent. That is the basic question. 

Senator Bricker. Is it any more difficult for industry to allocate 
indirect costs than direct costs of labor and materials? 

Mr. SarGent. No, sir; it is a perfectly normal accounting function 
that we all work on every day, and consider. 

Senator Bricker. It goes on in your own industry? 

Mr. SarGent. It goes on constantly, and, as a matter of fact, 
under one of the amendments to Regulation 22, with respect to 
maintenance materials, and so forth, for the chemical industry, we 
actually were instructed as to how to do that, and it would be a very 
simple matter to take the difference in costs of salaries and wages, 
and so forth, and determine the difference between the base period 
and July 26, 1951, and apply that to your ceiling prices. 

It is exactly the same technique that was developed under Regula- 
tion 22, and, as a matter of fact, I dare say every chemical company, 
and every other manufacturing company has already done it just 
to see where they would come out. 

Senator Bricker. If they have not done it, they will be out of 
business before long. 

Mr. SarGcent. That is right. 

Senator Bricker. You have got to keep your costs allocated, just 
the same as direct labor costs. 

Mr. Sarcent. It is particularly important, Senator, in the chem- 
ical industry. I do not think it is generally recognized that the 
chemical industry represents one of the heaviest investment capital 
ratios in relation to sales dollar of any industry in the United States. 
It takes, in our heavier portions of our industry, $3 of investment to 
produce $1 of sales. Now, that is heavier than the steel industry, 
and many others that are popularly known as basic industry, and 
therefore these indirect costs are tremendous, with us. They are our 
big costs. That jis our entire business, to recover our indirect 
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costs, our overhead costs, and to make a return which will justify 
investment, and if we are in the position of having uncertainty about 
recovering those costs, and we are faced with this tremendous program, 
it will be very difficult to finance it. Our profit is already restricted, 
as we said in the statement, by other means, and we do not believe— 

Senator Bricker. That is the proper means to restrict profits, 
anyway—taxes and renegotiation of war contracts. 

Mr. SarGent. It is just compounding uncertainties if we cannot 
feel, and if our investors cannot feel thay they can get back legitimate 
increases in costs. 

Senator Bricker. It would not be any more difficult for your in- 
dustry, or business generally, in my judgment, to administer CPR 22 
if you had to give credit for increases and decreases in indirect costs 
than it would be if you are limited to direct costs. 

Mr. Sarcent. Absolutely none, sir. It is a perfectly normal ac- 
counting function, which we must be aware of constantly. 

Senator Bricker. I cannot for the life of me see what the Adminis- 
trator and Mr. Wilson and Mr. Johnston are talking about. It seems 
to me to be part of the same process and program. They are talking 
about Congress not knowing what they did, which is perfectly absurd. 
We have had testimony from basic industries in the whole war program 
that that is just as easy to administer under the bill as it would be 
under the amendment submitted by Mr. Wilson. 

Mr. Sarcent. I think their own acts and statements prior to the 
issuance of the Capehart amendment support that fully. 

Senator Bricker. Mr. Johnston, I think, testified it would take all 
the accountants in the United States to administer this law. Do you 
see any sense to that statement? 

Mr. SarGent. No, sir. I will admit that when we first were con- 
fronted with Regulation 22, it looked like a tremendous burden, but 
like many of those things, once we got into it and got it worked out, 
it became simple, and routine, and now that we have learned those 
techniques, and go through those calculations, and spend hours and 
hours working out the procedure, it is relatively simple to change some 
of the factors, and incorporate, or take out various factors and adjust 
it so that it can be administered under the Capehart amendment, in 
our opinion, with great simplicity. 

Senator Bricker. In other words, it would be just about as easy 
to administer CPR 22 under the Capehart amendment as it would 
be without it. 

Mr. SARGENT. Yes, sir. 

Senator Bricker. One more question: Just what would be the 
effect of this amendment you suggest on the last page of your state- 
ment? Does it just clarify the intent of Congress? 

Mr. SarGent. That is the fundamental objective. It is our obser- 
vation that the OPS have felt, to some extent, that they have a man- 
date to squeeze profits, and not, as is evidenced by the fact that they 
did not include in their cost adjustments under Regulation 22 many 
indirect items, and even maintenance materials, and so forth, and 
labor, which are of tremendous importance to any heavy industry. 

It runs all through the regulations—that belief that their mandate - 
is to have some part in profit regulation instead of price regulation, 
and it is our feeling that it would clarify the thing greatly if that 
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belief could be eliminated, and if they could understand that the 
Price Control Act is justifiably a price-control act and not a profit- 
control act or a profit-squeezing act. 

Senator Benton. Mr. Sargent, I hope before you return to Cleve- 
land you will stop in at the OPS and clear up one difference between 
you and me, as I understand your testimony. 

My impression is that what the OPS now wants is the authority to 
reinstate CPR 22; that they get this authority by repealing the 
Capehart amendment; that under the Capehart amendment it is 
impossible for them, as their counsel interpreted the amendment, to 
reinstate CPR 22. 

The regulation that vou want, which you say is workable and can 
be applied under the Capehart amendment, is the very regulation 
they do not put into effect because of the old law being changed. 

Now, that is a very serious flaw in vour testimony, and a difference 
in understanding between you and me, and I hope before you go back 
to Cleveland you will stop by down there and find out whether you are 
right, because in my mind your testimony is completely contradictory. 

Mr. DiSalle testified he wanted CPR 22, an over-all blanket regu- 
lation, until the OPS had time to work out more carefully tailored—he 
used the word ‘‘tailored’’—regulations, applied to some industries 
where CPR 22 needed to be redone and revamped. 

Now, it is my understanding that CPR 22 is what they are after. 
What they are afraid of is the problem of having to take your 150 
items, or Monsanto’s many thousands of items, with these thousands 
of accountants described by Eric Johnston, and try to keep up with 
the often perfectly legitimate changes in methods worked out by cost 
accountants on allocating overhead costs, and so forth. 

In other words, the more you sell an item, the bigger the demand 
for an item is and the more you sell that item, the more a cost account- 
ant can determine how to allocate overhe: id and indirect costs against 
that item, so your item which becomes in greatest demand and is 
easiest to sell can of course be made to absorb the greatest part of 
overhead costs. 

Is the total volume of the chemical industry ahead of a year ago? 

Mr. SARGENT. Yes; it is. 

Senator Brickrr. Just a question before you go on from that 
assumption, Mr. Chairman. 

The same thing could be done with direct cost; could it not? 

Mr. Sarcent. That is what I was going to say in answer to the 
Senator. 

The Regulation 22 depends, to a large degree, on maintaining exist- 
ing accounting practice, the same accounting practice that has been 
used in the past by industry, and it can be very quickly examined to 
see if somebody is so-called jiggling the figures dishonestly. It would 
be a violation of Regulation 22 to show abnormal amounts of over- 
head on a fast-moving item in order to relieve a slow-moving item. 
That fear is merely a fear that there will be cheaters, and I do not 
believe the regulations are written with that in mind. 

If | may say so, Senator, I think from what [ have seen of Mr. 
DiSalle’s testimony, and what I have observed in the OPS, when they 
say they want to establish CPR 22, and that they are prevented from 
doing it under the Capehart amendment, what they are saying in 
effect is that they wish to establish CPR 22 as it previously was, 
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leaving out legitimate cost items, such as overhead. Your sales 
expense is Just as much an expense as buying steel or raw material, and 
they want to establish CPR 22 as it was, and the »y do not want to put 
into it the increased costs that should legitimately have been in it in 
the first place, and thereby use it as a profit-squeezing medium, and 
when they say that they cannot establish CPR 22 under the Capehart 
amendment, they are right, when it applied to the CPR 22 which 
existed 3 months ago, but a very simple amendment to CPR 22, using 
the same principles, would certainly be a practical matter, and | think 
even they would admit it. 

Senator Benton. You have made your testimony more clear to me 
with that last comment. That is, of course, the problem of opening 
up the door on these questions of intricate cost accounting. There 
are 17 different legitimate methods, I am told, approved by top 
accountants, for allocating overhead and indirect expenses. With 
the ingenuity of the businessmen under the Capehart amendment, 
I believe there will be 1,700 within the next 6 to 12 months. That is 
the problem foreseen by Mr. Wilson and Mr. Johnston, at least from 
their standpoint, which makes them object to this amendment 

Senator Bricker. But the same objection could run against the 
allocation of direct costs. 

Mr. Sarcent. I would say that manufacturers could misallocate 
direct costs, transportation costs, and anything else, dishonestly. 

Senator Brenton. I take exception to the word ‘‘dishonest.”’ 
These accountants are not going to risk their integrity 

Mr. Sarcent. It could be dishonest if they changed their practice 
in order to obtain benefit under an existing regulation by adeallioe at- 
ing ove thead on a basis that they have not been traditionally doing, 
and CPR 22 specifies that you should allocate charges, and there are 
many, many under the old CPR 22—many chances to jiggle your 
figures to your own benefit if vou did not follow aac accounting 
procedures and historical procedures, but those ways of getting 
around—and I think they are dishonest ways of getting around any 
regulation. 

Senator Benton. I think we could have a paradise for accountants 
here. There might be some dishonesty, there probably would be, 
because your accountants on company payrolls often get way ahead 
of the certified accountants. I have had much experience with 
changes from year to year in methods of allocating overhead and 
costs in dealing with the income-tax returns that do not impinge in 
any sense on the honesty of the firm or integrity of the accountants. 
You have changed conditions, and have a legitimate claim against 
the Treasury Department or the OPS for a change in method. 

Mr. SarGent. But the Treasury Department, upon examination, 
does not allow such changes when they are for the sole benefit of 
saving taxes, and the OPS could use the same criteria that the Treas- 
ury Department has so effectively used. 

Senator Benron. Even the Treasury claims it is short of account- 
ants to check it up. In the OPS you have an administrative problem. 

We are very grateful to you, Mr. Sargent, and I would not pass on 
to the next witness except that we only have the morning, and we 
have three witnesses waiting. 

(Mr. Sargent’s prepared statement follows: ) 
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STATEMENT OF JoHN A. SARGENT ON BEHALF OF MANUFACTURING CHEMISTs’ 
AssociaTion, Inc. 


My name is John A. Sargent. I am executive vice president of the Diamond 
Alkali Co. of Cleveland, Ohio. I am appearing here today as the representative 
of the Manufacturing Chemists’ Association, Inc., in response to the invitation 
contained in your letter of September 10, 1951. 

First, a brief word concerning the organization which I represent. The Manu- 
facturing Chemists’ Association, Inc., is a trade association consisting of 121 
member companies, As the name of the association implies, our member com- 
panies are all manufacturing chemists—companies, large and small, which ac- 
count in the aggregate for approximately 90 percent of the chemicals produced in 
the United States. We have a vital interest in the legislation that is before you, 
and we welcome the opportunity which you have extended to us to present our 
views here today. 

I think that it will be helpful, in discussing the bill that is before you (S. 2092), 
to review briefly the background of the price-control situation as it exists at the 
present time. 

After the outbreak of the fighting in Korea, Congress enacted the Defense 
Production Act of 1950, and the President established the Office of Price Stabili- 
zation. 

The first broad price-control regulation issued by the Office of Price Stabiliza- 
tion (OPS) was the General Ceiling Price Regulation, commonly referred to as 
GCPR. This regulation, issued January 26, 1951, fixed as ceiling prices the 
prices prevailing December 19, 1950-January 25, 1951. 

The next major development in the manufacturing field was the issuance of 
Ceiling Price Regulation 22, commonly referred to as CPR 22. The stated 
purpose of CPR 22 was to permit certain price increases in the case of manu- 
facturers who prior to GCPR had not increased their prices to reflect direct cost 
increases since Korea, and, on the other hand, to roll back prices which had been 
increased more than was necessary to reflect such cost increases. Under CPR 22 
a manufacturer established his ceiling price by adding to, or subtracting from, his 
highest price in any one of the four quarters preceding Korea, increases or decreases 
in his direct labor costs up to March 15, 1951, and increases or decreases in most 
material costs up to December 31, 1950, and others up to March 15, 1951. 

Subsequent to CPR 22, many supplementary regulations, interpretations, and 
amendments were issued in order to make CPR 22 more workable by meeting 
the special needs of different industries, including the chemical industry. But, 
because of anticipated roll-backs under CPR 22, the fact that ceiling prices estab- 
lished thereunder did not reflect any increases in indirect costs and took into 
account increases in direct costs only to December 31, 1951, for materials and 
March 15, 1951, for labor, and the fact that labor and other costs were neverthe- 
less continuing to increase, sentiment had grown throughout the country and in 
Congress that it was basically unfair to compel manufacturers to absorb such 
cost increases. 

Thus, at the time Congress was considerin’: the 1951 amendments to the 
Defense Production Act, both GCPR and CPR 22 and various supplementary 
regulations, interpretations, and amendments had been issued and were in 
existence. The ceiling prices of some manufacturers were established by GCPR, 
and of others by CPR 22 and related regulations, and the need for correcting the 
inequities of the OPS regulations was widely recognized. 

It seems to us quite clear that Congress, by the 1951 amendments, did not intend 
to disturb these existing price regulations except to require further cost adjust- 
ments to be added to the ceiling prices established under such regulations. Tne 
legislative history of paragraph (4) of section 401 (d) of the Defense Production 
Act as amended—namely, the Capehart amendment—makes it plain tnat Con- 
gress intended to permit a manufacturer to make the following additional adjust- 
ments: (1) adjustments to cover changes in direct labor and material costs which 
occurred after the March 15, 1951, and December 31, 1950, cut-off dates estab- 
lished by CPR 22, but before July 26, 1951; and (2) adjustments to take into 
account cost changes in indirect items not previously allowed by OPS in the CPR 
22 computations. 

Put another way. in response to the widespread belief that manufacturers 
should not be reqvired to absorb increased costs, it was the intent of Congress 
to liberalize the existing situation of manufacturers. Most assuredly it was not 
the intent of Congress to deprive manufacturers of such limited rights of recovering 
their increased costs as they then had. 
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In our judgment, enactment of bill S. 2092, which is currently before you, 
would make it possible, with the sanction of Congress, for the law to be adminis- 
tered in such a way as to take away from a manufacturer not only the rights he 
has under the Capehart amendment but also many of the rights he had prior to 
thet amendment. ‘The end result would be a worsening of his situation and not 
even the maintenance of the status quo. The proposed legislation,therefore, 
can in no sense be termed a mere clarification of the Capehart amendment. 
Actually, it is a basic change in the congressional intent that lay behind that 
amendment. 

The principal differences between the Capehart amendment and the proposed 
bill are as follows: 

The Capehart amendment permits an individual manufacturer, who is subject 
to a ceiling price under existing regulations, to have his ceiling price on a particular 
product adjusted upon his own application to reflect the specified cost increases or 
decreases. Bill S. 2092, if enacted, would kill this right of the individual manu- 
facturer. As a result, OPS could, by simply not issuing new regulations, ignore 
the provisions for additional cost adjustments. 

Further, the Capehart amendment permits OPS to establish ceiling prices under 
a new regulation, provided those prices also reflect the specified cost adjustments. 
Bill S. 2092, by continuing this authority of OPS but at the same time killing the 
right of the individual manufacturer to make such cost adjustments to his existing 
ceiling prices, would provide congressional sanction for the issuance of a regulation 
defeating the intention of the Capehart amendment. By setting up entirely 
different methods of cost computations and by omitting many of the rights of 
manufacturers under existing regulations, OPS could make it practically impossible 
for manufacturers to obtain any benefit from the Capehart cost adjustments. 
Indeed, OPS could, in many cases, force greater roll-backs than under existing 
regulations. 

This is not just scare talk. On Friday, September 7, 1951, the OPS issued a 
press release, OPS-GPR 838, regarding a meeting between representatives of OPS 
and an industry advisory committee at which a tentative draft of a new manufac- 
turers’ pricing regulation prepared by OPS was discussed. This tentative regula- 
tion, in our opinion, is contrary to the spirit and intent of the Capehart amend- 
ment. But, significantly, it would come squarely within the provisions of the 
proposed bill. While this tentative regulation would ostensibly permit manu- 
facturers to include Capehart cost adjustments in their new ceiling prices com- 
puted thereunder, it would actually do these things: 

1. Deprive manufacturers of their present right to select any one of the 
four quarters prior to Korea as their base period for figuring their price 
ceilings. 

2. Deprive manufacturers of their present right to select any one of four 
methods of calculating their increased cost of materials. 

3. Deprive manufacturers of their present right to preserve their own 
previously existing price relationships among their own products. 

4. Deprive chemical manufacturers of their present right to take into 
account as direct costs the added costs of maintenance materials. 

5. Deprive manufacturers of their present right to compute ceilings on 
the basis of prices which had been announced before Korea but which, 
because of previous contracts, could not be made effective until shortly after 
Korea. 

Furthermore, the entirely different method of computing costs provided under 
the tentative regulation for overhead costs would, under many circumstances, 
lead to absurd results. To illustrate, some manufacturers would find their ceiling 
prices cut. back because they had boosted production as a part of their fight 
against inflation. This would be true even though they are actually paying out 
more money because of higher rates for materials, wages, salaries, and services. 

Manufacturers will long remember the confusion and involved computations 
that came with CPR 22. However, this tremendous volume of work is at last 
behind us. Now OPS indicates it wants to issue a new regulation, bringing back 
more of the same confusion and calling for entirely new computations, with loss 
of the work that has been done. 

This can be avoided. All OPS has to do to put the Capehart provisions into 
effect is to issue a simple amendment to existing regulations, without changing 
the basic methods of computing cost increases and price adjustments. Contrary 
to statements which have been made, such an amendment could be written so as 
to keep administration simple. 
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For the foregoing reasons, the chemical industry wants to go on record befor: 
this committee as strongly opposing Senate bill 2092. 

We know your committee is aware that the chemical industry is currently under 
tension because of the greatest expansion program in its history. Capital expend- 
itures for new chemical facilities in the years 1952 through 1955 have bee: 
estimated at 4 billion dollars. A large part of this expansion is in support of 
rearmament. The program will be almost entirely financed by private capital 
This means that the industry and its investors are wagering large sums on the 
future. Moreover, the financing of the greater portion of this expansion is vet 
to be arranged. 

The successful financing and completion of this gigantic program is of utmos 
importance not only to the current rearmament effort but also to the long-ter: 
economy of the country. Those who are responsible for financing large con- 
struction projects are already restricted by laws which limit their profits, such 
as the excess-profits tax and Renegotiation Act. Needed construction progran 
should not be subjected to further risks and uncertainties inherent in a pri: 
regulation that does not insure the recovery of all legitimate increases in costs. 

It was the intention of Congress, when it enacted the Capehart amendment 
to give assurance to manufacturers. Since doubt has been expressed by OPS as 
to the exact intention Congress had in mind, the chemical industry respectfully 
requests that, instead of further consideration of S. 2092, the following sentence 
be added at the end of paragraph 4 of section 402 (d) of the Defense Productio 
Act as heretofore amended: 

“Tt is the intention of Congress that regulations issued prior to the effective 
date of the Defense Production Act Amendments of 1951 (7 PM, July 31 
1951) shall be amended so as to permit adjustments of the ceiling price for 
any product established thereunder to reflect the increases or decreases in 
cost, resulting from changes in labor rates and salaries, material prices, and 
all other costs enumerated above, and occurring subsequent to the applicab| 
base period under such regulations and prior to July 26, 1951, whenever any 
person subject to such ceiling shall make application therefor.” 

Again, let me say how grateful I am for this opportunity to present to you the 
views of the Manufacturing Chemists’ Association. 


Senator Benron. Mr. Baker, legislative secretary of the National 
Farmers Union, is the next witness. 
Will you proceed, Mr. Baker. 


STATEMENT OF JOHN A. BAKER, LEGISLATIVE SECRETARY, 
NATIONAL FARMERS UNION 


Mr. Baker. Mr. Chairman, I have a brief statement here to submit 
for the record, and I would like to make a brief oral statement on what 
the current situation looks like to us. 

With your permission, we will put this prepared statement in the 
record, and then I will discuss corollary matters orally. 

Senator Benton. May I correct the heading of your statement 
There are three proposals before the committee. One would be the 
repeal of the Capehart amendment, which would put us back under 
the law where we were last year; second would be the acceptance of 
the Capehart amendment, maintaining it as it is as a part of the law; 
and a third would be the substitution of S. 2092. Your headline does 
not make clear whether you are advocating the repeal of the Capehart 
amendment or whether you are advocating the substitution of S. 2092. 
Mr. Wilson and Mr. Johnston advocate repeal of the Capehart amend- 
ment, but stated that S. 2092 is the minimum under which they think 
they can operate. 

Mr. Baker. We favor the repeal, Mr. Chairman. 

Senator Benton. S. 2092 is an in-between position, 

Mr. Baker. I see, 
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Prices that farmers have received have been droppin 
months. 

Senator Benron. Are vou reading? 

Mr. Baker. No, sir; this is an oral statement. 

Senator Benton. We will put the statement in the record, 
mav summerize it. 

The statement referred to follows:) 


r for the past 6 


STATEMENT OF JOHN A. BAKER, LEGISLATIVE St 
NATIONAL FARMERS UNION 


Farmers Union urges the repeal of the so-called Capehart amend 
Defense Production Act. The Capehart amendment provides that special 
of a cunningly designed form of legalized inflation shall accrue té 
Only monopolistic industry stands to gain from such legis! 

, our Nation may be severely injured 

Che position of Farmers Union on inflation control is rea 
statement adopted unanimously by the executive committe 
in Denver, Colo. 

Farmers Union recommends the elimination of all of 
after the first sentence. 


RESOLUTION ON INFLATION-DEFLATION 
Adopted by Executive Committee, National Farmer 


Farmers Union believes that the economy of the f1 
States should be ce veloped and geared to the pro 
expanding abundance. The modern highly 
lelicately beleneed mechenism end its parts 
nomic system works rather well when all of 
iployed using the most highly developed tech 
of the goods produced can be purchased wit! 
production. 
llowever, in some pe riods, such as the deeade 
flow to consumers as rapidly as goods are pro 
r periods, such as during World War IT, the ine 
r owners of productive resources receive incr 
goods that ean be purchased with that income 
! iced goods is pulle | out of the flow to consumer 
nto military use. 
The basie fact of inflation is the so-called inflation 
amount by which earned incomes exceed the net valu 
available for purchase by consumers. Because the economy 
tilt the total amount of goods produced usually increases rather 
to previous periods. But since a certain share of the produ¢ 
able for consumer purchases, the real level of living of the 
as it would be if all of the goods were available to them. 
of goods taken out exceeds the increase in production the 
income must fall. 
Regardless of what financial or statistical manipulation ngag 
not escape paying this cost in the vear in which it is incurred. The arg 
over taxation policies, credit and monetary policies, and price- and wage 
policies are arguments over who in the economy is to pay this cost and 
proportion to others in the economy. 
There are basically five different ways by which the cost resulting from dives 
of produced goods from consumer channels may be absorbed by t! 
1. Inflation.—This method allows prices and wages to rise to th 
the increased cost of the items that can be purchased just equals the 1 
available to consumers. By this method groups with relatively fix 
a very heavy share of the extra cost, while the lower-incom 
required to spend a greater share of their incomes for immediat> 
a relatively heavier share of the cost than the higher-income gr: 
2. Taration.—By this method the Government collects 
cost of the expenditures on the goods taken out of consumer 
method the cost is levied on different people in accordance t 
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and kinds of taxes used. If the bulk of the taxes is collected through graduated 

rsonal and corporation income taxes, inheritance taxes, and excise taxes o) 
uxuries the cost is borne by different people in a rough correspondence to their 
ability to pay. A retail sales tax or a general transaction tax, on the other hand. 
would cause low-income people to absorb proportionately more of a burden. 

3. Savings.——If the people will put into savings an amount of income equivalent 
to the value of the goods that are taken out of consumer channels, that amoun 
of purchasing power is saved or deferred to another day and does not have a: 
inflationary effect in the current period. Obviously the people who save must 
forego expenditures to the amount of the required savings. 

4. Credit restrictions.—In normal periods a considerable amount of purchasing 
power is derived from borrowed funds. For temporary periods this added pur 
chasing power can be dried up by credit restrictions which reduce the amount o! 
credit outstanding. However, once outstanding credit balances are reduced th: 
continuation of credit restrictions bas no further deflatiorary effect, althoug! 
relaxation of the restrictions would, of course, be inflationary. 

5. Wage and price control.—When prices start up they cause a rise in the cost 
of living which in turn requires laborers to demand and be able to obtain higher 
wages which in turn increase the cost of production of commodities. Prices and 
wage controls are used to try to hold the economy steady during times of scare 
buyings and in the periods when increased taxation, greater savings, and credit 
restrictions fail to take hold and stop inflation. Even though taxes and savings 
were increased sufficiently over a vear’s time to take up the inflationary gap, th 
balance between increased income and decreased flow of goods to const mers would 
vary from week to week and from month to month. This causes recurring infla- 
tionary surges. Wage and price controls are necessary supplements to increased 
taxes, savings, and credit restrictions in an inflationary siti ation. 

Farmers Union’s position on inflation control is solidly based upon our under 
standing of these economic facts. The Farmers Union anti-inflation program calls 
for all four of these anti-inflationary devices: Increased progressive taxation, a 
plan for income deferment based upon the income taxation principle, selective 
credit restrictions, and an honest genuine wage- and price-control system. 

The executive committee of the National Farmers Union commends President 
Patton and his staff for their efforts to bring about the enactment of legislation 
and promulgation of administrative rulings that would put the Farmers Union 
antiinflationary program into operation. We view with considerable misgivings 
the failure of both the executive and the legislative branches of the Federal Gov- 
ernment to adopt this program. 

In the economic stabilization program adopted under the Defense Production 
Act of 1950, jawbone inflation which characterized the last half of 1950 was re- 
placed by the built-in legalized inflation that characterized the manufacturers’ 
general price regulation. Amendments to the proposed Defense Production Act 
of 1951 recently adopted by the Senate and the House of Representatives go eve: 
further in the direction of legalized inflation. In its failure to provide for in- 
creased taxes in the amount of $15 billion, being content with less than half this 
much, the House of Representatives has demonstrated a desire to have about half 
of the increased cost of the mobilization program levied in accordance with ability 
to pay with the other half of the cost levied, through inflation, most heavily upon 
those who are least able to pay. We urge that the Senate enact tax-increase 
legislation that will bring in increased taxes of at least $15 billion. 

No group but Farmers Union has recommended the use of a progressive system 
of income deferments to absorb that part of the inflationary gap not absorbed by 
increased taxes. We urge that such a system be adopted at once. 

We are meeting at a time when the final outcome of taxation and wage- and 
price-control legislation is uncertain. However, there is every indication that 
taxes will not be raised enough that no income deferment plan will be put into 
effect and that the so-called wage- and price-control provisions of the Defense 
Production Act will be in fact a system of legalized inflation. 

The result of this combination of circumstances will be extremely painful to 
people of fixed incomes and will result in family farmers being subjected again 
rather soon to the old familiar squeeze between rising costs and falling incomes. 

The ‘cost plus 85 percent profit’ price-ceiling amendment adopted by the 
House and later rejected would have insured a continued rise in the prices of 
manufactured products, as will many of the weakening amendments that were 
adopted. This price rise will, of course, bring about an increase in the farm pro- 
duction expenses and family living costs. These higher prices for manufactured 
commodities will also absorb urban purchasing power which will have a tendencs 
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to reduce the consumer demand for and the price of the products that farmers 
have to sell, particularly in view of the present prospects for a total farm produc- 
tion considerably above any previous year. The result will, of course, be that the 
parity index of the things farmers buy for production and family living will con- 
tinue to rise, while farm commodity prices fall to support levels. 

We view with alarm the fact that farmers are facing a period when agriculture 
will be suffering the ills of deflation compounded with the costs of inflation in the 
rest of the economy. 

We therefore urge that our officials make every effort to bring about the enact- 
ment of the 100 percent of parity price-support bill, with coverage of all bona 
fide farm commodities. If farm prices do not fall below parity, these programs 
would not have to be used, but with all other prices rising and prices of farm 
commodities falling, family farmers would be required to assume too great a 
financial sacrifice, particularly in view of the magnificent response they 
making to the Government’s pleas for increased production this year. 

If Congress should adjourn (1) without enacting tax legislation providing for 
sufficient increased revenue to balance the Federal budget, (2) without providing 
the executive branch with appropriate authority to establish and operate adequate 
and honest credit restriction and wage and price controls, or (3) without taking 
the flexing provisions out of the present farm price-support laws, we urge the 
President to call a special session of the Congress to be devoted to those highly 
important matters. 


are 


Mr. Baker. Part of the necessary background on which this matter 
should be considered is that prices represented by farmers have been 
dropping each month for the last 6 months. At that same time, retail 
prices consumers have to pay for food have not dropped. ‘Those are 
two very important facts for vour consideration. What it means is 
that the so-called margin—the part of the consumer's dollar that 
processors and distributing agents may have been increasing, and the 
return to farmers has been dropping. The drop in farm prices has 
not resulted in any relief for consumers. 

During that same 6 months when prices that farmers received have 
been dropping, the prices that they have to pay for production items 
and for family living goods have been increasing, since February 15, 
by six points. 

Statements in the public newspapers recently indicate that we may 
reach a defense spending rate of about $4 billion per month. Evi- 
dence is multiplying, it seems to me, which indicates that we are not 
now planning a high enough peak defense expe nditure to meet what 
seems to be the developing ‘world situation. That is purely a guess or 
surmise on my part, but it appears, just from an intelligent reading of 
the newspapers, that it is going to be necessary to make a bigger de- 
fense effort than we now have in the blueprint stage. In other words, 
we are going to have to spend more than that $4 billion per month, 
and remembering that every $500 million, or every billion more per 
week that we spend for defense is an addition on top of an already 
taut economy. 

Senator Benton. Your point would be that even if you may not 
be right on this guess, there is a sufficiently good chance that you 
may be right so that Congress should now give adequate power to 
administrative officers to protect the American people against the 
consequences. 

Mr. Baker. Exactly. Thank you, sir; that is exactly my thought. 

Attached to the brief statement we submitted is a resolution of the 
executive committee of the Farmers Union on the inflation program. 
You can read that, and I will not take up the time of the committee 
even to summarize it. 
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I might say that we consider price and wage control to be one of 
the necessary devises, one of the necessary measures that must be 
included in an adequate inflation control program. 

To prevent the development of creeping legalized inflation, we think 
the solution in this price-control matter 1s an immediate retail freeze, 
a freeze of retail prices, and just simply say they are not going to rise 
any more, put a complete stop on the rising of retail prices. Then 
let the remainder of the economy adjust to that. That is the way— 
inflation means that prices are rising. The way to prevent inflation 
is to stop that rise of retail prices, where it hits the defense program, 
and where it hits the consumer. 

To accomplish that, in legislative language, it appears that what 
needs to be done is to eliminate all of paragraph 402 (d) (4), except 
the first sentence, and to eliminate all of paragraph 402 (c). That 
is the so-called Capehart amendment, I believe, and the Herlong 
amendment. 

That is all of my oral statement, Senator. I would be glad to 
answer questions. 

Senator Benrox. How many members do you have, Mr. Baker? 

Mr. Baxer. We have something less than 500,000 family members. 

Senator Benron. Senator Bricker. 

Senator Bricker. You mentioned that family prices have gone 
down, and consumer prices have not followed. What is the reason 
for it? 

Mr. Baker. Broadening of the processor’s take, broadening of the 
wholesaler’s take and retailer’s take. 

Senator Bricker. You mean they are taking more profits? 

Mr. Baker. I am told that the dollar profits are rising; ves, sir. 

Senator Bricker. OPS, at the present time, could keep those prices 
down, could they not, under either the old or new law? 

Mr. Baker. Under the Herlong amendment all of the expenses, 
including entertairment expense accounts for representatives, must be 
included in customary margins. 

Senator Bricker. They cut out any unreasonable expenses. 

Mr. Baker. The language, I believe, sir, says ‘‘customary margins.” 

Senator Bricker. Wht has that to do with entertainment expense? 

Mr. Baker. They were formerly included in those, and will continue 
to be included in the months ahead. What that language does, when 
they say the take has been 10 percent, and the base price rises, then 
the 10 percent becomes that many more dollars. 

What it does is give everybody that is involved in the processing 
and marketing of these commodities, a percentage take in increased 
inflation. In other words, if you can push inflation along by an extra 
20 percent, I will get 20 percent of it put in my pocket. 

Senator Benron. Senator Bricker has also suggested that costs have 
gone up, not just profits. There is no doubt that the costs of these 
processors have been rising. 

Mr. Baker. That is why the 10 percent also gets larger; ves, sir. 

Senator Benton. The costs go up, and the percentage of profit 
margin stays the same, which adds further to the price. 

Mr. Baker. That is right. 

Senator Bricker. You mention that monopolistic industry stands 
to gain from such legislation. What do you designate as monopoly 
industry? 
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Mr. Baker. The generally accepted definition, Senator. 

Senator Bricker. A specific instance. 

Mr. Baker. In any case where control over supply provides a 
certain amount of control over price. 

Senator Bricker. Now, what are some instances of that? 

Mr. Baker. Oh, I would say steel, farm implements, farm machin- 
ery manufacturers. An instance was presented before another hearing 
by a Congressman the other day, in which he said 80 percent of baler 
twine to supply the United States is controlled by only two 
manufacturers. 

Senator Bricker. Is there collusion between them? 

Mr. Baker. That I do not know, sir; he did not testify on that. 

Senator Bricker. You are only taking his testimony? 

Mr. Baker. That is right. 

Senator Bricker. You have no instance of your own in which vou 
know there is monopolistic control over either supply or prices? 

Mr. Baker. There are many published hearings, sir, and qualified 
studies 

Senator Bricker. What instances do you have? 

Mr. Baker. | personally have not investigated it. 

Senator Bricker. Thank vou. 

Senator Benton. Your point, Mr. Baker, is that manufacturers 
and retailers traditionally, and I think quite properly during normal 
times, expect their profit margin to remain more or less constant and 
to vary against the cost. Automobile dealers are accustomed to 
getting 25 percent on the sale price of the automobile, whether it 


sells at $1,000, $2,000, or $3,000, to use that as an example, and 
course, this means that in abnormal times when it is frozen bv law 


, of 
you add the 25 percent to the added cost? 

Mr. Baker. That is right. 

Senator Benton. To conclude vour testimony, would I be correct 
in stating that first vou advocate repeal of the Capehart amendment, 
but if it is not repealed, you then advocate S. 2092, the minimum 
requirements under which Mr. Wilson says he would be able to operate? 

Mr. Baker. That is correct; ves, sir. 

Senator Bricker. You have no additional argument except those 
vou have already presented to us in regard to the Capehart amend- 
ment, do you? 

Mr. Baker. We consider—as a matter of fact, we do not support 
either the type of price control exercised under the manufacturers’ 
general price regulation, nor that in the Capehart amendment 

We look on both of those as being legalized inflation, because they 
clo allow 

Senator Bricker. The Capehart amendment would modify CPR 22 
to a degree. 

Mr. Baker. The Capehart amendment, as I analyze it, is consid- 
erably worse than its predecessors, the manufacturers’ general 85 
percent profit-plus-cost operation the way it was the first 6 months of 
1951. 

I might add there, if it is not imposing on the committee, that as 
our executive committee stated it, the last 6 months of 1950, we had 
juwbone-inflation control. People were talking, but there was no 
inflation control at all. 

Senator Bricker. What did vou call it? 
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Mr. Baker. Jawbone, 
Then along in January or February of 1951, the OPS put in this 
legalized inflation involved in the manufacturers 
Senator Benton. Is that one of Mr. Patton’s phrases, that ‘“jaw- 
bone inflat‘on’’? 
Mr. Baker. I do not know who invented that, but it could well be. 
Senator Brenton. It sounds like him. 
Mr. Baker. We tried to talk it out, and actually you notice 
better than I do what happened to prices. 
Senator Benron. It is a pretty accurate phrase describing where 
we were last fall. 
We are grateful to you, Mr. Baker, and I congratulate you on your 
conciseness, and the clarity with which you present your testimony. 
Please give my best to Mr. Patton, too, if that is his phrase; wi 
think it is a pretty good one. 
Mr. Lauer, will you take the witness stand? 








STATEMENT OF STEWART E. LAUER, PRESIDENT, YORK CORP. 


Mr. Laver. Thank you, Mr. Chairman. I have made a simple, 
brief statement here from the standpoint of a businessman. | 
represent myself and my company. I would like to read it, but | 
would like to ask you first, Senator, whether it is permissible to use 
some exhibits to illustrate one part of my statement? 

Senator Benvon. It is not only permissible, but we are grateful to 
you for taking the trouble to prepare them. 

Mr. Laver. The exhibit is pertinent to the discussion, and applies 
to my company. 

Senator Benron. We shall be glad to see them. I notice in the 
first paragraph you do not tell us what kind of company the York 
Corp. is, and I hope you will explain what type of business you are in 
You are manifestly a large company with 5,000 people. I should know, 
1 am sure, 

Mr. Laver. We manufacture refrigeration and air conditioners 
About 40 percent of our business is in long-term contracts, which are 
more difficult than fast turn-over production. 

Senator Brenvon. Installation of air conditioning? 

Mr. Lauer. And refrigeration. 

Senator Benvron. Do you have a brand of refrigerator? 

Mr. Laver. We have no refrigerator. We are in the commercial 
refrigerating business, above the level of size of the household refrigera- 
tor. 

Senator Benron. We shall be glad to see your exhibits. Is it a 
privately owned company? 

Mr. Laver. No, it is publicly owned. We have about 6,000 stock- 
holders. 

My name is Stewart E. Lauer. I ami president of the York Corp. 
of York, Pa., having an employment of about 5,000 people in shops 
and offices, including our field force. I am appearing today on behalf 
of myself and of the corporation which I represent. 

[ appreciate this opportunity to give your committee my views 
with respect to the proposed amendment 5. 2092. 

My great eoneern today is the fact that the proposed amendment 
2092 could and no doubt would nullify the relief afforded business 
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in the Capehart amendment presently in the Defense Production 
Act of 1950, as amended. The Capehart amendment seemed to me 
to give a reasonable break to both consumer and producer. 

In using the word “relief” in the Capehart amendment, I draw 
comparison with the two major regulations, CPR-22 and CPR-30, 
imposed by OPS under the 1950 act, under which ceiling prices for 
the vast majority of products and systems manufactured by our 
company, were to be established. 

As you gentlemen know, these two regulations adopted the prin- 
ciple of a return to pre-Korean price levels adjusted for certain 
material and labor costs which occurred since the Korean outbreak. 
It was the exclusion of certain important costs under these two regu- 
lations which would have worked a terriffic hardship on industry in 
general, and many companies in particular. I refer to companies 
whose products and services are highly technical, resulting in a 
heavy commercial overhead, including such items as research, engi- 
neering, and expense related to contracting and distribution. All of 
these were excluded. Our company falls in that category. 

This concern on my part must have been shared by many Members 
of Congress when they adopted the so-called “‘stopgap”’ legislation on 
June 30, na my om was prohibited from placing into effect roll-backs 
prior to ‘July 1951. 

While the C ah aus amendment leaves a few things to be desired, 
it does provide for the inclusion of all costs except those which could 
be fairly construed as very unreasonable, possibly unusual or 
nonrecurring. 

Now, for reasons best known to its sponsors, amendment S. 2092 
proposes to take that minimum protection away from industry and 
restore broad discretionary powers to the President, through which 
he may determine whether or not prices may be permitted to include 
increased cost of administration, transportation, interest, and many 
other items. The President can, if he elects, give back to OPS the 
powers they had prior to the passage of the Defense Produc ‘tion Act 
of 1950, as amended, when they imposed regulations CPR-22, CPR 
30, and similar restrictions. 

It seems eminently unfair to me that any single administrative 
agency should be placed in a position to contravene the intent of 
Congress, as expressed by the Capehart amendment. 

To emphasize again that my concern in this matter is far from 
imaginary, permit me to take a few minutes to show you some exhibits 
that were prepared by our company to illustrate the trend of the net 
results had the original OPS Regulations CPR-22 and CPR-30 been 
maintained and carried out over a period of years. 

I would like to finish the statement, and then discuss the exhibits. 

Since there are sounder ways of checking the causes of inflation and 
since our experience in the last 10 years illustrates that price controls 
have not been successful in maintaining the purchasing power of the 
dollars, it is most difficult to understand chon industry, or business as 
you choose, is regularly singled out as the whipping boy. 

In our own community of York, Pa., a recent survey made by 
—— Hoyt Associates—made for the city fathers—showed about 

2,000 people were engaged in the production of goods and services 
mar all over the world, the income from which supported 
another 32,000 people engaged in all other services such as the stores, 
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the markets, farmers, doctors and dentists, the lawyers, building 

construction, banks, churches, schools, hospitals, the newspapers, 
the city and county government and in fact every institution and 
charity—either directly or indirectly. 

I am sure you gentlemen will agree that the added weight of burden- 
some controls on tep of the heavy tax load is bound, sooner or later, 
to sap the lifeblood of our York community and thousands of other 
American communities, larger and smaller. 

And I am sure, too, that those of you who have been watching the 
recent trends in our economy have noticed that the prices of many 
things people are buying today are finding their own level—in many 
cases a lower level—due simply to the supply-demand factor that 
exists when there are enough goods to satisfy the appetites and match 
the pocketbooks of the consumer. 

Now may I show these exhibits, Mr. Chairman? 

Senator Benron. Yes. How many products do you make, Mr. 
Lauer? 

Mr. Laver. We have 22 groupings, and there are about a thousand 
individual products. When we filed under CPR-22 and CPR-30, 
we based our findings on 22 groupings. 

Senator Brenton. If you heard the questions I addressed earlier 
to Mr. Sargent, your company is again an illustration of the com- 
plexity and difficulty of the cost accounting problems that are involved 
here as to which we get such conflicting testimony before this com- 
mittee. The problem is complex. 

Mr. Laver. We have done this kind of accounting all our lives, so 
to speak, and have had no difficulty. Admittedly allocating to orery 
individual item in a group which are similar would be a problem, but 
under CPR 22 and 30, when we filed we developed the material 
necessary for filing and did find that the regulations, as Mr. Sargent 
said, were so flexible that it was not an impossible task. 

Senator Benron. All CPR 22 allowed you to include vou did in- 
clude as legitimate items in vour previous base costs, vour research 
expense relating to contract, distribution, and so on, those were all 
in vour base price level. 

Mr. Laver. That is right. 

Senator Benron. Were vou satisfied at that time with CPR 22 as 
a reasonable revulation? 

Mr. Laver. Well, we were not satisfied with the terms and condi- 
tions of it, but the workability of it, we thought, was all right. It 
was a tough job. We spent many hours, but it could be done. 

Senator Benton. Did you file a complaint against it? 

Mr. Laver. No. 

Senator Benron. So the problem, then, is in part under what cir- 
cumstances in the law can we get a law which will permit a regulation 
such as CPR 22. 

Mr. Laver. Of course, the thing we are talking about today is 
whether or not CPR-—22, which excluded all the overhead items, and 
the indirect labor, whether it was fair, whether it would permit 
certain types of business like ours to last long, where our research, 
our engineering, our contracting sales effort is very specialized and 
creates proportionately high overhead costs. 

Senator Benton. You have a very special kind of business. 
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Mr. Laver. As you will see from these charts 

Senator Bricker. Before you go to the charts, is it any more 
difficult to allocate among the various items which you produce 
indirect costs than it is direct costs of labor? ; 

Mr. Laver. No; we do it right along. We have done it for years, 
by groupings. 

Senator Bricker. That is all. 

Mr. Laver. I would like to give you a little background, Senator, 
before.I show you the main chart which we developed when we were 
working up our CPR-22 and CPR-30 submission. We developed 
some rather startling ee ition. 

Here is a chart, exbibit 1, showing what has happened to our costs 
and wages since October 1, 1945. We use October because it is our 
fiscal year beginning. We have our records in that shape. 

Senator Benton. Is that bottom line a hundred? 

Mr. Laver. The bottom line is a hundred. 

Senator Benton. What is the top line? 

Mr. Laver. The top line shows that the material we buy went up 
to 200 percent shortly after 1950. 

Senator Benton. Is your base at the outbreak of the Korean War, 
or what is that? 

Mr. Laver. It starts October 1, 1945. I want vou to notice that 
our price curve, which is the red curve, at no time crossed through 
the cost curve. The cost curve was always ahead of the price curve, 
until the time when cost of materials began to sore so rapidly that we 
had to do a little anticipatmg. We could not help ourselves. In the 
contracting business like ours where we have a evele that runs from 
3 to 12 months, we are always behind the 8-ball when prices are 
heading up because our costs are always ahead of us, and when we 
close the contract out we have lost some of our protit 

Senstor Benton. You do not show volume. Of course volume is 
big. 

Mr. Laver. It jumped from 32 million to about 56 or 57 million 
during the period im question. 

Senator Benron. That is not much of an increase im units, vou are 
just about standing still on units. 

Mr. Laver. But there is a story there. We developed quite a 
number of new units, retooled the plant, and prices of many of the 
individual products did not go up anywhere near the percentage of 
the total rise. We actually turned out many more units, but at a 
price increase, much below the normal inflation rate by reason of 
ra improvements in the plant. We retooled the plant to 

t higher production and efficiency. 

“We sold $8 million of preferred stock to finance the expansion and 
rehabilitation of the plant. 

Senator Bricker. You had no Government loans? 

Mr. Laver. No. 

Senator Benton. That is an extremely interesting point. It applies 
to the American business economy, and I think vou will agree with 
me that there are other things involved in pricing than merely material, 
labor, and other costs. Much of the testimony fails to bring out the 
fact that there are other factors involved in pricing, as your statement 
has just indicated. 
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Mr. Laver. Oh, many other. 

Senator Benton. And that has been one of the things that I think 
has not been clearly in the minds of some witnesses and some com- 
mittee members. 

Prices are highly complicated combinations of factors, including 
competition, and what you have to price your goods at to get the 
business. 

Mr. Laver. You are correct. 

Senator Brenton. Improved technology, and so on. 

Senator Bricker. That is the most important thing I get out of 
this. If you had not had improved technological processes largely 
attributable to your research work, prices would have gone much 
higher, and necessarily so. 

Mr. Laver. They would have. You will notice that the wage curve 
follows the trend pretty well. It is nearly parallel to the sold black 
line, which is the cost curve. The blue line shows what we are paying 
for things we buy to manufacture our goods, steel, copper, aluminum, 
and a host of other things, including finished products like motors. 
We do not build motors, we buy $3 to $4 million worth of motors and 
electrical equipment a year, so we are at the mercy of the supplier. 

Senator Benton. Were your profits decreasing during this period? 

Mr. Laver. Yes, due to the contracting business, primarily. If we 
had been selling entirely a product that had a rapid turn-over, built 
today and sold tomorrow—— 

Senator Benton. Did competition keep your prices down? 

Mr. Laver. The point is if we sell a contract in 1948, that will be 
finished in 1949, in that period of time costs can go up, substantially. 

Senator Benton. Yes, of course. 

Mr. Laver. This applies to a part of our business, but it does 
create a hardship at times. 

Senator Benron. You did not properly guess the certainty of the 
rising price level. 

Mr. Laver. Suppose, Senator, we sold a contract in January of 
1948, and it had to be finished in November 1948, and in the meantime 
wages and materials went up, and we had to complete the contract 
at the price at which we sold it. 

Senator Benton. You are illustrating a point I was trying to make 
during the testimony last Thursday, that pricing to an appreciable 
extent is based on the guesses of businessmen about the future rather 
than necessarily the present cost. It is the guesses of the future that 
determine prices in many lines of business. 

Mr. Laver. I suppose the automobile companies, who were recently 
awarded an increase in price, would not necessarily have to charge 
that price. Competition may prevent it, but they are looking ahead 
to the time when they may need that price. 

This is just a personal opinion, but I believe that competition and 
the reduced buying splurge of the people may not allow them to get 
those prices, but they were at least protecting themselves while the 
Capehart amendment was in force. 

Senator Benton. Mr. Wilson and Mr. Johnston are attempting 
it—God knows whether they can do it under any law we will write. 
You have a big stake, bigger than most lines of business, because you 
are taking contracts on which you have got to guess future costs. 
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Senator Bricker. I think the testimony was that they could not 
do it, but they could slow it down. 

Mr. Laver. Here is another chart, exhibit 2, that may or may not 
be pertinent. You will remember when OPS was talking about not 
allowing increases in overhead costs, under CPR-22 and 30, it was 
stated repeatedly by them, when we talked with them personally, and 
in the newspapers, that industry could recover, by technological 
improvements, by improved production, getting more per man-hour, 
and all those things, and eventually hold their profit dollar, probably 
not the percentage, but the dollar. 

I want to illustrate here that during this period from 1945 to be- 
tween 1950 and 1951, that through technological improvement, ex- 
penditure of $8 million in plant expansion, and rearrangement of 
plant to protect ourselves on costs, we accomplished labor cost 
improvement. ‘Top line is cost, and next below is the price, in red, 
and next is the labor content in percent of total. The lower line 
shows the fixed charges such as interest, depreciation, taxes, 
insurance, 

Senator Benton. Is that middle line in percent? 

Mr. Laver. In percent. You see, our labor content went up only 
moderately because of the better tooling. So actually during those 
(} years we strove to do what OPS said we should do in the future, to 
increase income, to offset the disallowed overhead cost increases. 

We do not know whether the future economy is going to permit us 
to continue to do this. No one can tell. 

Senator Benton. I am still not clear. That black line, at about 
50 percent. Do you mean that your labor content stayed at about 
50 percent of total cost, total price? 

Mr. Laver. This is the fixed overhead line. 

Senator Benton. You reduced that in percentage over the year? 

Mr. Laver. It is reduced slightly; ves. 

Senator Benton. Is your labor curve on the chart expressed in 
unit costs of percentage? 

Mr. Laver. They are percentage of total. This is about 50 per- 
cent, out at the end, of 180. That is, here is the hundred percent 
base line in 1945, and our costs rose to about 180. Here is the labor 
content, which was 40 percent of the hundred, direct, indirect, and 
all types. 

Senator Benton. And now it is about 50. 

Mr. Laver. Now it is about 50, but obviously it does not rise as 
much as the total cost, which includes material and other types of 
overhead, because of the technological improvement in the plant, the 
research, and the things I mentioned at the beginning. That is what 
OPS repeatedly said could be used in the future to offset what industry 
was going to lose. 

Senator Benton. Your point is labor costs went up from 40 to 50 
percent, in spite of improvements. 

Mr. Laver. You cannot relate the 50 percent to a hundred. You 
have to relate 40 percent to a hundred, and relate 50 percent to 180. 

Senator Benton. But 50 percent is 50 percent no matter what you 
relate it to. 

Mr. Laver. Labor content is fifty one-hundred-eightieths at the 
end of the period and forty one-hundredths at the beginning. 


and 
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Senator Bricker. You could not get much better results. 
Mr. Laver. That is over a period of about 5 years. 
Senator Bricker. I think after the war everybody saw the market 
and jumped in, and they spent mnoey to do this. The chemical in- 
dustry, for example, I think did the same thing, and are doing it now. 

Senator Benvon. If you show us that chart again, the chief of our 
staff here says he has a way to read that chart to put you in a much 
more favorable light. I suggest you have your staff consult with 
Mr. McMurray and let him show you what he has in mind. The 
average labor productivity runs about 24 percent a year, Compared 
with the economy as a whole, you have done much better than that. 

Mr. Laver. Here is a chart, exhibit 3, that amazed us. When we 
developed this chart, we had no future forecast history to tell us what 
is going to happen. We had to look back. When OPS developed 
CPR-22 and 30, they said you have to go back to Korea, and then 
move up, adding only direct labor, direct material, and the rest of it 
you have to absorb, plus the fact that your allowed increased costs 
must be put in the price at cost, and not with profit. 

Incidentally, I think if OPS would get every industry to give them 
a curve like this curve, exhibit 1, showing what happened to the cost- 
price relationship over a period you would probably find that some 
companies actually gouged during this period. Their price curve 
cut through the cost curve, and staved there. T think with people 
like that something should be done, regulatorywise, about their 
position. 

Senator Benron. Those are the people in theory they were after, 
the same people Senator Capehart and the conference committee who 
drew that amendment are after. 

Senator Bricker. We want the power to get them. That is the 
purpose of it. 

Senator Benron. Mr. DiSalle, in his testimony before the com- 
mittee, agreed there were many aid ial problems, such as yours, that 
would require revision of the general regulation that was hastily put 
in for all industry, and he anticipated tailoring the regulation to 
special problems. 

Mr. Laver. If you put a horizontal rule into effect, like CPR-2 
and 30, it will not hurt some people as much as others. But with 
those accustomed to operating with a low net margin, I want to tell 
vou it makes a big difference. I had these curves plotted to show 
what would happen had CPR22 and CPR30 been in effect for five 
prior vears. Suppose they rolled back to 1945 and said you cannot 
add certain overhead costs and the costs you may add you cannot 
take a profit on. What would it have done in this 5-vear period? 
You say it is an inflationary period. True the dollar depressed 16 
cents in that period, and it is inflationary, but we had to t: ~- accurate 
history to show what would have happened over that 5-year period, 
and what would it have meant to a low margin company. 

This top line, exhibit (3) is the net profit before taxes. It started 
at 7, went up to 10, dropped here, and climbed back this year to 
about 10 again. 

Senator Benton. Ten percent of gross? 

Mr. Laver. Ten percent on sales before taxes. 

Now, the disallowance of those overhead items in a business like 
ours would have accounted for a curve like this middle line. So first 
we would have been cut down by that amount. 
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The lower curve shows that with no profit permitted, on the direct 
labor and material increases, which were allowed, this is what might 
have happened to us. 

Senator Benron. I admit frankly and unequivocally you have a 
special problem in your type of business, there is no doubt about 
it. [think aman running this kind of business would hire accountants 
and lawyers to prevent the situation that vou have shown at the 
top of that chart. I hope your enforcement agencies . ane 
will take cognizance of the special kind of problem you are faced with. 

Mr. Laver. There are many companies, Senator, that are not much 
better off, and some not quite as-well off, which have this problem 
facing them. 

Senator Bricker. What would be the effect on those companies if 
there were an industry-wide pricing program followed? 

Mr. Laver. It would be worse 

Senator Bricker. You would be the ones that would either be pul 
into the red or wiped out? 

Mr. Laver. Well, | know a few companies in our industry who do 
not have a picture quite as good as that one. In a vear or two, it 
might have pushed them in the red. 

Here is the net picture, Senator. This is the net percent of sales, 
after taxes, actual history, and as it would be with CPR-—22 and 
CPR-30 in effect. It gets down close to 1 percent after taxes. 

This curve shows net after taxes on net worth. That oe was the 
actual history. This would be the calculated result under CPR-22 
and CPR-30. 1 am not holding that up as an aerate accurate 
portray: al because of effect of degree of inflation. a does indicate 
the possible effect on a business like ours where we are to be deprived 
of increases on heavy overhead costs. It would be a nee severe 
hards hip if it lasted too long. 

Thank vou very much for permitting me to show vou those exhibits. 

Senator Bricker. Thank vou very much. I wonder if vou have 
photostats of those charts that might be made a part of the record? 

Mr. Laver. We have. I will be els id to send several sets 

Senator Bricker. I would appreciate it if vou would. 

Senator Benton. We thank vou, Mr. Lauer, and congratulate vou 
for coming down here with this interesting testimony, and for making 
up those charts. 

Mr. Laver. May I say one word? 

Senator Benron. You certainly may. 

Mr. Laugr. I feel, as Mr. Sargent explained carefully, that we 
could live with CPR-22 and CPR-30 as they were developed in the 
old Defense Production Act of 1950, because you put the ame 
through, and before you introduced the the Capehart amendment, 
provide ‘d the regulation included what the Capehart amendment says 
it should include, or what it wants to include, that is the allowance for 
all overhead costs which were excluded. 

Senator Benron. May I read to vou, or you perhaps remember this, 
the provisions of the bill under which CPR—22 is drawn up, in the bill 
of 1950: 


In determining and adjusting ceilings on prices with respect to materials and 
services 


and then it instructs the regard to be given to the following 
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speculative fluctuations, general increases or decreases*in cost of production, 
distribution, transportation, general increases or decreases in profits earned by 
sellers of the material or by persons performing service subsequent to June 24, 
1950. 

You recall the old act under which the CPR-—22 was developed. 

Senator Bricker. But none of those things are provided for in 
CPR-22. 

Senator Benron. A company under CPR-22 has the protection 
of this act in setting his cost levels, and CPR-22 as I understand 
it—— 

Senator Bricker. It did not include those. 

Senator Benron. I understand it operates against the background 
of this legislation. 

Senator Bricker. But it is so far back, it does not give any pro- 
tection. 

Senator Benton. We had a witness here who testified they can 
operate under it. 

Senator Bricker. Not that they can operate under it, but they can 
formulate their prices under it. 

Mr. Laver. We filed ceiling prices under CPR-22 and CPR-30 so 
that it was workable enough to let us do it. Admittedly it was a 
long, laborious job, but we were able to do it. We would be able to 
do it just as well, and without any more effort, if those additional cost 
allowances were made a part of CPR-22 and CPR-30, and we would 
then not have the conditions which I have illustrated on these charts. 

CPR-22 and CPR-30 are workable because they are flexible enough 
and they can be lived with even though everybody resisted them. 
But they cannot be lived with too long from a financial return stand- 
point in a business like ours, and the same applies to many other 
businesses, unless we are allowed to include all the other overhead 
items which they excluded as a part of cost in working from base 
period up to cut-off period. 

Senator Bricker. It would not complicate your accounting system 
at all? 

Mr. Laver. No, it would not tor us. We could have filed just as 
readily with that in as without it. Isee no reason in the world why 
all this smoke has gone ‘up about difficulty in accounting. Maybe 
I am not an accountant- 

Senator Benton. It is not so much difficulty on your account, I 
do not think where the smoke comes from. It is the feeling of the 
administrative officers that it imposes upon them an insuperable 
barrier in their own judgment in working with companies like your 
own with a hundred different items, or companies such as the Mon- 
santo Chemical Co. with thousands of different items. T hey see the 
insuperable hurdle for them to the point where Mr. Johnston said 
there were not enough accountants in America for them to do the 
job. 

Mr. Laver. But OPS trusted us when we filed under CPR-—22 
and CPR-30. They told us what to do, and how to file. They had 
no easy way of going back and checking, dotting every ‘‘i”’ and crossing 
every “‘t.”” If they had that confidence in us, with those items ex- 
cluded, it seems to me they ought to have the same confidence with 
those items included. 
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Senator Bricker. It would be no more difficult for them to check 
vour accounting with the indirect items included. Would it be more 
difficult? 

Mr. Laver. I do not see that it would be. If they wanted to 
back-check on us, it would be just as difficult with the old CPR-2 
and CPR-30. 

Senator Bricker. And just as easy as it is for you to make them 
out? 

Mr. Laver. I think that is correct. 

Senator Benton. I am sure Senator Bricker and I will agree on 
this, in line with this experience the OPS does not agree. They 
certainly come up here and testify they do not agree at all. 

Mr. Laver. We certainly know that from everything we read and 
hear 

Senator Benton. We thank you, Mr. Laver, for a vivid and clear 
statement. 

(The charts accompanying Mr. Lauer’s statement appear on pages 
3202-3204. 

Senator Benton. Is Mr. Terborgh here? 

Mr. TersorGu. Yes, Mr. Chairman. 

Senator Benton. We are glad to welcome you before the com- 
mittee. The last time you appeared before this committee, I paid 
tribute to you as one of the most informed, literate, skillful and elo- 
quent trade association representatives of the country. I am glad 
to do it again. 

Mr. Tersoreu. Thank you, sir. 


STATEMENT OF GEORGE TERBORGH, RESEARCH DIRECTOR, 
MACHINERY AND ALLIED PRODUCTS INSTITUTE 


Mr. TersoroGu. My name is George Terborogh. I am research 
director of the Machinery and Allied Products Institute of Washing- 
ton and Chicago. 

Mr. Chairman, you have before you my mimeographed statement, 
which I shall not undertake to read in extenso. If I may, I will give 
you a digest of it. 

Senator Benton. We shall insert it in the record, and you may 
give us your digest. We will be happy to have it. 

Mr. Tersoreu. Let me first ask what the proposed bill does. 

It has, I believe, three basic provisions which substantially exhaust 
the text. 

First, no ceiling price regulation for manufacturers or processors 
which becomes effective after the enactment of the law shall establish 
a level of prices—— 

Senator Benron. Are you reading? 

Mr. TerrorGu. | am reading from the front page of my statement. 
I want to analyze the three basic provisions of this bill. 

Senator Bricker. You mean the suggested bill? 

Senator Benton. Do yon mean the Capehart amendment? 

Mr. Trrrorau. I mean S. 2092. I shall paraphrase and digest the 
provisions of the bill. 

Senator Benton. Are you opposed to the substitution of 5. 2092? 

Mr. Trerrorcu. We are propeeme a revision of S. 2092 by way of 
substitute for the so-called Capehart amendment. 
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1. S. 2092 says first that no ceiling price regulation for manufacturers 
or processors which becomes effective after the enactment of the law 
shall establish a level of prices below the lowest of the following: (a) 
The level prevailing just before the issuance of the regulation. (b) 
The level prevailing during the period January 25 to ‘February 24, 
1951. (c) The highest level prevailing during a representative base 
period between January 1 and June 24, 1950, adjusted for subsequent 
increases and decreases in costs up to July 26, 1951. 

(2) The bill says secondly that ceiling prices established under 
regulations issued prior to the enactment of the law are exempt from 
the foregoing requirement. 

(3) The bill says thirdly that the President shall make appropriate 
provision for the adjustment of ceiling prices (of manufacturers and 
processors) which result in financial hardship. 

Now what the bill does, if our digest and analysis is correct, is 
simply this: It lays down three alternative standards for the fixing 
of ceiling prices in regulations hereafter issued, and then proposes to 
exempt from those standards regulations already in effect. 

As the committee well knows, manufacturing and processing is 
already covered with a blanket of existing regulations. Hence the 
exemption of existing regulations from these three standards means 
simply that the bill is a nullity, a complete cipher. 

It is true that if OPS wished to reissue these regulations under new 
numbers and titles the three standards would become effective, but 
if it wished to proceed by amending existing regulations through 
annexes, supplements, and appendixes, it could avoid indefinitely 
subjection to these standards. 

Now our proposal is, we believe, both logical and sensible. It 
says simply that if the Congress wishes to prescribe these three 
standards for regulations hereafter issued, it should require the revision 
of existing regulations within a reasonable time to conform to them. 
It is as simple as that. We can see no justification whatever for requir- 
ing OPS to observe certain standards hereafter, but not requiring it 
to conform existing regulations to these standards 

Senator Bricker. In other words, if the bill were passed that has 
been submitted, the price freeze would still stand, all price regulations 
heretofore enacted would be in full force and effect unless there was a 
new regulation issued applying to any industry or individual price. 
There would be no necessity for compliance with any of the protec- 
tive provisions of either S. 2092 or of the previous law. 

Mr. Trersoran. | am assuming that f S. £092 is adopted, it will 
operate as a substitute for the existing secticn, the so-called Capehart 
amendment. If this is so, I believe you cannot come to any other 
conclusion than that it is a complete nullity as applied to existing 
regulations, which already cover the field. It is a classic example of 
locking the barn door after the horse is stolen. 

Senator Benton. You want to add to S. 2092 that all existing 
regulations, within 90 days, or within whatever period the Adminis- 
trator says he can do it, be rewritten to coi.‘orm to S. 2092. 

Mr. Trersorcn. Yes. We have prepared a draft revision of S. 
2982, from which I will read the relevant provision. This appears 
at the end of the proposed paragraph: 


No ceiling price regulation applicable to the sales of manufacturers or proces- 
sors which becomes effective prior to the enactment of this paragraph shall remain 
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in effect_ more than 90 davs after such enactment unless revised to conform to hel 
the requirements set forth herein for regulations effective after enactment. a 

Senator Brenron. Now, that sounds plausible, but just what are in 1 
you after today? ) 

Give me an illustration of a regulation that would now be revised, § 
in what way, who it would affect, and in what way. felt 

Mr. TersporGu. Let us take regulation 30, the one for the indus- poi 
tries | am concerned with—the machinery industries. fell 

Our proposal would require OPS within the 90 days to amend the 
regulation 30 to conform to the standards: vou are now imposing on 
new regulations. Regulation 30 does not now conform, because es Ac 
Mr. Lauer was pointing out a moment ago, it provides cost adjust- | 
ment between the pre-Korean date and the cut-ofl date only for co 
direct costs, with a few border-line costs thrown in, but exeludes he 
various areas of cost that are very large in our field. mi 

Again, the cut-off dates in regulation 30 are December 31 and ea 
March 15, last, and our suggestion would require that the cut-off be to 
moved up to July 26. 

Senator Bricker. In other words, if we should pass S. 2092, there th 
would be less protection to industry, your industry particularly, fr 
than if we would go back to the old law. st 

Mr. Trernorcu. Regulation 30 would stand exactly as it was li 
before the Capehart amendment. re 

Senator Bricker. Because it has heretofore been issued. 

Mr. TersorGu. That is correct. 

Senator Benron. Could I ask this: 5. 2092 still gives the power b 
to make upward adjustments in price ceilings; in fact it makes it 
mandatory in hardship cases where an industry or a company is 
affected too adversely by this regulation. Do you think we should have 
a regulation which permits a company selling a commodity in high ‘ 
demand, which is scarce, to come in and raise the price, regardless of a 
hardship, through the addition of this extra group of costs that would 
be permissible under the revision of regulation 30, as you outlined it? . 

Mr. Lauer pointed out many things affect pricing in addition to cost. 

You will agree with that. There are all kinds of things that affect 
pricing outside of cost. ’ 
What you are suggesting is that we write into regulation 30 the 


element of costs as a mandatory factor applied to the OPS attitude 
on pricing. 

Mr. TrersorGcu. You have overgeneralized it, Senator. 

Senator Benron. | want you to correct me. 
trying to get it clear in my mind. 

Mr. TrersorGu. This provision has to do only with the establish- 
ment of initial ceiling prices. It has nothing to say about the sub- 
sequent revision or adjustment of those ceiling prices, save the last 
sentence, which says: 


I do not deny—I am 








The President shall make appropriate provision for adjustment for any such 


manufacturers or processors whose ceiling prices result in financial hardship to 
such manufacturers or processors. 






That sentence is cribbed, almost verbatim, from an earlier section of 
the bill, section 402 (¢). It adds not one iota to existing law. I do not 
know why it was inserted here except perhaps to create the impression 
that it added something, but it is a cipher from that standpoint. In- 
deed, if you read section 402 (c) you will find that the present state- 
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ment is weaker than the language already in the Defense Production 
Act. 

Senator Bricker. That is what I was getting at. You would be 
in worse shape than if we just left the old act. 

Mr. Tersoreu. But I want to say something more 

Senator Benton. It will be weaker, do you not think, because they 
felt first by putting it in it added many phases. ‘To reemphasize the 
point, which is not uncommon in legislative practice, because the 
fellows in OPS thought there was a better chance of getting it through 
the Congress. 

Mr. Tersoreu. If S. 2092 adds anything to the Defense Production 
Act as it stood before the Capehart amendment 

Senator Benton. They do not contend it adds anything. On the 
contrary, Mr. Wilson testifies it detracts from the act as it stood 
before the Capehart amendment, and the phrase was ‘This is the 
minimum under which we can operate.”’ He wants the old law. If he 
cannot get it, he will accept this amendment, in that order of preference 
to the so-called Capehart amendment. 

Mr. TrersorGu. From whose point of view does it detract? From 
the standpoint of the industry that is regulated, it is not a detraction 
from the existing law, because it prescribes three alternative minimum 
standards for price fixing which are not prescribed in existing law. 
In that sense it is an addition to the law for the protection of the 
regulated industry, not for the protection of OPS. 

Senator Benton. | think vou have described exactly where we are. 

Senator Bricker. But it does apply to orders which have already 
heen issued. 

Mr. TersorGu. That is correct. 

I will read this section: 

Nothing in this paragraph shall prohibit the establishment or maintenance of 
a ceiling price reguiation * * * which * * * 2) is established under 


a regulation issued prior to the enactment of this paragraph. 


Nothing in the paragraph shall prohibit the maintenance of a 
regulation issued prior to the enactment of the paragraph. 

Senator Bricker. And that is everything. 

Mr. Tersorcu. That is right. It is a complete and total exemp- 
tion of existing regulations from the provisicns of the bill. 

Senator Benron. As an adjustment between what Mr. Wilson 
and his people think they need satisfactorily to do a job in this difficult 
area, and what you think the business community needs as reassur- 
ance and protection from the standpoint of its problems on cost, and 
so forth, do you accept 5. 2092 with the amendment you have sug- 
gested as preferable to the Capehart amendment in its present form? 

Mr. TersorGu. That is our recommendation, that the revisions of 
S. 2092 that we have suggested—and I have not covered all of them 
yet—be incorporated, and that the section be substituted for the 
present Capehart provision. 

Senator Benton. You concede the point, then, that they have made 
about the great difficulty in administering the Capelart amendment, 
and think this genera) language recommended by Mr. Wilson is a 
legitimate request on the part of these administrative officers for what 
they call the minimum under which they think they can operate. 


83762—51—pt. 4— 
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Mr. Trersorau. S. 2092, as everybody knows, was written by OPS 
on request. We feel that the rewording greatly extends their freedom 
of action to handle various kinds of ceiling determinations. 

Senator Benron. To make it practical in an administrative sense 
you agree they need it. 

Mr. Trersorau. | agree it has been improved from an administra- 
tive standpoint. The reference here is to a level of ceiling prices, 
rather than to individual item prices. 

Senator Benton. That is what they say will enable them to admin- 
ister it 

Mr. TersporGu. But what they have done in the process of revising 
this bill is to grant something that is not in the existing Capehart 
amendment, a total exemption of existing regulations. 

Senator Benton. It is in the Capehart amendment, according to 
Mr. McMurray. May I read it? 

Mr. Tersorcu. You do not need to read it. I know the point 
Both versions include language which savs that existing regulations 
are exempted, but the Cape chart amendment goes on to give to any- 
body subject to price control a right to appe ‘al for the adjustment of 
his prices, whether he is under an existing regulation or under a regu- 
lation thereafter issued. He can appeal for relief on the ground that 
his ceiling does not conform to the standard laid down. That is full 
cost adjustment up to July 29 from pre-Korea. That right of appeal 
has been stricken from S. 2092, and nothing is in its place exce pt th 
final sentence I read to you, which is even weaker than the provisions 
of existing law. 

Senator Brenron. You think that is weaker than the provisions 
in the Capehart amendment. 

Mr. Trerroreu. Oh, definitely. The Capehart amendment gives 
a substantive right and requires the President to give relief if the 
ceiling does not meet the formula. ; 

Senator Bricker. It is weaker than the old law, too. You have not 
the protection that you had even under the act of 1950. 

Mr. Terrorcu. That is what has been done. Both formally 
start with an exemption of existing regulations, but the present Cape 
hart amendment washes that exemption out by providing the right of 
appeal which has been stricken in 8. 2092. 

Senator Benton. This is a terribly important thing; it is right at 
the heart of the problem, and you have given a lot of study to it. 

Mr. McMurray says if we substitute S. 2092 for the ¢ aoe 
ane ‘ndment, we still keep those provisions in existing law, that 


2092 does not counteract the provisions in existing law which you 
state are stronger than those in S. 2092. 


then; it is in addition to them. 
Mr. Terrorau. It is a repetition thereof. 
Senator Benron. You then have existing law, and you have 
2092 both in the act, then, but it does not repeal the provisions in 
existing law which you say are stronger; it merely repeats them in 
a weaker form. 
Mr. Trerroreu. I was referring to the relief provisions. 
Senator Benron. But it is important, it does not repeal 


Senator Bricker. You are confusing the old law of 1950 with th: 
Capehart amendment. 









It does not countermand 
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Mr. Tersorau. If I implied that S. 2092 repeals anything in ex- 
isting law, I retract. What I am saying is that with respect to relief 
it adds nothing, absolutely nothing. 

Senator Benton. You still have the old provisions. 

Mr. Tersorcu. That is right, for what they are worth. 

Senator Benton. | would like, if Senator Bricker agrees, to trans- 
mit this testimony to Mr. Wilson and his associates, and have them 
comment immediately upon it to us. It certainly sounds reasonable 
to suggest as does this amendment, after a given period, that out- 
standing regulations shall be brought in line with the present intent 
of Congress to clarify its intent, and 1 would like to see what they 
have to say about that suggestion. Senator Bricker concurs, so we 
will ask the staff to transmit this testimony immediately. ‘They may 
want to have a witness come up here on the subject on Wednesday. 

Senator Bricker. | am glad to have them do that. 

Senator Benton. | would like to have a written statement from 
them on it. 

(The following was later received in response to the above:) 


OFFICE OF DEFENSE MOBILIZATION, 


uv ashir gton, D. cc. 
Hon. A. WiLtuis ROBERTSON, 


United States Senate, Washington, D. C. 


DrAR SENATOR ROBERTSON: The staff ofthe Senate Committee on Banking 
and Currency has transmitted to me a request for comment on a proposal sub- 
mitted to vour subcommittee to modify 8. 2992. 

It appears clear to me that the crux of the proposal is to be found 


in its third 
sentence which reads as follows: 


“For the purpose of this paragraph the term 


‘increases and decreases in costs’ means increases and decreases in the unit prices 


of the separate elements or components of cost.’”’ According to my understand- 
ing, this sentence means that overhead and indirect cost should be computed 
without reference to changes in the volume of production since the pre-horean 
period. Manufacturers would be entitled to price increases through adjustment 
for “higher’’ overhead cost even in cases where actual unit overhead costs have 
declined. 

For example assume that a company producing only a single product, had a 
volume of 100,000 articles before Korea, and had an office force which was paid 
$10,000. Thus, the cost for office service per article produced was 10 cents. 
Suppose also that office salaries had been advanced by 20 percent, so that the 
current bill for office help is $12,000. If production remains the same, the cost 
for office help per article produced would increase to 12 cents. If, however, 
production had increased to 200,000 articles, the cost of salaries would be 6 cents 
per article. Under this proposal, however, it would be necessary to allow an 
increase from the original 10 cents to 12 cents and thus permit an artificial cost 
increase resulting in a windfall of 6 cents per article produced. ‘This increase 
would have to be allowed because ‘‘the unit price of a separate element of cost,’’ 
i. e., office salary, has advanced 20 percent. 

This is by no means a theoretical matter. In many industries there has been a 
substantial increase in production since Korea. In the machinery industry, for 
example, production now is approximately 30 percent higher than it was a year ago 
and it is an urgent requirement of our defense program that it be further increased. 
In this industry, therefore, the suggested pricing method would have very sub- 
stantial consequences of the kind suggested by my illustration. 

The proposal would, in effeet, grant the entire benefit of decreased unit costs 
resulting, not from efficiency as such, but from larger production due to the de- 
fense program. Normally, competition assures that at least a substantial part 
of this benefit, and in some instances all of it, accrues to the buyers of the product 
who are purchasing in large volume. In this instance, it certainly should go to 
the taxpayers of the Nation who have to carry the burden of the defense program. 

The views contained in this letter are those of Mr. Johnston and Mr. DiSalle 
as well as my own. 

Sincerely, 


CHARLES E. WILSON. 
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Mr. Tersorcu. I do not know how your time is limited, Senato: 

Senator Benton. I think our time has all expired. We have be: 
going 1 hour and 50 minutes. 

Have you any further questions, Senator? 

Senator Bricker. I have no further questions. Your suggesti: 
is certainly worthy of consideration. 

Senator Benron. You know, of course, that Mr. DiSalle has testi 
fied that CPR 22 is only an interim regulation, that they do expec: 
to revise it, and I would assume, in line with his testimony, that afte: 
Congress acts on any change, if it does enact a change in the Capehar: 
amendment, it would have a major effect on the changes that Mr 
DiSalle has testified are anticipated on CPR 22. 

Mr. Tersoreu. We happen to be under one of the industry regu 
lations proliferated from CPR 22, No. 30, which relates to machiner\ 
only. While this is still technically an interim regulation, perhaps | 
may be permitted a little skepticism as to what ‘interim’? means i 
this case I think it is a long, long time. 

(The statement and accompanying papers of Mr. Terborgh follow 


iT) 
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STATEMENT OF GEORGE TERBORGH, RESEARCH DrrEecTOR, MACHINERY AN 
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Mr. Chairman and gentlemen of the committee: 


‘ 


The bill before the committee, S. 2092, is offered as a substitute for the present 
section 402 (d) (4) of the Defense Production Act, popularly known as the Cap 
hart amendment, a section only recently added to the statute in the 1951 revisio: 
In behalf of the Machinery and Allied Products Institute I should like to offer 
a few brief comments. 





PRINCIPAL PROVISIONS OF THE BILL 






By way of clarifying the provisions of 8. 2092, let me summarize them in thre 
simple propositions. 

(1) No ceiling price regulation for manufacturers or processors which becom: 
effective after the enactment of the law shall establish a level of prices below thy 
lowest of the following: 

(a) The level prevailing just before the issuance of the regulation. 

(b) The level prevailing during the period January 25 to February 24 
1951. 

(c) The highest level prevailing during a representative base period be- 
tween January 1 and June 24, 1950, adjusted for subsequent increases and 
decreases in costs up to July 26, 1951. 

(2) Ceiling prices established under regulations issued prior to the enactment 
of the law are exempt from this requirement.! 

(3) The President shall make appropriate provision for the adjustment of 
ceiling prices (of manufacturers and processors) which result in financial hardship 















EXEMPTION OF EXISTING REGULATIONS 






What the bill does in effect is to lay down certain minimum standards for 
manufacturing price regulations that become effective after its enactment, from 
which standards it then exempts all regulations issued prior thereto. As the com 
mittee well knows, manufacturing is already comprehensively covered by existing 
price regulations. Unless, therefore, OPS chooses to cancel these regulations and 
issue new ones conforming to the prescribed standards, the bill will have no effect 
whatever on its operations in this field. It is, in fact, a complete nullity. W: 
have here a classic example of locking the barn door after the horse is stolen. 

It may be said that in exempting existing price regulations the bill simply follows 
the present law. It is true that both state an exemption in substantially the same 
language, but the effect is qualified in the law, as it is not in the bill, by the require- 















1 “Nothing in this paragraph shall prohibit the establishment or maintenance of a ceiling price regula 
tion * * * which * * * (2) is established under a regulation issued prior to the enactment of this 
paragraph.”’ The apparent intent of this garbled language is to exempt from the requirement even price 
ceilings imposed in the future under regulations issued prior to the time of enactment. 
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ment that the President shall, upon application, adjust ceiling prices which are 
below the highest price received between January 1 and June 24, 1950, after 
allowance for subsequent increases or decreases in all costs up to July 26, 1951. 
This requirement, which applies to all price ceilings regardless of the date of the 
eoverning regulation is eliminated from the bill, and nothing is substituted save 
the weak and ineffectual admonition that ‘‘the President shall make appropriate 
provision for adjustment” of ceiling prices “which result in financial hardship.” 
This substitute, indeed, adds nothing to existing law, since it merely repeats 
language already in another section of the Defense Production Act.? 


PROPOSAL TO STRENGTHEN THE BILL 


In saying that the present section 402 (d) (4) applies through the relief provi- 
sion to existing price regulations, I do not mean to imply that it is satisfactory in 
this respect. On the contrary, we believe it very much needs strengthening. We 
believe, moreover, that the line of approach is clear. Instead of exempting exist- 
ing price regulations from the standards prescribed for new ones, and then per- 
mitting relief applications to secure a piecemeal conformity to one of these stand- 
ards (pre-Korea prices plus full cost adjustment to July 26, 1951), Congress should 
require that all existing regulations shall be revised within a limited period to con- 
form to the standards for new regulations. ‘Lhis will eliminate the illogical, and 
in our judzment indefensible, discrimination against industries that happen to be 
subject to regulations issued prior to an arbitrary date. Surely if the standards 
for future regulations are desirable and necessary, as we believe, they are equally 
so for all. 

If OPS is required to revise existing regulations within a reasonable time to 
conform to the three statutory standards prescribed in 8. 2092 for new regulations 
standards taken, with one slight modification, from the present law), this will 
eliminate the need for the appeal procedure now provided by section 402 (d) (4 
and will obviate the administrative difficulties inherent in this procedure, of which 
the control authorities have so loudly complained. Not only that; by coordinat- 
ing and rationalizing existing regulations under common standards it will reduce 
he necessity for relief appeals under other provisions of law. 

In our proposed redraft of 8. 2092, which you have before you, we stipulate that 
price regulations that became effective prior to the enactment date must be re- 

ised within 90 days after enactment to conform to the standards prescribed for 
future regulations. This should give OPS a reasonable time for the revision, 
particularly since our draft continues to limit the application of the bill to regula- 
tions for manufacturers and processors. 


COST ADJUSTMENT PROCEDURE 


It will be noted that we have preserved so far as possible the language of the 
present bill. We have been particularly careful to follow the language relating 
to the adjustment of costs for increases and decreases between the pre-Korea 
base period and July 26, 1951. Since this language was accepted by OPS for 
cost adjustments under future regulations, we assume it is satisfactory for the 
revision of existing regulations.’ 

While we have preserved the language on cost adjustment so far as it goes, we 
have supplemented it by a definition of changes in cost. Perhaps I may be 
permitted to develop the reason for the definition by quoting from a recent 
letter of the President of the Machinery Institute, Mr. William J. Kelly, to Mr. 
Michael DiSalle, Director of Price Stabilization. 

“Basically, there are two alternative concepts [of changes in costs] between 
which the choice must lie. The first is the one embodied in the adjustment 
provisions of CPR 30 and other manufacturing regulations. Changes in costs 
between the pre-Korea base period and the cut-off date are measured by changes 
over the interval in the purchase prices of the various amounts and elements of 

st—labor, materials, ete.—which entered into the base-period production under 
analysis. These changes are added up and related to the price or value of that 
production to derive the price adjustment. This reckoning ignores variations 
between the base and terminal periods in the efficiency of production, whether 

‘to changes in the volume of operations or other factors. The second concept 
ineasures changes in costs after allowance for such variations in efficiency. The 
adjustment in this case reflects the combined effect of changes in the unit prices 

* Section 402 (c) provides that “‘the President, in establishing and adjusting ceilings * * * shall make 

ch adjustments as he deems necessary to prevent or correct hardships or inequities.”’ 

§ As the committee knows, the text of S. 2092 was drafted by OPS. 
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of the various components of cost, changes in the ‘mix’ or composition of these 
components, and changes in the efficiency with which they are utilized in produc- 
tion. 

“We submit that the first concept is in principle the correct one for price control 
purposes. For the second, when adjustment is made for all cost changes, turns 
into simple margin freezing. If it were rigorously applied, every ceiling price 
would be adjusted to yield the manufacturer in the cut-off period the same profit 
margin (before income tax) per dollar of sales that he obtained in the pre-Korea 
base period. The consequences of this policy would be grotesque. Not only 
would gains in efficiency be penalized and losses rewarded; market price relation- 
ships would be completely distorted by the wide differences in the ceiling adjust- 
ments granted different producers of the same product. 

“It may seem superfluous to mention this subject, since OPS has thus far 
adhered in CPR 30 and its sister regulations to the correct concept. I bring it 
up, however, because of reports that in exploring adjustments for post-Korea 
increases in overhead costs, as called for by the Capehart amendment, OPS is 
considering a departure from the procedure now used for direct factory costs 
It is suggested that the change in overhead cost may be derived simply by com- 
puting overhead per unit of output in the base and cut-off periods. We hope this 
report is unfounded, but if not we should like to protest the proposal and to 
offer to develop further our position on the matter, either orally or in writing.” 

We have inserted the definition of cost changes in our proposed draft of the 
bill because it is still not clear that OPS intends to accord correct and consistent 
treatment both to direct costs and to the indirect and overhead costs for which 
adjustment is also required by the bill. 


RELIEF PROVISIONS 


It will be noted that we have dropped the last sentence of S. 2092, which requires 
the President to adjust ceiling prices causing financial hardship. The reason has 
already been indicated: it adds nothing to existing law. It is questionable, in 
any event, whether the present paragraph, which is concerned with the establish- 
ment of initial price ceilings, is the place for a general relief provision. 

This does not mean that existing law is adequate in this respect, or that the 
administration of ceiling price relief is satisfactory. On the contrary, notwith- 
standing the now substantial period it has been operating and the general admoni- 
tions in the law that reasonable relief should be made available, OPS has yet to 
promulgate a regulation making provision for industrv-wide relief, and its stand- 
ard formula for individual company relief, as embodied in the various manufac- 
turing rezulations, is a travesty and a delusion. If the actions, and the inaction, 
of OPS thus far are consonant with the relief requirements of the present law, it is 
clear that the law needs strengthening. 

While the institute has not attempted to draft a legislative proposal on this 
subject in connection with the revision of section 402 (d) (4), it has recently pub- 
lished a discussion of the general principles governing ceiling price adjustments 
which I believe the committee will find of interest. With your permission, I 
should like to submit for the record the most recent issue of the Capital Goods 
Review, which is devoted entirely to this discussion. I submit also, of course, 
the proposed redraft of 8. 2092 presented earlier. 


[S. 2092] 
A BILL To amend the Defense Production Act of 1950, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 402 (d) (4) of the Defense Production 
Act of 1950, as amended, be, and the same is hereby, amended to read as follows: 

““(4) After the enactment of this paragraph no ceiling price regulation applicable 
to the sales of manufacturers or processors of any materials shall become effective 
which establishes a level of prices for such sales below the lowest of (A) the level 
prevailing for such sales just before the date of issuance of the regulation, (B) 
the level prevailing for such sales during the period January 25, 1951, to February 
24, 1951, inclusive, or (C) the highest level prevailing for such sales during a repre- 
sentative base period between January 1, 1950, and June 24, 1950, inclusive, 
adjusted for increases or decreases in costs between such period and July 26, 1951. 
The adjustment for increases or decreases in costs shall include adjustment for 
changes in material and factory labor costs and a reasonable allowance for changes 
in all other costs including indirect labor, factory, selling, advertising, office, 
and all other production, distribution, transportation and administration costs, 
which are properly allocable to the production and sale of the materials sold by 
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the manufacturers and processors. For the purpose of this paragraph the term 
‘increases and decreases in costs’ means increases and decreases in the unit prices 
of the separate elements or components of cost. No ceiling price regulation 
applicable to the sales of manufacturers or processors which became effective prior 
to the enactment of this paragraph shall remain in effect more than 90 days after 
such enactment unless revised to conform to the requirements set forth herein for 
regulations effective after enactment.” 











{From the Capital Goods Review, Machinery and Allied Products Institute, Chicago, August 1951] 









Prick CONTROL AND PrRoFit CONTROL 









It may seem at first glance surprising that a journal devoted especially to the 
economies of capital goods should consider an aspect of price control common 
to all types of productive activity. The reason for doing so is twofold. In the 
first place, the institute has already formulated and published its views on special 
problems incident to price control of capital goods, and repetition here would be 
superfluous.! Secondly, we do not exclude from the cognizance of this review 
¢ any problem vital to the capital goods industries merely because it happens to 
be common to industry generally. That the relation of price control to profit 
control is such a problem is beyond question. 













GREAT IDEOLOGICAL FOG 






THE 









One would have to search a long time to find a problem on which there is more 
fuzzy thinking, more spurious rationalization, more sheer hokum, than this one. 
For some reason the view is widely held, not least in congressional circles, that 
price control should not involve profit control. It is not uncommon, therefore, 
for price administrators to be catechized by legislative committees as to their 

orthodoxy on this point of doctrine, and woe to the hapless official whose affirma- 

tion of faith lacks resonance and conviction. Needless to say, this seldom 

happens. Ordinarily the administrator is eager to swear that profit control is 

abhorrent to him, that it has never entered into his thoughts and purposes, and 

that he would resign his job rather than engage init. Yet this same administrator 

has probably promulgated a spate of regulations in which ceiling price adjustments 

are tied explicitly to the profits of the producer or producers of the controlled 

items, and his interrogators and probably quite familiar with this fact. 

We have no desire to impugn the honesty of either side of the table in this strange 
inquisition. Let us assume that the question is given and answered in perfect 
good faith. This cannot alter the fact that the thinking is fuzzy. If the author- 
ities were to fix price ceilings from start to finish without reference to the profits 
of producers—better still, in complete ignorance thereof—it might be plausibly 
argued that the effect of their decisions on such profits was purely secondary and 
incidental, and that prices alone were being ‘“controlled.’’ But this is not what 
ordinarily happens. Even when price ceilings are established initially without 
reference to producers’ profits, as for example by a simple freeze of prices in effect 
on a given date, subsequent adjustments in these initial ceilings are usually 
conditioned on a profits test of some kind. Since the basie determination in such 
adjustments is how much profit should be allowed, the price decision really be- 
comes a derivative of that determination. What we have in these cases is a& 
combination of price and profit control. 

While the adjustment of price ceilings by a profits test constitutes unquestion- 
ably a form of profit control, it is, of course, a quite special and limited form. 
Thus, for example, it ordinarily works in one direction only. While upward 
ceiling adjustments are allowable when profits fall below the prescribed standard, 
in general downward adjustments are not required because profits exceed this 
standard. Even when an upward adjustment is geared to an estimate or forecast 
of the profits that will be made under the new ceiling, there is as a rule no subse- 
quent reduction if the profits forecast turns out to be low.2. It is, moreover, a 
control that comes into operation sporadically, since it is triggered by ceiling price 
relief applications. Whatever its peculiarities and limitations, however, the fact 
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! Control of Canital Goods Prices, statement of the institute before the Senate Committee on Banking 
and Currency, June 5, 1951. Printed in pamphlet form. 

? There are exceptions to this rule, as for example General Overriding Regulation 15, applicable (at the 
option of the producer) to machine tools. Subject to certain qualifications, this requires a rebate to customers 
of the amount by which actually realized profits exceed the profit forecasts on w hich a ceiling price adjust- 
ment was predicated. This form of profit control, fortunately rare, is, of course, pernicious, since it destroys 
all incentive for economy and efficiency after the profit estimates have been attained 
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remains that it is profit control, the denials and protestations of price administra- 
tors notwithstanding. 

Since profit control comes about through the making of ceiling price adjust 
ments conditioned on a profits test, it is obvious that a system starting as straigh: 
price control gradually acquires an admixture of profit control as the adjustment 
process develops. The tempo of this transition depends primarily, of course, 0: 
the trend of basic production costs. If these continue to move up rapidly, the, 
necessitate widespread and recurrent ceiling price adjustments, and the transitior 
is accelerated. If the general level of costs is stable, many of the original ceiling: 
can stand for a long time, and the transition is correspondingly retarded.’ 


PRESENT ADJUSTMENT STANDARDS 


That the profits test is to be basie for industry-wide ceiling price adjustment: 
under the present control was early made evident by Mr. Erie Johnston, Eco 
nomic Stabilization Administrator, in his directive of April 21, 1951, to Price 
Administrator Michael DiSalle, from which the following is quoted: 

“With the impending completion of the interim phase of price-control opera 
tions, it becomes necessary to establish longer-range policies under which price 
controls henceforth will be administered. * * * The basic policy shall be to 
allow no price increase above the levels set by interim regulations except to th« 
minimum extent required by law, or for exceptional reasons of public policy 
* %* * The basic standards reflecting the minimum requirements of law (apart 
from certain farm and food commodities) shall be as follows: 

“(1) The level of price ceilings for an industry shall normally be considered 
‘generally fair and equitable’ under the Defense Production Act if the dolla: 
profits of the industry amount to 85 percent of the average for the industry’- 
best 3 years during the period 1946—49, inclusive. The profits should be 
figured before Federal income and excess profits taxes and after normal depre- 
ciation only, with adjustments made for any changes in net worth. 

(2) Any increase in manufacturing or processing prices may not be passed 
along at distributive levels except to the extent necessary (a) to meet the 
above earnings standard; or (b) to prevent dislocations in the relationship 
between costs and ceiling prices; or (c) to avoid serious hardships or inequi- 
ties or to preserve enforceability. Any such increases shall not, in general, 
exceed the actual dollars-and-cents rise in costs.” 

This directive makes it perfectly obvious that save for “exceptional reasons of 
public policy”? and save for the two minor relaxations applicable to distributors’ 
prices noted in (b) and (c) of paragraph (2), eligibility for industry-wide ceilin: 
price adjustments depends primarily, if not indeed wholly, on the test of profit 
If the profits of the applicant industry are more than the standard prescribed, relic! 
will be denied; if they are less, it may be granted, but only to the extent required 
to produce the standard profits. 
ADVANTAGES OF HONEST LABELING 
If price control really becomes a combination of price and profit control wher 
ceiling prices are adjusted by reference to a profits standard, there may be advan- 
tages in an honest recognition of the fact. There should be, indeed, substantia! 
advantages. For if it is acknowledged by the price administrators that they ar 
in the business of profit control there is a chance that they will do a better job of 
it than if the pretense is maintained that nothing of the kind is going on. 

With such a frank acknowledgment of the facts, it will become apparent at onc: 
that there can be only one acceptable standard for the application of the profits 
test. Industry price adjustments should be granted whenever the industry as a 
whole is making less than a fair and reasonable profit, the adjustment being 
calculated to restore such a profit. 

If we accept this standard, we have next to examine the profits test set forth 
above. Is 85 percent of the profits of the three best of the 4 years 1946-49, ad- 
justed for subsequent net worth changes, a satisfactory measure of fair and reason- 
able profits on today’s business? In some cases, ves, but in general, no. 

Even if the 85 percent limitation had any justification—which in our opinion 
it does not—a base-period earnings test would still be unacceptable for general 


3 Another factor affecting the frequency of ceiling adjustments is the level and trend of production itself 
If, for example, economic activity is depressed prior to the imposition of price control and expands subs 
quently, the realization of volume economies may retard, or even obviate, some adjustments. If, on the 


other hand, control is imposed at a time of high-level activity, further expansion may entail inefficiencies 
which intensify the need for relief. 
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application. The earnings of the base period are themselves too often abnormal, 
and even when they are not, subsequent changes in the character and operations 
of the industry frequently make them a bad measure of reasonable earnings today. 
As anyone with experience in excess profits taxation will confirm, it is impossible 
to use a base-period earnings standard with any semblance of equity unless it is 
hedged with an elaborate structure of alternatives, adjustments, and relief pro- 
visions. Even then, the result is barely tolerable. To take such a standard 
minus these necessary ameliorants (save for the net worth adjustment) is to 
prescribe a strait-jacket certain to develop innumerable distortions and injustices 
in application. As a test of fair and reasonable profits under the conditions of 
today, it is a snare and a delusion. 

To say so is not to condemn this formula alone. It is rather to deny that a 
generally applicable formula for fair and reasonable profits can be written. 
From this denial it follows that the single-formula approach to the determination 
of fair profits should be abandoned. The circumstances of different industries 
are so diverse, and the factors to be appraised are so complex, that it is better in 
the end to rely on a consensus, or even an average, of informed judgments. 
Fallible as expert judgment may be, we believe it is far more likely than Mr. 
Johnston’s formula to arrive at reasonable results, 


EXCESSIVE USE OF THE PROFITS TEST 


We do not deny that if we are to have price control—whether we should have 
it is not considered here—it is impossible to administer the ceiling price adjust- 
ment phase of the operation without taking profits into account and without 
engaging in profit control. Under these circumstances it follows that adminis- 
trators are not properly subject to criticism because they practice profit control, 
but only because they do it badly. One way to do it badly is to prescribe the 
profits test where it does not belong. 

The use of a profits test for market-wide or industry-wide price adjustments is 
in general unobjectionable, provided, of course, that the test itself is satisfactory, 
but its use in individual adjustments (adjustments for a single company) is 
another matter. When we ask what is a reasonable rate of profit for an industry 
as a whole we have a question on which informed judgments will usually fall 
within acceptable limits, but this is not so when we ask what any particular 
member of the industry should make. Ordinarily, the profit rates of individual 
members scatter all over the scale from high to low, depending on their relative 
efficiencies and other factors. Since this dispersion is normal, a reasonable rate 
of profit for a given company is not to be confused with the rate appropriate 
for the industry collectively. If any general definition is possible, a reasonable 
rate for the company is whatever it can make in competition with an industry that 
is itself making a reasonable profit profit. This may be twice the industry rate, or 
it may be nothing. 

It follows from this definition that if the ceiling price for the industry as a 
whole yields a fair industry profit, an individual company cannot properly claim 
price relief merely because its own profits are low. They are still, by definition, 
fair profits. To put it otherwise, if industry-wide ceilings are kept at all times in 
proper adjustment, relief to individual companies because of unreasonably low 
profits is theoretically excluded. This is not to say, of course, that no individual 
relief should be given for other reasons. It may be, for example, that the pro- 
duction of the particular company is indispensable, and must be preserved even 
though it takes more than a competitive (hence fair) profit to preserve it. It may 
be, to take another example, that the ceiling price of the individual company is 
for some reason under the market and needs realignment. As every price con- 
roller knows, there are a thousand circumstances and conditions that make indi- 
viduals relief necessary, but their very diversity means that such relief must be 
variously justified. 

These observations lead to a consideration of the test that is now in effect for 
ese individual ceiling price adjustments. Like the test for industry-wide 
adjustments, it turns on the profit position of the applicant. There is, however, 
nis difference: While an industry as a whole is eligible for relief when its profits 
are below 85 percent of the average of the best 3 vears of the 1946-49 period, 
adjusted, the single producer is eligible (we are referring here to the manufacturing 
regulations) only when he is operating at an over-all loss. Moreover, if he can 


+} 


‘ See, for examovle, section 43 of the general manufacturers regulation (No. 22), or section 41 of the regulation 
for machinery (No. 39). It was originally required that profits from the manufacturer's entire operations 
must be negative, but this was subsequently amended to annly to profits from the senarate plant or factory 
producing the article or articles for which ceiling price relief is reanested. This relaxation was accompanied, 
however, by the disallowance of certain costs in reckoning profit on a separate-plant basi 
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qualify on this basis, he must prove that the relief asked for will not create an 
over-all profit, but will merely restore his operations to ‘‘a break-even position.” 

Here is not only a profits test in the wrong place; it is a test of almost incredible 
irrelevance. For it conditions eligibility for relief, not on the applicant’s profit 
from the product or products for which adjustment is asked, but rather on the 
profit from his entire business (or plant), including perhaps scores or hundreds 
of other products. If the irrelevance of this test is incredible, so also is its severity; 
no relief will be granted which promises to result in any profit whatsoever. 





THE HOLD-THE-LINE FIXATION 





Many will marvel that reasonable men can bring themselves to impose, even 
provisionally, the profit standard just described. To understand this phenom- 
enon, it is necessary to take account of the psychology of price control. 

To the average citizen the objective of price control is of elementary simplicity: 
to prevent an increase in the cost of living. Sophisticates may interpret this 
more flexibly, as the prevention of unwarranted or improper increases, but 
to the man on the street it is just the prevention of increases, period. His views 
find powerful reflection, naturally, in the attitude of politicians, and become quit« 
as naturally a mandate to the price administrators. Almost inevitably, ‘holding 
the line’? becomes the supreme good, and is pursued as an end in itself with all the 
fanaticism of Horatius at the bridge. Inevitably also the success of the operation 
comes to be judged almost wholly by how much the line is allowed to move. 
Good control is identified with rigidity. 

In this environment the administrators are under a powerful compulsion to 
hold upward price adjustments to.an absolute minimum regardless of equity. 
This means that whenever basic production costs rise (wage rates, raw material, 
prices, etc.) there is a strong temptation to grant less than compensatory ceiling 
price adjustments, if any, and to delay as long as possible whatever relief is 
finally given. One way to accomplish this result is to impose highly restrictive 
standards for eligibility for relief. The profits standard for individual adjust- 
ments is a case in point. 


THE RATIONALE 





OF PROFIT SQUEEZING 
Present control authorities have been quite frank in warning business that it 
must be prepared for enforced ‘‘cost absorption”? when it comes in for ceiling 
price relief. If this meant merely that industries now making more than fair 
and reasonable profits will have to absorb further cost increases before they 
become eligible for price relief, it would be unobjectionable, but this is not, 
apparently, what is meant. Rather, the authorities seem possessed of the idea 
that in the interest of hold-the-line price policy business must be prepared to 
absorb even cost increases that reduce profits below a fair and reasonable level. 
The implication is that a certain amount of profit squeezing—the amount to be 
determined, of course, by the authorities—is to be imposed on business as an 
involuntary contribution or sacrifice in aid of the stabilization program.® 

If such profit squeezing is condoned on the ground that it is good polities, we 
can understand the position even though we deplore it, but when rationalization 
is sought on other grounds, we become profoundly skeptical. So far the authorities 
have not to our knowledge made any real attempt to rationalize their stand at all. 
Instead they have apparently relied on the willingness of the public to take its 
propriety simply for granted. It is an interesting, if disturbing, sidelight on the 
spread of Marxian attitudes toward profits over the last couple of decades that a 
favorable public reaction to profit squeezing can be so confidently anticipated. 

We are old-fashioned enough to believe that business profits are in general 
just as essential and just as morally valid a form of income as wages and salaries, 
or the earnings of farmers, and we see no moral justification in taking advantage 
of their political vulnerability to impose a squeeze no one would dream of applying 
to these other sources of income. We repeat that there is no good reason why the 





5 It should be said in justice to the price-control] authorities that the provision for individual relief just cited 
is regarded as an interim arrangement pending the development of something more permanent. 

§ While we have referred thus far to profit squeezing in connection with ceiling price adjustments—a 
problem largely of the future—there is a current example of official policy in the requirements for the com- 
putation of initial price ceilings under the various regulations for manufacturing. These ceilings are 
obtained by adjusting pre-Korea prices for subsequent cost increases up to a prescribed cut-off date, but 
adjustment is allowed for certain costs only, increases in the excluded items being ‘‘absorbed” by the manu- 
facturer. Not only has the Machinery Institute repeatedly protested this limitation; the recent Capehart 
amendment to the Defense Production Act appears to reflect its disapproval by Congress. 
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profits of an industry should be reduced by price control below a fair and reason- 
able level. That doing so may help to hold the line on prices is not such a reason. 


CONCLUSION 


We can summarize the foregoing discussion in a few sentences. In practice 
price control and profit control are interdependent. Let us have done, therefore, 
with the fiction that profits are not subject to control. For if the authorities 
acknowledge what they are doing, the profit control that is necessarily involved 
in their operations can be carried out much more intelligently. Not only should 
the profits test be limited to the area where it properly belongs, chiefly market- 
wide or industry-wide adjustments; where it is applied the standard should be 
profits that are fair and reasonable under the circumstances. Enforced cost 
absorption or profit squeezing beyond that point should be rigorously excluded. 


Senator Brnron. We will stand recessed until 10 tomorrow 
morning. 

(Whereupon, at 11:50 a. m., a recess was taken until 10 a. m 
Tuesday, September 18, 1951.) 


“> 











TOC 
mi 





3220 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


CLARIFICATION OF SECTION 402 (d)(4) 


TUESDAY, SEPTEMBER 18, 1951 


Unitrep States SENATE, 
SPECIAL SUBCOMMITTEE OF THE COMMITTEE 
ON BANKING AND CURRENCY, 
Washington, D. C. 
The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 457, Senate Office Building, Senator A. Willis Robertson (chair- 
man of the subcommittee) presiding. 
Present: Senators Robertson, Benton, Capehart, and Bricker. 
Senator Ropertson. The committee will come to order. 
The first witness is Mr. John H. Todd on behalf of the National 
Cotton Compress and Cotton Warehouse Association. 
You may proceed, Mr. Todd. 


STATEMENT OF JOHN H. TODD ON BEHALF OF NATIONAL COTTON 
COMPRESS AND COTTON WAREHOUSE ASSOCIATION 


Mr. Topp. Mr. Chairman and gentlemen of the subcommittee, | 
appear on behalf of the National Cotton Compress and Cotton Ware- 
house Association, a national trade organization having as its mem- 
bers the owners and operators of cotton warehouses and cotton com- 
press-warehouse plants located throughout the cotton-producing 
States from Georgia and the Carolinas on the east, extending to 
California on the west. 

Senator Ropertson. May I interrupt to say I do not question that 
you have a problem, but is it not a problem of the producer or proc- 
essor, not directly affected by the Capehart amendment? If you are 
servicing somebody, that is not involved in these hearings be fore this 
subcommittee. 

Mr. Topp. As I understand it, Mr. Chairman, that is the essential 
feature of the proposal, so far as we are concerned, because for service 
industries the Capehart amendment would be completely repealed. 

Senator Roperrson. I did not hear that. 

Mr. Topp. I say so far as service industries are concerned, the 
Capehart amendment, section 402 (d) (4) would be entirely repealed 
by S. 2092. 

Senator Ropertson. I do not construe it that way at all. I cannot 
see how service organizations are involved in these hearings. The 
Capehart amendment, properly construed, relates only to manufac- 
turers and processors. Is that not correct, Senator Capehart? 

Senator Capenart. To services, too, but it does not apply to re- 
tailers and wholesalers. 

Mr. Topp. Mr. Chairman, if you please, it provides that after the 
enactment of this paragraph no ceiling price on any material, other 
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than an agricultural commodity, or on 
effective—and so forth. 

Senator Rosertson. That is the language which I wish to clarify 
in the Maybank amendment, should it be adopted, because it was not 
the intention of Senator Capehart, or the conferees to make that 
amendment apply to wholesalers and retailers, or servicemen. Whole- 
salers and retailers are taken care of by the Herlong amendment. 
The service people are taken care of by that portion of the 1950 act 
which the Capehart amendment does not amend. 

Mr. Topp. 1 do not know how that would be, Senator. 
to find it. 

Senator Ropertson. Proceed with your statement. 

Mr. Topp. We are left entirely out in the cold, so far as I can see 
from reading the act, except for the Capehart amendment, except in 
cases of extreme hardship. 

The cotton warehouse and compress-warehouse operators do not 
buy, sell, or process cotton. They are engaged exclusively as bailees 
for hire in storing raw cotton in bales, compressing such cotton for 
increased economy in the use of storage and transportation equipment, 
and rendering other incidental services such as weighing and sampling 
all upon instructions and for account of the cotton farmers and other 
cotton owners. 

Our people are unequivocally opposed to the provisions of S. 2092 
because they are engaged exclusively in rendering services for hire. 

S. 2092 would mean for them complete repeal of the C apehart amend- 
ment as included in section 402 (d) (4) of the Defense Production Act 
of 1950, as amended. SS. 2092 contains no provision whatsoever 
relating to prices or charges for services. This we consider unjustified 
discrimination. 

Generally speaking—and this is particularly true in the Mississippi 
Valley States—the rates and charges assessed by operators of cotton 
warehouses and compress-warehouse plants for their services have not 
been increased since the summer of 1948. Of course, labor and other 
costs have increased for such operators as they have for practically 
all business enterprises. That was due to two factors. One, the 
President has requested voluntary price controls, and our people tried 
conscientiously to exercise restraint. Of course they were unable to 
do that, because the Commodity Credit Corporation had accumulated 
substantial quantities of cotton in storage under its price-support pro- 
grams. Those stocks of cotton, however, are now virtually completely 
depleted, and we entered the current season with warehouses virtually 
empty. 

As a result, the general price freeze,-effective January 25 of this 
year, froze the rates and charges of such operators at the 1948 level 

Except for the Capehart amendment—under which no regulations 
have vet been issued—the only price relief available to such operators 
is under Ceiling Price Regulation 34, issued under the last part of 
402 (d) (3), which offers relief only when continuation of the service 
offered by the operator is threatened as a result of ceiling prices too low 
to return the cost of doing business. Section 402 (d) (4) as presently 
worded at least offers some hope of price relief based upon increases in 
costs experienced between the early part of 1950 and July 26, 1951. 

Even though S. 2092 were amended to provide for its applic ation 
to services as Well as to sales of manufacturers or processors, it would 


any service, shall become 
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still be highly objectionable. S. 2092 is so worded in such a manner 
as to be virtually a blank check to OPS to grant or withhold relief at 
its discretion and to measure any relief eranted by its discretion. 
By implication it provides relief only on an industry-wide basis. 
No provision is made for individual applications for relief or adjust- 
ment. 

Senator Ronertrson. How do you arrive at that conclusion? 

Mr. Topp. Because it refers to the level of prices. 

Senator Ropertson. That is “Maybank language.”’ 

Mr. Topp. That is what I refer to. 

Senator Ropertson. Why would that not apply to every individual 
warehouse? 

Mr. Topp. It could be so construed, Mr. Chairman, but I seriously 
doubt that it would be. 

Senator Ronertson. You may proceed. 

Mr. Topp. It is understood that the justifications offered for S 
2092 are: (1) That section 402 (d) (4) as now worded would create 
or tend to create or further existing inflation, and (2) that it would 
present substantial administrative difficulties. 

So far as the cotton warehouse and compress industry is concerned, 
neither of these justifications has any validity. 

The total of the average charges collected for the storage, compres- 
sion, and other servicing of raw cotton in bales by cotton warehouses 
and compress-warehouse plants in the aggregate will not amount to 
more than a small fraction of 1 percent of the retail price to consumers 
of articles manufactured from cotton. Charges for such services and 
particularly increases in such charges are in the final analysis borne 
by the cotton producer out of the price a for his crop. It is 
extremely unlikely that any changes made, or likely to be made, in 
the charges rendered by such plants would lave any effect whatsoever 
upon the retail price to consumers of articles made from cotton. 

The operation of the present language of section 402 (d) (4) of course 
would present administrative difficulties. We submit, however, that 
the administrative difficulties thereby created are no greater and would 
be no greater than those which would be experienced in any conscien- 
tious effort to carry out the intent of Congress and particularly the 
mandate of section 402 (c) that such adjustme nts be made as are 
necessary to prevent or correct hardships and inequities. Arbitrary 
price control without regard for hardships and inequities would be 
intolerable when made effective. We are confident it is not the inten- 
tion of Congress to drive cotton warehouse and compress-warehouse 
operators or other service operators to the brink of bankruptcy before 
price relief is available. When Congress enacted the present section 
402 (d) (4) we are also sure it was wise in not leaving entirely to the 
discretion of OPS both whether and also to what extent price relief 
should be granted. 

While admittedly far from perfect, the present provision does 
provide a pattern and a policy for price relief and provides that appli- 
cation for such relief may be made by any individual or by an entire 
industry and that, if made, such applic ation must be onan ae and 
determined on the basis of that criteria included in 402 (d) (4). By 
comparison S. 2092 is a hollow shell without significance. 

Senator Rornertrson. Does that complete your statement? 

Mr. Topp. That is all | have, Mr. Chairman. 
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Senator Ronertson, Senator Benton? 

Senator Benton. I came in in the middle of the statement. 
no questions of the witness. 

Senator Rogerson. Senator Capehart? 

Senator Carpenart. Mr. Todd, you represent this association. Are 
you an attorney for the association? 

Mr. Topp. Yes, sir. 

Senator CAPEHART. You live here in Washington? 

Mr. Topp. Yes, sir; I live in Washington. 

Senator CapeHaAr?T. Did you clear your statement with the organi- 
zation? 

Mr. Topp. I did not have time, sir. I had an opportunity to 
prepare it only since noon yesterday. As I say, I have not cleared it. 
1 have cleared it by means of telephone conversations as to the tenor. 

Senator Capenart. No member of your organization saw your 
statement? 

Mr. Topp. No one has seen it since it was written, no, sir. 

Senator CarrHarr. Your position is that the Capehart amend- 
ment—that service organizations such as you represent, the Cotton 
Compress and Cotton Warehouse Association, who render a service 
and handle no materials whatsoever, but are paid merely for service, 
that under the Maybank amendment they are completely forgotten? 

Mr. Topp. Yes, sir. 

Senator Caprenarr. Under the Capehart amendment 

Mr. Topp. No, sir; | do not mean under the Capehart amendment, 
under the Maybank proposal. 

Senator Carpenart. Under the Maybank proposal they are com- 
pletely forgotten, and under the Capehart amendment they are 
given the same treatment as manufacturers and processors? 

Mr. Topp. That is exactly right, sir. 

Senator CapeHnart. That is your position? 

Mr. Topp. Yes, sir. 

Senator Capenartr. And under last year’s act, the 1950 act, they 
of course were treated the same as manufacturers, processors, and 
any other business organization. 

Mr. Topp. I do not believe I could quite agree with that. The 
only provision offering any relief to them, though, under the original 
act, was that of the last part of section 402 (d) (3), referring to hard- 
ship and inequities. 

Senator Capenartr. Let us put it this way. 

Their service fees are controlled under the 1950 act, the same as 
manufacturers, processors, and any other businessman. 

Mr. Topp. Except for the fact of any other relief provisions 
relating to those other operations. I believe there are some. 

Senator Caprenart. There is no relief under the hardship clause in 
the old act. They are subject to price control under the old act, i 
that correct? 

Mr. Topp. That is correct. 

Senator Capenart. And as far as you know, they were supposed 
to be treated as fairly as the manufacturer, processor or retailer 
under the old act? 


Mr. Topp. Yes. 


IT have 
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Senator Capenartr. Under the Capehart amendment, they are 
given exactly the same treatment as the manufacturers and proc- 
essors. 

Mr. Topp. Yes. 

Senator CaprHart. And under the proposed Maybank amend- 
ment, they are completely forgotten. 

Mr. Topp. Thrown out entirely. 

Senator Capenart. That is your position? 

Mr. Topp. Yes. 

Senator Capenart. That is all I have, Mr. Chairman. 

Senator Roperrson. Thank you very much. 

The Chairman received a telegram from’ Mr. William Green, 
president of the American Federation. of Labor, saying that Mr. 
Peter Henle voiced his views when he appeared before us. 

Senator Lodge referred a telegram to the chairman, from the Roy 
Williams Industries of Massachusetts, which I think should also 
appear in the record. 

Without objection those two telegrams will be placed in the record 
at this time. 

(The telegrams referred to follow:) 

San Francisco, Catir., 
Se ple mber 14, 1951. 
Hon. A. WiLuis ROBERTSON, 
Chairman, Subcommittee on S. 2092, 
Senate Banking and Currency Committee, Senate Office Building. 

Have been informed of questioning which occurred yesterday while representa- 
tive of American Federation of Labor was testifving. In order to prevent any 
misunderstanding, I wish to state that Peter Henle was duly authorized to 
represent American Federation of Labor at the hearing and that his testimony 
conforms in every respect to the policy of the American Federation of Labor. | 
would appreciate it greatly if this telegram could be made part of the permanent 
record of the hearings. 

WILLIAM GREEN, 
President, American Federation of Labor. 


Boston, Mass., September 13, 1951. 
Senator Henry Casor LopaGe, Jr., 
Senate Office Building, Washington, D. C.: 


Senator Lodge, numerous Massachusetts manufacturers concerned that Cape- 
hart amendment to Defense Production Act, which would rightly require OPS 
to reflect both direct and indirect costs increases and decreases in setting price 
ceilings, may be ignored in administrations. 

Substitute. If Capehart amendment is striken, business will lose profit margin 
protection, OPS can limit profits to 85 percent base period. And there will be 
no assurance that price ceilings will reffeet indirect labor costs. Administration 
substitute would allow price ceilings which include adjustment for changes in 
material and direct factory labor costs and a reasonable allowance as determined 
by the President which means OPS for changes in indirect labor, selling, adver- 
tising, office, and other produetoin, distribution, transportation, and administra- 
tive costs. Administration substitute will undoubtedly be reported to Senate 
and if passed there is likely it will receive favorable House consideration. We 
sincerely believe support should not be given to administration’s efforts to give 
the President complete authority for controlling inflation. Thanks for your 
consideration. 

Roy WI LuiaMs, 
Industries of Massachusetts. 
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Senator Rosertrson. The next witness is Mr. Goldfinger, repre- 
senting the Congress of Industrial Organizations. 
Mr. Goutprincer. Thank you, Mr. Chairman. 


STATEMENT OF NATHANIEL GOLDFINGER, EXECUTIVE SECRE- 
TARY OF THE CIO COMMITTEE ON ECONOMIC POLICY 


Mr. Gotprincer. My name is Nathaniel Goldfinger, I am appear- 
ing on behalf of the Congress of Industrial Organizations. 

Section 402 (d) (4) of the Defense Production Act—commonly 
referred to as the Capehart amendment—will compel the Office of 
Price Stabilization to raise ceiling prices on most manufactured 
products. 

A sky-high floor under ceiling prices is established by this measure. 

It will permit increases in ceiling prices to new record peaks. 

Price controls on manufactured “goods generally will be permissible 
only at levels considerably higher than at present. 

Price roll-backs—with very ‘Tew possible exceptions—are impossible 
on manufactured or processed goods. 

The measure established a cost-plus guaranty—the procedure for 
passing all post-Korean cost increases on to the consumer, 

Fat profit margins are protected. 

The measure is administratively unworkable. 

It is an unstabilizing provision in the name of economic stabiliza- 
tion. 

It provides for built-in inflation. 

Section 402 (d) (4) states that future ceiling prices on nonagri- 
cultural goods and commodities cannot be below the lower of: 

The prevailing price at the time of issuing the ceiling price 
regulat ion. 

The prevailing price between January 25 to February 24, 1951 
yen period of the highest general price level in American i cace. 

This section of the measure places a sky-high floor under future 
ceiling prices. Prices of manufactured products cannot be rolled 
back beyond the price floor’s high levels. 

Under the terms of this provision, a company can obtain an upward 
re : ision of a ceiling price by doing the following: 

Take the highest price between January | and June 24, 1950; 

Add to that price all subsequent increases in costs including 
materials, labor, sales, distribution, transportation, ete., that occurred 
before July 26, 1951; and 

3. Produce the records to prove that this cost-plus method would 
result in a higher price than the existing ceiling price. 

Here, manufacturers are provided a cost-plus price-control] pro- 
cedure. All post-Korean cost increases up to last July 26 may be 
passed along to the wholesalers and retailers, where under the Herlong 
amendment, the price boosts are pyramided, to be paid by the con- 
sumer. 

This measure makes it possible for almost every manufacture 
in the country to request increases in ceiling prices. As a result, 
OPS may be flooded with such requests. And how is the small 
OPS staff to determine whether the company reports are valid, when 
there is no sure way of measuring all costs for each unit of manu- 
factured product? 
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It means chaos for OPS—the possible breakdown of the entire price- 
control machinery. 

In addition, the individual ceiling-price-adjustment mechanism set 
into motion by this provision postpones indefinitely the establishment 
of uniform dollar-and-cent ceiling prices. It makes it practically 
impossible for OPS to use a price-control method that can be easily 
understood and -policed by consumers. 

Inflationary pressures pushed prices up sharply after Korea. Aver- 
age wholesale prices of commodities other than farm products or foods 
in February 1951, were 15.5 percent higher than they were in June 
1950. Despite slight declines in recent months, those wholesale prices 
were still 11.4 per cent above pre-Korean levels in the week ending 
September 11. 

These are the price levels set as floors for ceiling prices by this 
measure. 

Those price levels yielded peak profits. In 1949, profits of manu- 
facturing corporations after taxes were 11.6 percent of stockholde rs’ 
equity—$11.60 in profits after taxes for every $100 of stockholders’ 
holdings. In the second quarter of 1950, the ratio of profits to stoc = 
holders’ equity was 15.6 percent and in the first quarter of 1951, i 
was 14.8 percent. At present, it is down somewhat from the 1950 51 
peaks. 

High profits are assured by this measure. 

As soon as the provision went into effect, several auto companies 
submitted requests for increases in ceiling prices. This was done at a 
time when autos were selling below ceiling prices in most localities. 
Ceiling prices on automobiles have now been increased by OPS. 

The Wall Street Journal of August 20 reveals business plans for 
using the provision: 

Some firms, like Pacific Mills and Pepperell Manufacturing Co., both textile 
makers, indicated they planned to apply for the right to raise prices 
as a precaution against higher costs now unforseen. 

“We hope we won't have to sell at the ceilings for which we'll apply,” said a 


Pacific Mills official, who added that “even present ceilings don’t mean a thing 
as regards our present prices.”’ 


but only 


The Washington Evening Star of last Saturday, September 15, 
reported: 


Washington’s biggest grocery chain plans to seek higher ceiling prices on many 
food items. ° 


The story states: 


The increases are being asked under the so-called Capehart amendment to the 
economic controls law. The amendment permits sellers to pass on to consumers 
all cost increases from the start of a Korean War to last July 26 * * 

As an alternative to applving the Capehart amendment, Safeway told OPS it 
would be satisfied with adjustments under another amendment which prescribes 
ceilings assuring groups of sellers the same profit margin they earned before the 
Korean War. This, too, would mean price increases, but in other chains as well. 


Susiness has been granted a guarantee of higher ceiling prices when 
market pressures build up. 

Those market pressures are building up now in some areas of the 
economy. They will become widespread in the winter and spring, 
when defense production will take a large bite out of our total output. 

Curtailment of metals for consumer goods will tend to boost those 
prices unless a firm lid is established. High personal income will add 
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to price pressures throughout the country as full-time emplovment 
increases. 

Section 402 (d) (4) is a danger to the national economy. It should 
be repealed without delay. 

The original act gave business ample guarantee of fair prices and 
an equitable return. There is no need for the provision under con- 
sideration or for its revamping. 

We should take advantage of the current lull—by strengthening 
our anti-inflation program. 

Senator Rosertson. The Chair recognizes Senator Benton. 

Senator Benron. Would you say that if the Congress does not 
accept the recommendations of the witnesses who have come before 
this committee advocating repeal of the so-called Capehart amend- 
ment, and a reversion to last year’s provisions in the bill, that you 
would then, as an alternative, even though you do not like it, prefer 
the amendment recommended by Mr. Charles Wilson to the present 
so-called Capehart amendment? 

Mr. Gouprincer. No, Senator Benton; I did not say that. 

Senator Benton. | said would you say that? You do not say that. 
Your testimony just flatly advocates the repeal of the present amend- 
ment, but there is another choice which is being discussed before the 
committee, which is the substitution for the present amendment of 
the amendment drawn up by Mr. Wilson, which was submitted by 
ene Maybank. 

Mr. GouprinGer. I believe that Mr. Wilson’s proposal, as intro- 
duced by Senator Maybank, would be some slight improvement over 
the section 402 (d) (4) as it stands now, but I do not believe that it 
would be a substantial improvement. 

I would say that the Maybank proposal probably would be a little 
more administratively workable. I do not believe that it would 
affect the price control mechanism to any great extent. 

Senator Benton. Mr. Wilson wrote us that it was the minimum 
under which he could operate. He does not sound very happy with 
it himself, but he wants something better than what he thinks he has 
now got. That seems to be clear, upon his evidence, so I gather that 
you would prefer giving him the minimum under which he could 
ope Paeg? if that is the best we could do. 

Mr. Gotprincer. I do agree with the implication of your remark, 
sir, that the Maybank proposal would be, from an operational view- 
point, and from an administrative-viewpoint, a good deal more work- 
able than the present section 402 (d) (4). 

However, as relates to the inflationary pressures, I do not believe 
that that section would greatly affect the keeping down of the prices 
of manufactured and processed goods, and it is to that point that I 
dealt, for the most part, in this statement, because it is there that I 
think the great danger lies. 

I think that section 402 (d) (4) is a danger from two viewpoints: 
One, as we spoke of before, from the administrative viewpoint, it 
threatens OPS with chaos, because of the unworkability of the 
section; and, two, because it permits inflationary price rises, if and 
when we do get the market pressures building up, and I believe, sir, 
that we are getting, we are beginning to see market pressures building 
up in some sections of the economy. 
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Senator Benton. I agree with your comment, and indeed think 
your phrase is too mild when we look back to the testimony of Mr. 
Johnston. You speak of the possible breakdown of the entire price- 
control machinery. I think it is fair to say Mr. Johnston goes even 
further than that, and predicts the absolute breakdown of it under 
the present so-called Capehart amendment, which he flatly states is 
unworkable. 

There is one other point, which perhaps you can clarify, if I might 
ask one more question. 

I think that some of your testimony, and the testimony of others 
before the committee gives an erroneous impression that you oppose 
business profits. 

Now, of course, there have been some inflations in profits of business 
corporations growing out of inventory profits and other nonrecurring 
profits that you get in a price structure when prices are rising. 

Would you comment further on your phrase in the next to the last 
paragraph of your testimony that you do favor giving business ample 
guaranties of an equitable return, because. most assuredly it is in the 
interest of your unions to see to it that business receives an equitable 
return. If it is not receiving an equitable return, your problem in 
getting the kind of salaries and increases in living standards for your 
people becomes virtually impossible. 

Mr. GouprinGcer. That is most certainly true. I did not mean to 
imply here that the CLO was opposed to business receiving . fair and 
equitable profit. What I meant was that section 402 (d) (4) builds 
up a mechanism whereby all cost increases up to July 26 can be passed 
on to the consumer, and, furthermore, pyramided, through the Her- 
long amendment, which is not being considered here. 

Senator Benron. You do not think a cost-plus method of operating 
makes for business efficiency? 

Mr. Gouiprincer. No; I do not, sir. In fact, on the contrary, I 
think it makes for inefficiency insofar as this type of mechanism, which 
provides for the possibility of automatically passing on cost increases, 
permits inefficient producers to get away with passing on their costs. 
I think it promotes inefficiency, and, furthermore, | believe that is 
contrary to the whole set-up of the American economy, the tradi- 
tional way in which we do things. Inefficient producers under our 
kind of economy in the past have been penalized. They have not 
been able to pass on those cost increases, due to inefficient production 
methods, and inefficient sales methods. They have not been able to 
pass those cost increases on to the consumer. 

Section 402 (d) (4), permits the automatic passing on of such cost 
increases up to July 26, and I think that that is aa improper pro- 
cedure. 

Furthermore, I believe that the original act, as passed in 1950, in 
section 402 (c), provided a proper procedure for handling increased 
costs. Ido not think that companies should absorb all increased costs. 
The section 402 (c) of the original act speaks of fair and equitable 
treatment, and it says: 

Any regulation or order under this title shall be such as in the judgment of the 


President will be generally fair and equitable, and will effectuate the purposes of 
this title 








3228 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


and further, it goes on and states: 


The President in establishing and adjusting ceilings with respect to materials 
and services, and in stabilizing and adjusting wages and salaries and other com- 
pensation shall make such adjustments as he deems necessary to prevent or cor- 
rect hardships or inequities. 

[ think there was such mechanism here for making proper price 
adjustments due to various costs increases, and due to situations of a 
hardship nature. Ido not think that section 402 (d) (4) is, therefore, 
necessary. 

Senator Benton. I am glad you brought that out. 

Thank you, Mr. Chairman. 

Senator Ronertson. Senator Capehart. 

Senator CaprHART. You represent CIO? 

Mr. GoLpFInGER. Yes, sir. 

Senator Carpgenart. Did CIO directors and trustees approve your 
statement? 

Mr. Gouprincer. I cleared this statement—lI did not clear it with 
every member of the executive board, but the statement was cleared, 
and it represents the official position of the CLO. 

Senator Capenarr. Did Mr. Murray see the statement? 

Mr. GoupFinceEr. I do not believe he saw it, but his assistant saw it, 
and cleared it. 

Senator Caprnarr. Now, Mr. Goldfinger, you say: 

A sky-high floor under ceiling prises is established by this measure. 


I presume you mean that the President, on June 25, froze all prices, 
and they were at their highest level at that time. 

Mr. Gotprincer. Yes, sir. 

Senator CapeHarr. So the OPS, and the administration itself, are 
responsible for freezing prices at the highest level, are they not? 

Mr. GouiprinGcer. Well, Senator, the CIO was critical of the way 
the administration handled the inflationary situation after Korea. 

Senator Capenarr. But then 

Mr. Goutprincer. And we stated publicly what you just said, that 
prices were frozen at the highest levels. 

Senator CapeHArt. In other words, the Congress had no choice in 
that. 

Mr. GoupFincer. Well—— 

Senator CapeHarr. I mean you had no choice. 

Mr. Go.pFincer. We certainly had no choice. I would want to 
state this, that the Congress handed the President a most difficult law, 
because the law provided for a wage-price tie-in, which made the 
situation extremely difficult—I mean a wage-price tie-in under 
selective controls, and in my opinion we should have applied selective 
controls, possibly immediately after the passage of the Defense 
Production Act in September of 1950. 

Senator Capenart. Well, the Administration did not do it, as you 
know, and Congress found itself, when they stated reconsidering the 
old bill, with prices having been frozen by the President, himself, at 
the highest level. 

Is that a correct statement? 

Mr. Goutprincer. Yes, sir. I think that the Administration was 
in a difficult position, because of that wage-price tie-in, that it would 
have been most difficult to apply selective controls. 
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Senator Carpenart. I do not know whether you are right or wrong 
in that, the fact is that is what Congress had to deal with. 

You say it will permit increase of ceiling prices to new record peaks. 
Your testimony, and the testimony of many others, has been that the 
Oapehart amendment, which gives just as much right to roll prices 
back as it does to increase them—do we understand, then, that your 
thinking is, you, representing the CIO, that all goods, all mate rials, 
the cost of producing all materials has actually gone up since pre- 
Korea? 

Mr. Gouprincer. Well, in this statement I say price roll-backs 
with very few possible exceptions are impossible on manufactured or 
processed goods. I would agree with you, sir, that there possibly 
could be worke d out some slight roll-bac ks. I do not think that such 
roll-backs would be significant to any extent. 

Senator Capenartr. Does that mean, then, that it 
that costs have actually increased? 

Mr. GoLpFINGER. It is my opinion, sir, that costs have increased, 
and costs have increased in terms of materials, of labor, sales, distri- 
bution cost, transportation, and all those other costs, for the most 
part; over the entire economy such cost have increased. 

Senator CapeHarr. And increased to the point, vou think they 
have increased generally with all businessmen to the point, where to 
roll back their prices at the moment would be forcing them to absorb 
these increases. 

Mr. Gouprincer. Well, I would not advocate general 
roll-backs. 

Senator CapeHART. What I am trying to say is this: We have heard, 
and still do, about gouge rs selling at unconscionable prices. We were 
under the impression, when we were considering this bill, that there 
was an opportunity to roll a lot of prices back. 

Now, the testimony on the Capehart amendment has all been to 
the contrary, and you admitted a moment ago that prices or costs 
have increased. 

Mr. GoLpFinGer. Yes, sir. 

Senator Capenart. Therefore, we find ourselves, then with a situa- 
tion where the Korean War began some 15 months ago and all costs 
have increased, and therefore if you are going to roll back any prices 
you have got to roll them back on the basis that the business man 
must absorb all these increased costs. 

Mr. GouipFrinGer. Yes, in those conditions where there would be 
price roll-backs, that would mean cost absorption. 

Senator CarpEeHART. Cost absorption on the part of the seller? 

Mr. Gouiprincer. Yes. 

Senator CarpeHArT. In other words, you have studied this problem, 
I presume, very carefully, and you do not see any opportunity to roll 
back prices, except on the basis of the sellers absorbing the increases 
in costs which have occurred since Korea. 

Mr. Gouprincer. Generally, | would say that is true. 

Senator CarpEHART. I am coming to that conclusion, too, after lis- 
tening to many of the witnesses, that that situation exists, which, of 
course, brings out why the President last September 8 should have 
frozen prices as of midnight of the outbreak of the Korean War. 

You say the measure ‘established a cost- plus guarantee procedure 
for establishing all increases to the consumer, fat profit margins are 


is your opinion 


over-all 








3230 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


protected. All the Capehart amendment does is permit increases in 
costs since Korea to be added to the selling price as of Korea, only to 
July 26. 

Mr. Gotprincer. Yes. 

Senator CapeHartT. No increase in cost, regardless of how they 
occur, can possibly be added to after July 26. 

You said in answer to Senator Benton’s question a minute ago that 
you were opposed to this idea of cost-plus, because it protected the 
inefficient seller and producer, and so forth. 

Mr. Gouprincer. Yes. 

Senator CapEHART. Well, the cost increases that we are talking 
about here have already occurred. They have occurred in the past, 
because, as you know, the Capehart amendment says after July 26 
and that is over a month ago, 6 weeks ago—no possible cost increase 
could be used for increasing prices after July 26. Then the cost 
increases we are talking about are costs that have occurred before 
this Capehart amendment was passed, so it cannot possibly encourage 
anybody to create higher costs, or be inefficient, because the costs 
have already been incurred. This is something that occurred in the 
past, and will not occur in the future. The answer you gave Senator 
Benton was not quite correct, was it? 

Mr. Goutprincer. Oh, but as we all know, sir, businessmen do not 
pass on, usually they do not pass on, all cost increases. Otherwise 
the entire expansion in the past history of the United States, the 
increase in productivity, and all those other increases, could not have 
been made in terms of mass production and mass consumption. We 
have been moving toward a mass production-mass consumption 
economy. 

All increased costs are not usually passed on to the consumer, but 
section 402 (d) (4) makes it possible to automatically pass on all 
such cost increases up to July 26. The entire mechanism of this 
economy forces, usually forces, producers and sellers to absorb some 
of the cost increases, and to increase their efficiency so that they may 
compete in the market. 

Senator Caprenart. If you will yield et a moment, you are correct 
that from the date of the Korean War, to the highest price they had 
between January 1 and June 30, the Capehart amendment permits 
them to add their legitimate increase in cost, and the act describes 
what we mean by costs up to July 26, but gives the President the 
right to deny it if they are excessive or unjust. 

But no cost increase can be used after July 26 for increasing any 
prices whatsoever. Therefore, my point is that these increases in 
costs occurred prior to July 26, and therefore this talk that the manu- 
facturers and businessmen will be inefficient, and that vou are pro- 
tecting the inefficient fellow from this time on is not true. 

Mr. Goutprincer. But what this section does, at least in my opin- 
ion, is it permits the automatic passing on of cost increases up to that 
date, it pushes up the price level because that would be the general 
tendency so that all cost increases up to July 26, whether due to y actual 
increased costs, or due to inefficient production and inefficient sales, 
can be passed on, and to that extent I believe that this section is 
aiding inefficient producers who were inefficient up to that date. 

Senator Carenarr. It did aid them in the past, but you gave the 
impression it would aid them in the future. It cannot possibly aid 
them in the future. 
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Mr. Gouprincer. I woud like to follow that up, sir. I believe 
that should you continue this act for any length of time, with this 
statement as it now stands, putting a very definite cut-off point at 
July 26, 1951; the immediate effect would be this cost-plus provision 
which is a direct guaranty to business, but I think that the continued 
action of this act, let us say next year, or 2 years from now, with that 
type of cut-off point as you interpret it, is a direct disadvantage to 
business. I think it might throttle business. In fact, 1 would go so 
far as to say that you cannot legisiate the kind of things that you 
seem to be legislating here. I think that you have to allow for a 
great deal of fle xibility in our economy. I think that putting a cut- 
off point of July 26, 1951, permits the passing on of cost increases 
up to that date, but if you continue that cut-off date for any period 
in the future, vou are putting business into a strait-jacket, consider- 
ing 1 year from now, or 2 years from now. My fear is that you would 
change this cut-off date 6 months from now, or next year, and bring 
the cut-off date up again. It is the principle that I am opposed to. 

Senator CapeHarr. That is a possibility, but if vou do not have a 
cut-off date, then you will never stop inflation, because you would 
just have a gradual upping and upping of prices. 

Mr. GoupFinGcer. But I do not think this cut-off date was neces- 
sary. We did have a cut-off date of January 25, 1951. That was 
the cut-off date established by the price freeze. On top of that, vou 
have section 402 (c), where the President is directed, by the Congress, 
and by the act, to apply fair and equitable treatment to business in 
terms of the establishment of price ceilings, and I think that is the 
kind of flexibility that you need in our kind of economy if you are 
to have some kind of controls. 

Senator CapEHartr. Now, we both established that the Capehart 
amendment does permit increases in costs that occurred from pre- 
Korea up to July 26 if they are reasonable and not excessive. 

Now, you object to that. 

Mr. Gouprincer. Yes, sir. 

Senator Capresart. You think that is wrong? 

Mr. GoLpFincer. Yes, sir. 

Senator CapEeHart. What increased costs would you allow? You 
would not allow all of them, just what ones would you allow? 

Mr. Gouprincer. Well, I would not attempt to legislate that kind 
of problem. 

Senator CapEHART. Let us forget legislation. You represent the 
ClO. What costs would you recommend be allowed? 

Mr. Goiprincer. Well, if I were in OPS, working under section 
402 (c), where the original act grants a good deal of flexibility, 1 
think that I would go back to Mr. Johnston’s profit vardstick formula, 
which applies the 85 percent of the best 3 years, 1946 to 1949, plus 
any adjustments for increased investments in the corporation, and |] 
think | would use that kind of yardstick as a means of judging whether 
this is fair and equitable, and also whether a hardship existed. 

Senator CapeHarr. We have already established, both of us, that 
we believe that practically every businessman in the United States 
has had increased costs; therefore, we have established that they have 
all had increased costs. Now, your plan would be to do what? 

Mr. Gotpringer. My plan would be to compel companies to 
absorb costs up to the point where their profits were endangered, and 
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the profits being endangered on the basis of this profit yardstick of 
85 percent of the best 3 years, 1945 to 1949, plus adjustments for 
increased investment in the company. 

Senator Carenart. I think there are a million or more processors 
and manufacturers. I think there are 4 million businesses, but a 
million are processors or manufacturers. 

Mr. GoupFinGer. I would establish some kind of categories, I do 
not believe that you can work on a basis of thousands—and that is one 
of my criticisms of section 402 (d) (4), where as a result of the in- 
dividual adjustment per product, you have thousands and perhaps 
hundreds of thousands of items. 

Senator Capenart. In other words, you think the formula that you 
have worked out, or that you recommend,the formula of basing it upon 
profits that these companies are making, is a better formula than is 
— in the Capehart amendment. 

Mr. Gouprincer. Yes, but furthermore I would go further and 
say that I personally would object to any_legislation that would even 
legislate Mr. Johnston’s formula. I believe that that is an adminis- 
trative problem. 

Senator Carpenarr. Let us take this example. I have in my hand 
at the moment a letter from a concern in Indianapolis—by the way, 
they had a contract with your CIO Steel Workers Union, I am sure. 
They eed on April 1, a pay increase that amounted to $400,000 
a vear, and this firm is not too big, a pay increase to your members. 
ear caiieie this formula that you are talking about that the OPS are 
now using they denied them the right to pass on any of the $400,000 
increase In wages that they gave to the members of your union. 

Do you think that that was a proper decision? 

Mr. Gotprincer. Well, I do not have the facts in this case, sir, 
but on the basis 

Senator Capenart. Let us just talk about principle. 

Mr. Gouprincer. On the basis of principle, if it was the profit 
yardstick formula as enunciated by Mr. Johnston’s 

Senator Caprnarr. This is no profit vardstick at all, because the 
rule of OPS was that manufacturers and processors could use increases 
in wages up to only March 15, and after March 15, they could not use 
them. I think they permitted them to use increased material costs up 
to, I forget the date, I believe it was December 15. 

Mr. Gouprincer. Yes. 

Senator Caprnart. In other words, since December 15, they 
have denied any manufacturer the right to increase his prices based 
on increases in material costs, and since March 15, they have denied 
every seller the cight to increase his costs based upon increased wages. 
Therefore, they have been forcing, since December 15, all sellers to 
absorb all increases in material costs, and since March 15 they have 
been forcing them to absorb all increases in wages, and I hold in my 
hand a concrete example where one manufacturer gave the members 
of your union $400,000 annual increase in wages. 

Now, I will get back to my question of a moment ago. Just what 
increases in costs would you, as an indiv idual, either spe aking for 
yourself, or CIO, permit manufacturers to use? 

Mr. Gouiprincer. Well, I could not specify any particular type of 
cost increase. I would use that kind of profit yardstick formula that 
was discussed just a few minutes ago. 
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Senator Caprenart. Your philosophy is that we ought to control 
prices through controlling profits. 

Mr. Gotprincer. No, I would not put it that way. I would not 
say that this is a profit-control formula, but what I would state is 
that the fair and equitable basis would apply here only if the profits 
of the company were to go below 85 percent of the best 3 years of 
1946 to 1949. 

Senator Carpenartr. Now you have got this problem facing you. 
I agree with you that profits for the last couple of years have been 
big, because the volume has been big, but here is another case where 
you are directly interested, because your union is interested. This 
same company, now, their business has fallen off 60 percent. The 
reason it has is because the Government itself is only allowing them 
60 percent, because business has dropped down to 60 percent, they 
are only allowing 60 percent of the materials they received last year. 

Now, they maintain that with only 60 percent of the sales that they 
have had last year and the year before, they cannot pay a $400,000 
yearly increase to your people and absorb it with 60 percent of sales 
rather than a hundred percent of sales. 

Mr. Gouprincer. Well, I suspect, sir, that this company, whose 
consumer-goods production has been curtailed as a result of the cur- 
tailment order, by the Government, I would say that in all likelihood 
that company will be receiving defense contracts which would add 
to its over-all production, and therefore the matter of decreased 
unit production would not particularly apply. 

Senator Capenart. Let us say the factory is filled up again to 
capacity by war work. There is no question but they can absorb a 
lot of the increase in cost, but let’s say it is not. They are not all 
going to be. 

Mr. Goutprrincer. I recognize that. 

Senator Caprnarr. What would you do? Let us say it is not, 
then, what would you do with that company? If we can settle what 
to do with this concern here, we have the answer to the whole thing. 

Mr. GouprinGcer. If that company does not get defense contracts, 
and does not increase its production to take care of the curtailed 
production because of the Government curtailment orders, and if that 
increased cost of $400,000 a year annually means that the company’s 
profits would decline to the point where it would bit this profit yard- 
stick, I would say that that company should not be compe led to 
absorb the entire cost of that wage increase. 

Senator Capenartr. Now, you say the Capehart amendment that 
it is unworkable, and administratively wrong. I have heard it said 
over and over that there would be tens and tens of thousands of 
applications. 

Would you permit this company, then, and all other companies 
like it—and they are all going to be in the same boat, because we have 
both established the fact now that all their costs have increased 
would you permit them then to file individual applications with 
OPS? 

Mr. Gouprincer. Yes, sir, I would permit those companies to 
file individual applications. 

Senator Carenart. Then if you did that, would you not be right 
back to the point where you would have no more applications than 
you have under the Capehart amendment? 
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Mr. Gouprineer. On that score I am quite certain that you and 
I disagree, sir. I do not think that most companies in this country 
are being so badly affected by the defense curtailment orders. | 
think that those defense curtailment orders are having some kind of 
temporary effect in temporarily reducing production perhaps for 
several weeks, perhaps for a month or so, and, by the way, we are 
extremely interested in that problem because it means temporary 
unemployment for the members of the CIO. We have been following 
that with extreme care, but I do not think that that problem would 
be a universal, national problem, and I do not think that it will affect 
too many companies over any great length of time. 

Senator Ropertrson. Off the record. 

(Discussion off the record.) 

Senator CapgeHart. I do not think we are going thoroughly 
enough into whether we should repeal the Capehart amendment, 
and I do not think Congress itself is giving enough consideration to 
whether we should or should not repeal these different amendments, 
and giving enough consideration to the problem of controlling inflation. 
I shall discontinue my questioning with that statement, and I want 
it to show on the record that that is exactly the way I feel about it, 
that | am very conscientious and sincere in trying to help control 
inflation in the United States, and that I tried shortly after the 
Korean War started to get all prices frozen as of midnight June 30. 
I have worked repeatedly and continuously on this subject from the 
very beginning, because I think I recognize the chaotic condition this 
country will be in, if we have to deal with inflation. I think I realize 
the almost impossible situation, the impossibility of controlling prices. 
Any system you work out brings upon the Administrator a great 
amount of detail, and works hardship upon the producers and 
processors. 

Senator Rosertrson. The Chair did not imply criticism of the 
Senator from indiana, but the Senator well knows that in order to 
meet the dead line of the full committee meeting at which we must 
submit our report we have got to complete our hearimgs and draw up 
our report by tomorrow night. We started out to limit each member 
to 10 minutes of direct examination of witnesses, but since this was a 
very import ant witness, re presenting a very large labor group that 1 
interested in this problem, the chairman permitted the Senator ens 
Indiana to proceed with his investigation for 25 minutes. It is not a 
question of whether we should have three more months, we do not 
control that. We have got to report Thursday. ‘The chairman does 
not want to prevent the Senator from inquiring of the witness as long 
as he wants to, but we have to meet a dead line. 

Senator CapreHarr. We do not have to meet a dead line on Thurs- 
day. We can sit this afternoon, we can sit tonight, we can sit until 
December 1 to handle this problem. We do not have to recess, we do 
not have to meet a Thursday dead line. The Congress of the United 
States ought to settle this in an intelligent way, one way or the other. 
I think we ought to get the facts. I am amazed when I listen to the 
testimony, when I listen to questions, when I listen to the radio and 
find the lack of information, the lact of knowledge of even the funda- 
mental facts of what the Capehart amendment, the Herlong amend- 
ment, and other amendments do and what they do not do. It is 
amazing what misinformation and misconception there is in the 
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United States with respect to price control, and it is amazing the lack 
of information and facts the peopie have with respect to what OPS is 
doing. 

Senator Rosertson. The chairman does not assume that every 
witness that does not agree with the Capehart amendment does not 
know anything about the Capehart amendment. 

Senator Capenart. I did not say that at all. 

Senator Roserrson. The Chair will recognize the Senator from 
Ohio. 

Senator Capgenart. I do think we are rushing this matter. I am 
going to go so far as to say that if 1 am not going to be permitted to 
ask questions of witnesses that I think are pertinent, that if we are 
going to just rush this thing through and hurry it through, I am with- 
drawing from the committee and I am not going to attend any more 
meetings. As far as I am concerned it is a waste of my time and a 
waste of the time of the witnesses. That is the way I feel about it, 
and I want the record to show it. 

Senator Ropertson. The Chair recognizes the Senator from Indiana 
to continue his investigation of this witness all day and into the night, 
but he will be here alone. 

Senator Capenart. I assure you I am not going to do it, and I am 
not going to be here alone, because I have said what I wanted to say, 
and I am not going to say any more. I have come to the definite 
conclusion that we are wasting our time on these hearings. The 
majority have already made up their minds what they are going to 
do, and this whole thing is simply window dressing. We are wasting 
time, and I want the record to show it. 

Senator Ronertrson. The Chair recognizes the Senator from Ohio. 

Senator Bricker. | will vield to the Senator from Indiana. 

Senator Capenart. | am all through. I am satisfied we are wast- 
ing our time. 

Senator Benton. Mr. Chairman, I will take only 2 or 3 minutes. 
Listening to the Senator from Indiana, I have two or three questions. 

I congratulate the witness on his responsiveness in his answers, | 
may say, because I think his answers helped mine to clarify the 
issues here. 

Agreeing that costs in general have gone up, agreeing with the 
Senator from Indiana that costs have gone up since the outbreak of 
the Korean War, do you not feel that there has been much confusion 
in discussion of this subject in overstressing costs, and making them, 
in much of the discussion, seemingly almost the major element in 
pricing, whereas in fact there are many elements that enter into 
pricing in addition to costs? 

Mr. GouprinGer. Oh, yes, sir; I certainly agree with you. In 
fact, I get the impression that the great emphasis in talking about 
costs has been the method used to pass on these costs, and to make 
appeals to the Government agencies to pass on these costs. 

Senator Benron. Do you not agree it sounds plausible to say a 
businessman should be allowed to pass on his costs and prices, but 
that in fact, his costs in almost every line of business, are only one 
element in his pricing? This major factor of pricing has not received 
the emphasis it should have received in these discussions? 

Mr. Goutprincer. Yes; I most certainly agree with you, sir. 
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Senator Benton. As an illustration, I have two businesses where 
the costs are up, the volume is up, and I then ask you how else could 
you show hardship except by using the yardstick of profits. If we 
are in a profit-and-loss system, if satenibuetay operates in a profit- 
and-loss system, what other basis could a man have for coming in and 
saying | am being unfairly treated, this is unfair to me and I am a 
hardship case? What other basis is there except to say I annot make 
any money, and you are taking my business away from me? 

Mr. Goutprincer. Frankly | know of no other. I think that the 
profit yardstick formula proposed by Mr. Johnston was the only 
possible formula. 

Senator Benton. If we have a basis in our act by which a business- 
man can come in and show hardship, and if the only possible basis he 
has for showing hardship is the profit yardstick, do you not, would 
you not, then conclude that it is wholly unfair to take that adminis- 
trative ruling, and twist it into a charge against our administrators 
that they are in the business of profit control? 

Mr. Gouprincer. Yes, sir; I definitely agree with you. 

Senator Brenron. And that those who make this charge perhaps 
themselves do not understand wholly what is implicit in this debate. 

Mr. Goutprincer. That is most certainly probable. 

Senator Bricker. I think that is rather a gratuitous assumption, 

Senator Benron. Well, 1 am asking the witness a question, Mr. 
Chairman, because—I put it in the form of a question, and my ques- 
tion shows that it at least may be true of some of them. i do not 
say it is universally true, but it may be true of some who make the 
charge of profit control. 

On another question asked by the Senator from Indiana, is it not 
manifestly true that at the time prices were frozen, there could not 
possibly be any knowledge on the part of the administrative officers 
that they were freezing them at the highest possible level, because at 
that moment the trend had been up, and since then we have had 
what you call a temporary lull, or a lull that you think is temporary 
in which there has been some fall in the. price level? 

Mr. Gotprincer. Oh, I definitely agree with you, Senator Benton. 
In fact, I would state that despite the fact , believe it was done too 
late, the action, regardless of how late it came, did halt the price 
rises, because prices began to hit a level wa then decline to some 
exte : beginning in the ‘middle of Febru: ary and March, shortly after 
the January 26 action of the Government. 

Senator Benron. You brought out one point that I have not heard 
brought out by any previous witness, and it was such an interesting 
point I leaned over and spoke privately to the chairman about it, on 
this cut-off date. 

Your contention, if 1 understood it, is that the cut-off date can 
work a great hardship on business, if events go in a certain direction. 

Mr. GoLpFINGER. Yes. 

Senator Benton. And, in effect, in arguing the cut-off date you are 
irying to strike a blow for business, strike a blow for giving business a 
break it ought to have under a more flexible system to enable it to 
earn what you call a suitable or equitable return. 

Mr. Goutprincer. That was the intent of my remarks, sir. I think 
that the maintenance of that July 26, 1951, cut-off date into 1952, 
and into 1953, would work a hardship on American business. It would 
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probably tend to put business in a strait-jacket. I think that the 
cut-off date now is unfair to consumers, but if maintained, that cut-off 
date would be unfair to business itself. 

Senator Benton. You recall we have the cut-off date not only in 
the Capehart amendment, but also in S. 2092. 

Mr. Gouprincer. But CPR—22 and the other manufacturers’ price 
orders—those price orders, as | Seen it, were interim orders. 

Senator Benton. Yes, they were. 

Mr. Gotprincer. They were not meant as permanent orders. 

Senator Benton. That is true. 

Mr. Gouprincer. This amendment is meant to be a permanent 
order as | see it, at least for the period of the existence of this law, 
until June 30, 1952, but the manufacturers’ price orders were interim 
orders that were going to be changed. They were going to be worked 
into tailored orders, with some kind of uniform pricing mechanism. 

Senator Benton. That is an important point that came out in the 
testimony vesterday, and I am glad you reemphasized it. 

Mr. Chairman, I think this is a very well-informed witness, and I 
congratulate him on his testimony. 

Mr. Goutprinerr. Thank you, sir. 

Senator Ropertson. If prices and wages at the July 26 cut-off date 
were put in a strait-jacket, would not it also put labor in the same 
strait-jacket? 

Mr. Gouprincer. You mean in the future, the use of this July 26, 
1951, cut-off date? 

Senator Ropertson. Yes. 

Mr. Gotprincer. | believe that that July 26, 1951, cut-off date, if 
that cut-off date is maintained into the future, the longer we go on 
into the future, the greater is the danger that the entire economy, not 
only business, but also working people and others, would be put into 
an economic strait-jacket. I do not think that you can use any kind 
of cut-off dates in this economy for any length of time. My major 
objection, however, sir, is the principle behind the section 402 (d) (4). 
I am objecting to the use of the cut-off date, but 1 am also objecting 
to the principle, because what | fear is come June 30, 1952, when this 
act comes up for reconsideration, the July 26, 1951, cut-off date may 
well be moved up into 1952. 

Senator Benron. One final question, Mr. Chairman. 

Senator Capehart said, and I thought he was very rc when he 
made this point, that he was getting at the heart of the problem 
when he asked you the question as to whether the right of the com- 
pany, the illustration of which he gave from Indianapolis, to put in 
an appeal for relief as a hardship case was not in effect, from the 
standpoint of creating an administrative load and problem, if I under- 
stood his point, comparable to the right given companies under the 
Capehart amendment to put in an application for increase in prices 
due to increased costs. 1 am giving a rough interpretation of what 
1 thought his point was. 

Now, do you not agree that there is a very profound difference? 

Mr. Gouprincer. Oh, certainly, the basis is different. 

Senator Benton. In one case it is up to the company to prove 
hardship, which enormously limits the applications, including having 
a very great impact on the attitude of the businessman himself before 
he makes out bis application and comes down here, and in the other 
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case, a businessman making a thousand items, without having to 
prove hardship at all, can hire lawyers and accountants and prove 
his costs are up, try to seek to show his costs are up on X part of 
these thousand items, and come down and put in hundreds of appli- 
vations. 

Mr. Goutprincer. I agree there is a great difference. 

Senator Rosertson. The Chair recognizes the Senator from 
Indiana. 

Senator CapEeHnart. I have no questions. 

Senator Ropertson. The Chair recognizes the Senator from Ohio. 

Senator Bricker. Do you know how many applications have been 
made since July 31 under the Capehart amendment? 

Mr. Gouprincer. No, I do not, sir. I do not think there have 
been a great number of applications to date, and I think that the 
reason for that is—well, a number of factors. For one thing I think 
that business for the most part has taken this amendment, has looked 
at it, and is now considering its own situation, each individual busi- 
ness, and, furthermore, the market situation is not such at present as 
to push prices up, and that is where I believe there is a very great 
danger in this amendment. When the market situation gets tight, 
and it is my humble opinion that the market situation will get tight 
in the winter, and in the spring, then business can come in and apply 
for the individual adjustments under section. 402 (d) (4). 

Senator Bricker. Should not that be allowed, if that is the situa- 
tion? 

Mr. Gotprincer. Well, I believe they should be allowed to so do 
under the fair and equitable treatment, and under the hardship sec- 
tion provided in 402 (c) of the original act. I do not believe that 
business should be provided this kind of guaranty to pass on all cost 
increases to the consumer, all increases in costs that occurred up to 
July 26, 1951. 

Senator Bricker. Under the hardship clause. 

Mr. Gouprincer. I believe under the kind of flexible arrangement 
permitted under the original Defense Production Act of 1950, business 
was given ample guaranty, and ample protection of fair and equitable 
treatment, and I think that under that rule, and under the hardship 
provision provided in the original act, business could come in and ask 
for price adjustments, and I think rightly so, but I do not believe 

Senator Bricker. Under that formula, a man in a high cost field, 
would have to come in under the hardship clause. 

Mr. Gotprincer. Well, that may be so, but you see in the original 
act—— 

Senator Bricker. Any delay on the part of the administrative de- 
partment would necessarily force him either to close or operate in the 
red until he got relief. 

Mr. Gouprincer. Well, the company would have the opportunity 
in the first place to make such a request under the hardship section as 
soon as it found it was heading toward a hardship situation. I do not 
believe, at least I do not remember hearing any companies complain 
about the operation of this section up to July. Companies used this 
procedure, the procedure existed. 

Senator Bricker. Of course you did not hear the testimony then, 
or see the mail that came in to the members of this committee. 
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Mr. Gouprincer. No, sir; I did not. Of course there is plenty of 
room for disagreement here. As I stated before, I believe that this 
section 402 (c) of the original act was flexible, and it gave sufficient 
room and sufficient guaranty to business of fair and equitable treat- 
ment in prices. 

Senator Bricker. That was wholly to be determined by the Admin- 
istrator, and was not written into the law at all. 

Mr. Gouprincer. That is right, yes, sir. We see along those 
lines—I would say it is dangerous for the Congress to legislate par- 
ticular specific items such as are legislated in 402 (d) (4). 

Senator Bricker. I have an article, Mr. Chairman, by Fletcher 
Booraem and Merle Gulick, which appeared in the Wall Street 
Journal, in which they show that the Capehart amendment would 
have no effect on price ceilings, that there have only been three 
applications; that the automobile industry could apply for a 10% 
percent price boost but only asked for 3%; that the cost increases 
after July 26 have not been such that there would be many appli- 
cations, except by those companies that are aeeetety operating in 
the red or in danger of going out of business, or losing money 

They mention the Safeway case, which aaciadan, I think, was 
appealed to the court of appeals, and that lack of action and delay 
was one of the things that prompted the amendment. 

It says indications are that some meat packers will apply for Cape- 
hart price ceiling adjustments, but they are getting price boosts on 
some grades of ‘beef anyway before they file applications to balance 
reduction in prices of hides and tallow whic ” have gone down as a 
result of competitive factors over which the Congress, the industry, 
rr OPS has any control. 

It says, on the other hand, many companies would suffer sharp 
price reductions if the Capehart formula were applied to them on a 
mandatory basis. Textiles, particularly, would be affected because 
of the low level of cotton and wool pric es on July 26. 

I ask unanimous consent that this be made a part of the record at 
this time. ( 

Senator Ronertson. Without objection, it will be so ordered. 

(The information referred to follows: ) 


{The Wall Street Journal, Monday, September 17, 1951 


CONTROLS OUuTLOOK—CHANGE IN CAPEHART PROVISO Won’t Arrect Pric! 
Mtueen, OPS MEN Say 


S 


3y Fletcher Booraem and Merle Gulick, staff correspondents of the Wall Street 
Journal) 


Wasuineton.—A Senate Banking subcommittee is slated to wind up hearings 
this week on the Capehart amendment to the new price-control law. 

The Capehart amendment provides that anyone can apply for price ceilings 
based on his pre-Korean prices adjusted for all changes in reasonable costs from 
then up to July 26. Congress tacked it onto the controls law when it was renewed 
in late July. 

Whatever conclusions the Senators reach are likely to have little effect on price 
ceilings generally. The ‘se are the possible decisions they can make: 

They can keep the ¢ a hart proviso as is. 

They can replace the Capehart amendment with an administration-backed 
substitute. 

There is an outside chance they may ditch the Capehart amendment entirely 
and fall back on the original provisions of the 1950 Defense Production Act. 
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PLEA BY ADMINISTRATION 


An administration plea to repeal the Capehart amendment gave rise to the 
hearings. The full Senate Banking Committee will decide on Thursday what to 
do about the request. ; 

President Truman and Price Boss Michael V. DiSalle, contended when the move 
was made by Congress that the amendment would result in greatly increased prices 
and was completely unworkable. 

Congress may not get around to passing on the merits of the disputed amend- 
ment even though the Banking Committee approves a change. The lawmakers 
are faced with a tight deadline with adjournment now scheduled for October 1 or 
soon thereafter. It’s still not clear whether the House will even want to consider 
the administration requests. 

Besides the Capehart amendment, President Truman wants repeal of the Her- 
long amendment which assures wholesalers and retailers their customaary pre- 
Korean percentage margins, as well as repeal of a ban against slaughter quotas, 
and of stiff curbs on imports of fats and oils and dairy products. 


LITTLE EFFECT ON PRICES EXPECTED 


Here’s why any action by Congress on the Capehart controversy isn’t likely to 
have much effect on price ceilings. 

With regard to the Capehart amendment itself, professional price controllers 
say most companies probably wouldn’t get enough benefit from it to make it 
worth their while to ask for price-ceiling adjustments. 

That’s because many of them have already been allowed to adjust their prices 
to reflect most of their direct-cost increases. Increases in overhead or indirect 
costs have been balanced off by greater volume, and declines in some materials 
costs. Also the Capehart amendment is less lenient in letting businessmen choos: 
their own bases for their price ceilings than OPS is. 

This view of the professional is supported by the lack of applications for price 
increases filed with the OPS. Only the auto manufacturers and the Safeway food 
chain have filed. 

The auto makers claim they should get a 9 to 10 percent price boost under 
provisions of the Capehart amendment. But at least half of this would 
have been given them under established OPS policy though it must be admitted 
the price fixers were a long time in making good on it. 


COST INCREASES AFTER JULY 26 


The OPS can balance off any increases in auto price ceilings under the Capehart 
amendment by forcing the auto makers to absorb cost increases occuring after 
July 26. Senator Capehart himself has declared that all post-July 26 cost in- 
creases must be absorbed. If such absorption forces companies in the red, he says, 
they can apply for relief under appropriate provisions of the Defense Production 
Act. 

There is some question as to whether Safeway is covered by the Capehart 
amendment. If it is, the food chain will also have to absorb cost increases 
occurring after July 26. Safeway may also have been entitled to some price 
relief anyway under OPS pricing policies. 

Indications are that some meat packers will apply for Capehart price-ceiling 
adjustments. But they’re getting price boosts on some grade of beef anyway, 
before they can file applications, to balance off reduction in the prices they’re 
getting for hides and tallow. 

On the other hand, many companies would very likely suffer sharp price 
reductions if the Capehart formula were applied to them on a mandatory basis. 
Textile manufacturers, in particular would have their price ceilings cut by the 
comparatively low level of wool and the comparatively low level of wool and 
cotton prices on July 26. 


Senator CaPpEHART. You state on page 3: 


The Wall Street Journal of August 20 reveals business plans for using the 


provision: E j 

Some firms, like Pacific Mills and Pepperell Manufacturing Co., both textile 
makers, indicated they planned to apply for the right to raise prices—but only as 
a precaution against higher costs now unforeseen. 
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That is just an untrue statement, is it not? 

Mr. GotprinGer. Well, yes, in terms of the July 26, 1951, cut-off 
point, but, sir, if I may continue, I would like to comment on that, 
and on the statement that the Senator from Ohio made. 

Senator CAPEHART. My comment was that they cannot use any 
cost increases, unforeseen, because the only cost increases permitted 
under the Capehart amendment are those that occurred prior to 
July 26. 

Mr. Gotprincer. Yes, sir. I did not write this article. ‘This is a 
quotation from the Wall Street Journal. What I intended to point 
out here, and I think the point is definitely made, is that although in 
many industries, and in many fields now, as stated by that Wall Street 
Journal article just read into the record, market prices are now below 
ceiling prices in many fields. Industry in most fields at present does 
not need higher prices. The market situation does not necessarily 
call for price increases. 

For instance, in the textile industry —— 

Senator Benton. Or permit for price increases. 

Mr. GotprinGer. Or permit, because the market situation is such 
that lower prices are necessary, and lower prices exist. 

But section 402 (d) (4) provides the opportunity to companies 
to come in for price increases, and to use such price increases in the 
ceiling price, the legal price, to use that as a guaranty against the 
future when the market situation builds up, such as these textile 
manufacturers who are quoted by the Wall Street Journal. There 
is a soft textile situation now, but those companies obviously believe 
that there will be a tight market situation in the textile industry some 
time in the near future. They are taking out insurance, just like 
people take out life insurance, or other kinds of insur: er e. They are 
taking out insurance provided for under section 402 (d) (4); taking out 
such insurance against the time in the near future, sie 9 3 or 4 
months, or 6 months, when the market situation will become tight, 
and they then will be able to move up their market price to a new 
high ceiling price. 

Senator Capenart. But they cannot use any unforeseen increases 

Mr. GouprinGer. Oh, no, sir. 

Senator CaPpEHART. That was a misquotation. 

Mr. Go.pFinGer. Well, this is directly from the Wall Street 
Journal. 

Senator Capenarr. I understand. 

Mr. GotprinGer. It is a misconstruction of the section by the 
person who wrote it. 

Senator CarrHart. That is what I said a moment ago. I have 
never seen anything so misquoted, or misunderstood, or about wh ich 
so much misinformation exists as on this subject of price contro! in 
the past 30 days. 

The automobile manufacturers, they did not apply under the 
Capehart amendment. They applied under the old ruling of OPS. 

Mr. Gotprincrer. Yes, but they could have applied under the 
Capehart amendment, and it is my feeling, sir—I am not a prophet, 
and as the Bible would say, “I am no prophet, I am not the son of a 
prophet,’ but I do not think that I am getting into dangerous terri- 
tory when I make a prediction that the auto manufacturers, and many 
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other manufacturers, will be coming in under the Capehart amend- 
ment as soon as the market situation gets tight, because section 402 
(d) (4) permits them to do so. It permits the raising of ceiling 
prices to a new and high level. | 
| Senator Capenart. Just one more question. 

F 'You do not see any legislation that we could write, or you do 
not see anything in existing legislation, if I understand you cor- 
rectly, that will permit a roll-back of prices since prices have been 
permitted to advance as they have over the past 15 months 

Mr. Gouprincer. Under section 402 (d) (4), I do not think that 
you can get any real, significant price roll-backs. 

Senator Caprenart. Do you have any plan whereby we do get 
significant roll-backs in prices? 

Mr. Gotprincer. Well, I would say that you cannot legislate that 
thing. I think that the original act provided the machinery, and it 
provides the mechanism for possible roll-backs where some prices in 
some industries had gotten way out of line. Controls in our kind of 
economy are always difficult. We are in a free enterprise economy, 
and whenever you try to control the economy, to control prices, some 
prices will be far out of line from others. I think that the control 
mechanism should provide for the rolling back of those prices that are 
out of line, and I do not think that that is provided for in section 402 
(d) (4). 

Senator Caprnarr. Of course, that is what the Capehart amend- 
ment does, it provides for rolling back of prices. 

Mr. Gotprincer. Well, you see; we disagree on that issue, because 
I do not believe you can get any real significant price roll-backs under 
that section. 

Senator CapEHART. The reason you do not think you can get it is 
because you think all sellers’ legitimate costs have increased. ‘That is 
the reason you make that statement. 

Mr. Gouprincer. Oh, ves, I think costs have increased, ves, sir. 

Senator Capenart. That is the reason you make that statement, 
because you will agree that had their costs not increased, under the 
Capehart amendment, you could roll them back. 

Mr. Gouprincer. Oh, yes, sir. 

Senator Capenart. I do not know of any other way to do it except 
on that basis, unless you want to force industry to absorb those costs. 

Mr. Gouiprincer. As | indicated before, [ would advocate cost 
absorption up to the point where the profit yardstick formula would 
apply. 

Senator Caprnarr. I think the whole basis for the difference of 
opinion here on this whole subject is whether or not we want to control 
prices by controlling prices, or whether we want to control prices by 
controlling profits. You advocate controlling prices, at least to a 
great extent, through controlling profits, and I would like to find a way 
of doing it other than doing it on that basis. If we take away profits 
from these people under the excise tax of 85 percent, we recover that 
for the Government though our tax laws. I have always felt it was 
a dangerous thing for government to start in to control the profits of 
industry, other than through taxation, because I think it puts you in 
@ position to reward your friends, and punish your enemies. 

Mr. Gouprincer. Eric Johnston's profit yardstick formula, as 
] understand it, would be based on profits after taxes, and: in my 
opinion it does not apply profit control. It is a profit yardstick. 
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Senator Bricker. Based upon industry, and not upon individuals. 

Mr. GoupFinGer. Yes. 

Senator CarEHART. That is the weakness of it. 

Senator Ropertrson. The 1950 Defense Production Act, which 
might well have continued without change, provided that processors 
and manufacturers should have a fair and reasonable profit, and if 
any of them could show hardship, they could come in and ask for 
relief. 

Mr. GouprinGer. Yes, sir. 

Senator Roperrson. If that act had been continued without a 
definite profit squeeze, and without definite hardships, how could 
there have been any significant roll-back under that law? 

Mr. Gouprincer. Well, there could have been roll-backs under 
that law, and I believe that there would have been roll-backs under 
that law without the kind of profit squeeze that you speak of. 

If you use that yardstick, after all, sir, the 85 percent of the best 
3 years of 1946 to 1949, 1946 to 1949 were years of high profits, as 
Senator Capehart stated a few moments ago, and 85 pe a of the 
best 3 years of that 4-year postwar period does not apply a profit 
squeeze upon companies, and that would only be a bottom yardstick. 
It does not say that companies cannot make any more than that. In 
fact, I would say that the profit yardstick is an impetus to companies 
to increase their efficiency, because if a company increases its efficiency, 
it can decrease its costs by such increased efficiency. 

Senator Rorertson. If there had been any glaring evidence of 
profiteering between January 25 and the time Congress finished action 
on amendments to the Defense Production Act, it is hard for the 
chairman of this subcommittee to understand why OPS did not dis- 
cover them and act on them instead of saying we were going to do 
this, that and the other, but we had not gotten around to it, and now 
Congress has prohibited us from doing it. 

Mr. GouprinGer. I believe that if we carefully examine the situa- 
tion, we probably would find some examples of profiteering, but that 
is not the issue in this discussion, or at least I do not believe it is. 
The issue is not profiteering, sir. The issue is the use of this profit 

g, sir. Lis J 
yardstick as a measure of what a hardship is. A company can come 
in under this idea, and maintain that it is in a hardship condition if 
its profits are moving below 85 percent of the best 3 years of 1946-49. 
There is not any implication there that companies are profiteering. 

Senator Ropertson. Well, the conferees adopted a statement in 
the conference report indicating the intent of the Capehart amend- 
ment was just the same intent as the 1950 act, that processors and 
manufacturers should have a fair and reasonable profit, and if you 
are correct, and you probably are, that there can be no significant 
roll-back under the ¢ ‘apehart amendment, I am at a loss to know 
where there could have been a general roll-back under the 1950 act. 

Mr. Gouprincer. Well, sir, in my humble opinion, the statement 
of the conferees in the conference report, as I see it, was incorrect. 

Senator Caprenart. Incorrect. 

Mr. Gotprincer. Yes. I do admit that it theoretically permits 
roll-backs, but not significant roll-backs. 

Senator CapeHart. The reason is because, as you stated before 
two or three times, costs, legitimate increases in costs have occurred. 
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Mr. GoutprinGcer. Yes, sir; and because section 402 (d) (4) per- 
mits the passing on by the manufacturer and processor of such cost 
increases up to the cut-off date of July 26, 1951. 

Senator Caprnart. Then there were not a great number of 
gougers and unconscionable price raises in the United States? 

Mr. Goupringer. Oh, I believe that there was tremendous specu- 
lation in the period following Korea. Otherwise—— 

Senator Capenart. We were dealing of course with the situation 
as it existed the day we passed the bill. 

Senator Roperrson. | think that the OPS magnified in the eyes 
of consumers the benefits they were going to give them if the Con- 
gress had not done this, that, and the other. I think they have since 
magnified the inflation of 8 to 10 percent they said we will soon 
have, and the main reason that I was selected as chairman to con- 
duct these hearings is that both Senator Maybank and I had some 
misgivings as to whether or not, as worded, the Maybank amend- 
ment was going to do what we said was our intention for it to do, 
and if it was not workable to do that, we thought we had better take 
testimony to see if it could be amended in some respect to make it 
workable. 

We thank you very much. 


Senator Capenart. Mr. Chairman, may I ask to have placed in 
the record this statement of E. C. Atkins & Co.? 


Senator Ropertson. Without objection, it will be included in the 
record. 
(The information referred to follows:) 


INDIANAPOLIS 9, IND., September 14, 1951. 


The Honorable Homer E, Capenart, 
The United States Senate, Washington, D. C. 

My Dear Senator Capenart: This letter is written to acquaint you with 
some of the problems brought about by Government regulations which are con- 
fusing and strangling American business. Each of the various regulatory agencies 
of the Office of Economie Stabilization is exerting force on the American economy 
from separate standpoints. Each agency acts independently of, and often 
adversely to the action of other agencies of OES thus developing final results that 
are terribly confused and highly detrimental to the best interests of the American 
economy. We can best illustrate the situation by reviewing the case of E.C. 
Atkins & Co. which is only one of many thousands in similar circumstances. 

At the time General Ceiling Price Regulation No. 1, was issued on January 26, 
1951, our company was enjoying a realtively high volume of business due, to some 
extent, to ‘‘seare buying” as an aftermath of the ‘Korean police action.”” The 
GCPR, had little, if any, effect on business as the terms of this regulation together 
with General Wage Stabilization Regulation No. 1 of January 26, 1951, were 
intended to hold the many phases of our economy in balance. However, subse- 
quent regulations issued by the various agencies of OES destroyed the balance 
created by the aforesaid regulations. 


For some time prior to January 26, 1951, our company was in the midst of. 


negotiating a new contract. with our factory union. During subsequent months 
the Wage Stabilization Board worked out the 10-percent wage-increase formula 
known as WSB Regulation No. 6, of February 27, 1951. Our negotiations were 
completed by April 1951, calling for increases which we believed amounted to 
10 percent for the factory union. That agreement was subject to an affirmative 
ruling by the Wage and Hour Division in its capacity as a Wage Stabilization 
Office. 

The Wage and Hour Division found the proposed changes exceeded the per- 
missible amount under General Wage Regulation No. 6 by one-half cent in each 
bracket, but ruled the increases were proper, excepting said one-half cent which 
it found to be outside Regulation No. 6 limits. The union and the company 
then applied to the Wage Stabilization Board for approval of the one-half cent 
thus eliminated and placed the balance of the increase in effect as of April 1, 
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1951. On June 30, 1951, the Wage Stabilization Board approved the additional 
one-half cent increase for all brackets retroactive to April 1, 1951. 

Following settlement of the wage question with the factory union, negotia- 
tions were conducted with the Office Workers Union on the question of wages. 
An increase retroactive to April 1, 1951, aggregating 5 percent was given through 
merit allowances contained in our pay plan. The Wage and Hour Division rule 
affirmatively that the wage increase was in conformity with the regulations of 
the Office of Wage Stabilization. 

Annual wage increases granted to all groups of our employees, effective April 1, 
1951, totaled approximately $400,000, which amount is larger than our company 
can afford under our price structure. We sincerely believed that since this in- 
creased cost threw our company out of balance that relief would be forthcoming 
from the Office of Price Stabilization. There was nothing contained in any ruling 
made by the Wage and Hour Division which denied us that relief. 

On April 25, 1951, the Office of Price Stabilization issued Ceiling Price Regula- 
tion No. 22. That regulation required the company to recalculate its price 
structure on the basis of prices in effect prior to the outbreak of war in Korea to 
which it was allowed to add specified cost increases incurred not later than De- 
cember 31, 1950, and/or March 15,1951. The issuance of that regulation was made 
to the accompaniment of a blare of publicity. That publicity promised the con- 
sumer a substantial reduction in his cost of goods. Jobbers and distributors all 
over the country greatly feared the consequences of that regulation as it threatened 
to adversely affect their inventory values. They immediately took steps to 
minimize that threatened loss—they stopped buying. 

Coincidental with the issuance of CPR 22 our incoming orders declined ap- 
preciably. That trend continued during the spring and summer of 1951, and at 
the end of August were approximately 60 percent of the January 1951 level. We 
believe the uncertainty following the issuance of the many Ceiling Price Regula- 
tions contributed, to a large extent, to the depressed sales picture. 

The reduction in volume due, to a considerable extent, to the confused price 
situation has caused an appreciable increase in our overhead rate. Despite our 
best efforts to hold overhead in line the current rate is approximately 20 percent 
over the January 1951 level. 

In addition to cost increases for wages and overhead we have suffered additional 
meterial cost increases since March 15, 1951, of approximately $175,000 per year. 

The saw industry is highly competitive and our profit margin is not sufficient 
to absorb the burden of these added costs without price relief which we have been 
denied by present regulations of the Office of Price Stabilization. 

During July of 1951 Congress considered the treatment of various subjects that 
would become unbelanced by our large rearmament program. It was apparent 
to" vou thet business could not sustgin inereases in every element of its costs 
without provision for some relief. Therefore, you sponsored the Capehart 
amendment (sec. 104 (e) of Public Law 96) which provided an equitable basis for 
protecting the interests of both the manufacturer-producer and the consumer. 
It appeared that upon passage of that act that the economy would again become 
stabilized; that confidence would be restored in our price structure, and that 
buving would be resumed on 9. sound besis. However, the intent of the Capehart 
amendment has not been carried out by OPS. 

As late as August 29, 1951, the Office of Price Stabilization denied our appeal 
that we be allowed to include the wage increase of April 1, 1951, in our price 
structure as a part of the calculations made under regulation No. 30 issued by 
that Office. We are enclosing photostatic copies of our appeal letter of June 6, 
1951, and OPS letter of August 29, 1951, denving our request. 

These regulations have ereated such a confused situation and caused so much 
incertainty that sales volume has been effectively repressed. If business could 
be assured of a stable administration, confidence would be restored in our price 
structure and we believe sales volume would improve at least to the extent of our 
ability to produce under restrictions imposed by the controlled materials plan. 

These are the adverse forces: The Wage Stabilization Administration author- 
izing wage increases, the Price Stabilization Administration freezing allowable 
cost inereases prior to the date they were sustained and the controlled materials 
plan placing a ceiling on production potential. 

We hope that the above information will be beneficial to you in your fight to 
give fair treatment to all. 

Very truly yours, 
Kk. C. Arxins & Co., 
D. H Porrer, Secretar j- Treasurer. 
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OFFICE OF PRICE STABILIZATION, 

Washington 25, D. C., August 29, 1961. 

E. C. Atkins & Co., 
Indianapolis, Ind, 


GENTLEMEN: This is in reply to your letter of June 6, 1951, in which you request 
our permission to include in your computations, the wage adjustment which 
became effective in your plant as of April 1, 1951. 

Under Ceiling Price Regulation 30, Machinery and Related Manufactured 
Goods, issued May 4, 1951, under section 12 (c) you were sllowed to compute 
what the dollar amount of your base period payroll would have been upon the 
basis of your wage rates in effect on March 15, 1951. No increase for labor are 
permissible beyond this date. 

The mandatory effective date of CPR 30 is postponed until further action by the 
Director of Price Stabilization by amendment 7 to CPR 30. Please refer to copy 
enclosed. 

Enclosed for your consideration sre copies of CPR 30, with amendments 2 
and 7, thereto, GCPR, and OPS Guide to CPR 22 which may be used to assist 
you in determining labor and material cost adjustment factors under CPR 30, 

Very truly yours, 
L. J. CARSON, 
Chief, Machinery Branch, Industrial Materials 
and Manufactured Goods Division. 


JUNE 6, 1951. 
INDUSTRIAL MATERIALS AND MANvFACTURED Goops Division, 
O fice of Price Stabilization, 
Washington 25, D. C. 
(Attention Mr. L. J. Carson.) 


GENTLEMEN: This letter is written, pursuant to our conference with Mr- 
Carson on May 18, 1951, to constitute our request for permission to include in 
the computations relative to Ceiling Price Regulation No. 30, the wage adjustment 
which became effective in our plant as of April 1, 1951. 

ki. C. Atkins & Co., Indianapolis, Ind., has been engaged in the manufacture 
and sale of saws, cutting tools, and similar products for almost 100 years. Approx- 
imately 900 of the emplovees in the company’s Indianapolis plant are represented 
by the United Steelworkers of America (CIO), and the Sawsmiths Federal 
Labor Union (AFL) represents approximately 60 of its employees. Wage 
negotiations are conducted with the two unions at separate times, but increases 
granted to each of the unions are made at approximately the same rate. 

During August, September, and early October of 1950, contract changes were 
negotiated with the sawsmiths union which called for an increase of 8 percent 
to be effective October 1, 1950. 

The steelworkers’ contract did not expire until April 1, 1951, but immediately 
upon completion of negotiations with the sawsmiths, meetings were held with the 
steelworkers looking to a voluntary adjustment of wage rates and an extension 
of the contract to the fall of 1951. After some preliminary discussions, the 
company proposed an increase in the steelworkers unit averaging 8 percent and 
the extension of the contract either to December 1, 1951, or April 1, 1952. The 
alternative terminal dates were suggested by the company because it understood 
that the steelworkers union prefers to have its contract opened in the spring 
rather than in the fall. 

The steelworkers union rejected the company’s proposal, and during January 
of 1951, in order to effect adjustments which the company felt were appropriate 
under existing conditions in its plant and in the Indianapolis labor area, the com- 
pany proposed voluntary adjustments without any extension of the contract 
period. It was further proposed that those voluntary adjustments be made 
while negotiations were in progress and that the negotiations be continued without 
abatement in an effort to reach a contract on or before April 1, 1951. The union 
felt that any interim adjustments might impair its bargaining position and re- 
jected the company’s proposal. 

Negotiations continued until immediately prior to April 1, 1951, at which time 
an agreement was reached for increases averaging, as the parties computed them, 
10 percent to become effective as of April 1, 1951, subject to an affirmative ruling 
by the Wage and Hour Division in its capacity as a wage stabilization office. 
The Wage and Hour Division found that the proposed changes exceeded the 
permissible limit under General Wage Regulation No. 6 by one-half cent in each 
bracket, and ruled that the increases were proper except for said one-half cent which 
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it found to be outside regulation 6 limits. A copy of the ruling is attached. The 
union and the company have applied to the Wage Stabilization Board for approval 
of the one-half cent thus eliminated and have placed the balance of the increase in 
effect as of April 1, 1951. 

At the time the contract negotiations were concluded, immediately ahead of 
April 1, it was the understanding of the company, the union, and the Indianapolis 
Wage and Hour Division that the adjustments could not be made effective prior 
to the contract expiration-renewal date of April 1, 1951, the contract not having 
been “‘opened”’ prior to that date. It is fair to point out that neither the union 
nor the company had any knowledge or idea that the April 1 date would be 
detrimental in determining the company’s price structure. 

In the course of our negotiations with the two unions, we were advised that the 
labor contracts with other large producers in the saw industry were modified or 
renewed with wage increases prior to the end of January 1951. Further, we were 
advised that the wage adjustments given in those contract renewals are generally 
consistent with the increases given in our plant. It follows that if we are not 
permitted to include the wage increase of April 1, 1951, in the computations to 
determine our ceiling prices under regulation 30, our price adjustments will be 
out of line in the industry; and fairness dictates that we should be permitted to 
include our April 1 wage increases in those computations. 

The company has long maintained a conservative and competitive price 
structure. It did not increase its prices following the outbreak of hostilities in 
Korea until the increased costs which it experienced made action on its part 
imperative if the stability of the company was to be maintained. The increases 
which were made do no more than offset the increased unit costs which it has 
experienced. As a matter of fact, with a reduction in business to the level which 
prevailed prior to June 25, 1950, the company will suffer a net loss on its present 
price schedule. 

It is true that the company enjoyed an unusual volume of business after the 
outbreak of war in Korea due to scare buying; but, for the past several months 
incoming orders have been declining (exhibit A), and the company has been 
rapidly reducing its backlog of unfilled orders. For the last 2 months the net 
incoming orders indicate an operation of approximately $800,000 to $850,000 
per month. In exhibit B we indicate the effect of the reduced volume upon 
profits. That projection gives effect to the current price and wage structure and 
indicates that the company without any roll-back will operate on a very low 
profit margin. 

Computations under Ceiling Price Regulation No. 30, reflecting cost increases 
to or before March 15, 1951, indicate that the company would be subjected to a 
net roll-back of 1.68 percent, increases being permitted in certain lines and 
decreases being called for in certain lines. Under existing market and competi- 
tive conditions, we believe that we could not successfully take advantage of the 
permissible increases, except in a few unimportant lines. It follows that the 
company is almost certain to suffer a more severe net decrease than is intended 
under the regulation. The anticipated net reduction under these circumstances 
would be 4.17 percent on a complete line basis. This is shown in exhibit B. 

If we are permitted to inelude the April 1, 1951, labor increase in calculations 
made under Ceiling Price Regulation No. 30, there will be a net allowable price 
increase of 1.70 percent for the company asa whole. Under existing circumstances, 
with market conditions dictating no more than minor increases on limited lines, 
the net effect of the roll-back on this basis will probably be approximately 2.48 
percent on our complete line. 

In view of the fact that E. C. Atkins & Co. has always maintained a conserva- 
tive price structure; had bargained for a considerable period of time with the 
steelworkers union in advance of March 15, 1951, during which time it made 
voluntary proposals for wage increases; has been advised by the Wage and Hour 
Division (acting as a Wage Stabilization Office) that the increase made effective 
April 1, 1951, meets the requirements of General Wage Regulation No. 6; has in 
recent months had a serious decline in incoming orders which will force it to 
operate at a low profit rate, we respectfully request that the company be permitted 
to include the April 1, 1951, laber increase in computations made’ under regulation 
30 of the Office of Price Stabilization. 

Very truly yours, 
E. C. Atkins & Co., 


Secretary-Treasurer. 
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Senator Rosertson. The next witness is Mr. M. R. Garstang. 

From a reading of your statement it appears that your major: 
objective is the repeal of the provision relating to the imports of 
butter and other competitive fats, and since you have given that 
testimony last week to the Fulbright committee, I would be glad if 
you would eliminate from your prepared statement page 3, “which 
deals exclusively with fats and oils, and confine yourself to a statement 
that you hope the members of this subcommittee will consider the 
evidence concerning fats and oils that you have given to the Ful- 
bright committee. 

Mr. GarstanG. Mr. Chairman, I will be glad to submit the only 
point we want to make on the statement that we have filed. We are 
not directly affected by the Capehart amendment. We have set 
out why we are not in our statement which shows just where we fit 
into the picture, and I do not see any need for further arguing it here. 

Senator Ropertson. If there is no objection, the statement you 
have presented to us, with the exception of page 3, will go in the 
record at this time. 

(The prepared statement of Mr. M. R. Garstang follows:) 


STATEMENT OF M. R. GarRsTANG, CoUNSEL, NATIONAL MILK PRODUCERS 
FEDERATION 


The National Milk Producers Federation is a Nation-wide organization of 
dairy cooperatives. Its offices are at 1731 Eye Street NW., Washington, D. C. 
The federation has 92 direct member associations and some 600 or more sub- 
member groups. It represents approximately 500,000 dairy farm families and 
the cooperatives which they own and operate and through which they act together 
to process and market their products. About one-fifth of the milk or milk equiva- 
lent sold from farms in the United States is marketed by producers through coop- 
eratives connected with the federation. 

The federation is concerned with ceiling prices of processors and manufacturers 
both from the viewpoint of the processor or manufacturer and also from the 
viewpoint of the producer of raw agricultural commodities. 

Cooperatives owned and operated by dairy farmers are engaged in processing 
milk and butterfat and in the production and sale of practically all types of 
manufactured dairy products. ‘The cooperatives operate at cost, and any savings 
which they are able to make in the processing and marketing operation are passed 
back to producers as additional returns for their milk. Ceiling prices which 
unduly restrict the level at which cooperatives can sell manufactured dairy prod- 
ucts are reflected back to producers in the form of diminished returns for milk. 
And, of course, too restrictive a ceiling on processing margins would impair the 
effective operation of a cooperative just as it would any other type of organization. 

Ceiling prices on milk processors other than cooperatives would affect milk 

producers if the ceilings were so restrictive as to cause the processor to reduce 
producer prices or retard the orderly rise of producer prices to the legal minimum 
ceilings. 
' An example of this occurred during the earlier days of price control and still 
exists to a less degree. Regulations issued by the Office of Price Stabilization 
permitted milk dealers to increase price ce ilings to pass through, on a dollars-and- 
cents basis, the increased cost of certain agricultural commodities below parity, 
including both milk and butterfat. The regulations did not permit the dealers 
any upward adjustment for increased incidental costs due to producer price 
increases, such as increased selling commissions. As a result the dealers tended 
to hold back the orderly rise of producer prices toward parity, because each price 
increase granted producers caused a decrease in the dealers net margin. 

The original Defense Production Act of 1950 contains several important 
safeguards for agricultural producers. Others were added by the amendments 
of 1951. We are very grateful to Congress for having provided these. 

The 1950 act provides that ceiling prices for agricultural commodities may not 
be below parity. Parity denotes reasonable equality of income and purchasing 
power with other groups. We have learned from sad experience that failure to 
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protect the farmers, purchasing power at a fair level soon adversely affects the 
entire economy. 

The 1950 act provides also that ceiling prices for processors of agricultural 
commodities must be sufficiently high to reflect to producers the minimum legal 
ceilings for such commodities and at the same time allow a generally fair and 
equitable margin for processing. 

Additional provisions in the 1950 and 1951 acts relating specifically to milk 
and butterfat are designed to place in the experienced hands of the Sedretary 
of Agriculture adequate authority and, by the same token, full responsibility 
for seeing that ceiling prices do not impair the supply of such essential com- 
modities as milk and dairy products. 

Both milk and butterfat are below parity and for that reason the above pro- 
visions, rather than the roll-back amendment for agricultural commodities or the 
Capehart amendment, more directly concern us. 

Statements were made in connection with the passage of the 1951 amendment 
indicating that neither the agricultural roll-back amendment nor the Capehart 
amendment were intended to interfere in any way with the other safeguards set 
up for agricultural commodities. 

If further amendments to the act are to be made now, we ask that the new 
amendments, insofar as they affect dairy farmers and their cooperatives, be 
clearly supplemental to and in no sense in substitution for the provisions discussed 
above. 

We have submitted a brief on import controls to Senator Fulbright’s sub- 
committee. We urge you to give this matter your most earnest consideration 
both before the full committee and on the floor, because the very existence of the 
domestic butter industry may well be at stake. 


Senator Rosertson. Are there any questions of this witness? 

If not, we thank you. 

The next witness is Mr. Glen A. King, representing the U-Tote-M 
Grocery Co. 

You may proceed. 


STATEMENT OF GLEN A. KING, ON BEHALF OF THE U-TOTE-M 
GROCERY CO. 


Mr. Kina. I will try to be brief, Mr. Chairman. 

Mr. Chairman and gentlemen of the committee, my name is Glen A. 
King. I am a partner in U-Tote-M Grocery Co., McKenzie, Tenn. 

I appear before you relative to the Wilson amendment under 
consideration as a proposed substitute, or a revision of the present 
Capehart amendment, section 402 (d) (4), to the recently passed 
new Defense Production Act. 

Proper consideration of such a proposal, which is so vital to so 
many, and so clearly discriminatory against the retail distribution 
system, requires a most thorough study of the background and all 
of the true facts surrounding and related thereto. 

Senator ROBERTSON. Are - you sure you are talking about the Cape- 
hart amendment, or the Herlong amendment? 

Mr. Kina. I am talking about the Wilson amendment, S. 2092. 

Senator Ronertson. All right, go ahead. 

Mr. Kina. Let me reread that. Proper consideration of such pro- 
posal, which is so vital to so many, and so clearly discriminatory 
against the retail distribution system, requires a most thorough study 
of the background, and of all of the true facts surrounding and related 
thereto, which will be impossible for me to adequately present within 
the limitations of this brief summary in which I have endeavored to 
cover in detail in my statement submitted to the committee. 

The first consideration in an amendment should be the possibility 
of human error, and prejudiced opinion to which such act or amend- 





3250 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 





ment may be subjected which would affect its fair and equitable 
administration. That portion of the Defense Production Act govern- 
ing grocery distribution is now, and has been under the administration 
of OPS, and it is clearly evident, and a fact that the OPS officials have 
been guilty in their administration on both counts of human error and 
prejudiced opinion resulting in their establishment of unrealistic and 
unworkable regulations. 

The minds of all men are subject to the element of human error and 
prejudiced opinion, which factor was not recognized nor adequately 
provided for through the right of appeal from such error and preju- 
diced opinion in the original, now expired, Defense Production Act, 
but which is recognized and provided for in the Capehart amendment 
to the new Defense Production Act. 

The revision thus sought through the proposed Wilson amendment 
in effect again denies the existence and possibility of the element of 
human error and prejudiced opinion, and again excludes all right of 
appeal from the effects of such as it applies to and as it discriminates 
against distributors only. 

The fact that the OPS officials were prejudic ed in their opinion was 
vividly demonstrated in their failure to recognize, and their refusal 
to accept the true and realistic facts of the increased cost of operation 
and other existing factors, all of which were called to their atéention 
and presented to them by facts and figures based on actual operational 
experience by competent accountants and experienced officials of the 
grocery industry in the beginning. 

The further fact that the OPS officials were in error in their insist- 
ence on and the establishment of unrealistic, nonflexible, and unwork- 
able price ceiling regulations, and more particularly CPR No. 15, 
has now been definitely demonstrated at a great cost through the 
severe losses sustained by the grocery industry in actual practice 
under such regulations. Yet, notwithstanding this fact they today 
continue in error in forcing sales of groceries at far below the cost of 
operation, and with no provision for increased expense cost recovery 
to the extent that many in the grocery industry, and specifically my 
firm for which I speak, has been forced to operate continuously from 
the first moment of the effective date of CPR 15 at a serious and dan- 
gerous actual cash loss on each dollar of sales made, consistently 
month after month, and as a result of which we are rapidly approach- 
ing the ultimate point of liquidation. 

‘A combination of increased cost and lower margins is now making 
us operate constantly at a net loss of more than one-half of 1 percent 
on our sales. 

Gentlemen, we know that it was not your personal intention, nor 
do we maintain the slightest belief there was any intention on the part 
of Congress or any Member of Congress to regulate any firm or in- 
dustry into liquidation through price controls, but nevertheless you 
did quite unintentionally delegate such authority without restraint 
to the OPS, who, through their error, and prejudiced ooinion, have 
taken advantage of such unrestrained authority, and are effectively 
regulating us along with many others caught in the same trap into 
liquidation and possible bankruptcy. 

Gentlemen, do you not think it is about time that we grocery men 
should be relieved of the role of guinea pig for some fantastic, un- 
realistic, and unworkable ideas for which we have paid and are still 
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paying such tremendous costs. The Herlong and Capehart amend- 
ments. Defense Production Act gave us a ray of hope, whereas the 
proposed Wilson amendment under consideration with respect to and 
at the discrimination against the distributors can only confirm the 
OPS power to ultimately force us, along with many, many others, into 
liquidation. Obviously, the effect of price control would be lost if 
low cost food distributors are put out of business and consumers have 
to pay higher cost for the food. 

Without question, America has the most efficient and lowest cost 
grocery distribution system in the world, and any act or regulation 
that has the effect of strangling such efficiency in low-cost distribution 
systems to the point of forced liquidation can only result in ultimate 
higher consumer cost to all. All these facts, gentlemen, I have en- 
deavored to present in detail, with the background, in my prepared 
statement submitted to the committee, which I trust and pray each 
of you will read and study carefully, and on the basis of which we rest 
our case in complete faith and trust in your most fair and deliberate 
consideration on the basis of equal justice to all. 


Senator Ropertson. Without objection, the full statement will 
appear in the record. 
(The statement of Mr. King referred to follows:) 


STaTEMENT OF GLEN A. Kine, U-Totre—-M Grocery Co., McKenzir, Tenn, 

Mr. Chairman, gentlemen of the committee, on behalf of myself and our 
company we wish to express our appreciation for the opportunity to be heard by 
this committee on the Wilson amendment to the Capehart amendment of the new 
Defense Production Act recently signed into law, which you now have under 
consideration and which so vitally affects our operations as a retail grocery dis- 
tributor and on your action depends our ability to continue in business or to 
face the fact of ultimate liquidation. 

A condemned man, through American justice, is always given a full and com- 
plete hearing even down to the smallest details. As a member of the grocery 
industry we are that condemned man and find ourselves backed up against the 
wall, forced to fight to the best of our ability for the opportunity of survival and 
future financial existence and trust you will hear me through in my feeble attempt 
to give you the true facts in evidence of the over-all picture, as only on the basis of 
all the true facts surrounding would it be possible for you to arrive at an equitable, 
fair, and just decision on the item or items now under consideration. 

There was a time when America was the land of opportunity and free enterprise 
with equal justice to all and little did we think there would ever be atime in which 
our own Government would deliberately regulate us into liquidation and/or 
bankruptcy. But that is now definitely in prospect under the OPS idea of estab- 
lishing and maintaining price ceilings for the grocery industry which are un- 
realistic in their make-up and under which it is physically impossible to cover the 
cost of operations. 

We have been and are now pricing under the established ceiling margin of 
CPR 15 with the result that from the moment such ceilings became effective we 
have operated at an actual cash loss to the extent of fifty-eight hundredths of 1 
percent per month on each dollar sales made. 

The first time in the history of our company that we have ever operated in 
the ‘“‘red.’”’ Even back in the depth of the worst depression our Nation has ever 
known we managed to keep our head above water and operated continuously in 
the black. 

Margins provided in CPR 15 are so erractically out of line, many of which are 
excessively high and must be marked down to common sense normal practice, 
while most of the groups are so unreasonably low and inflexible that it is now and 
will continue to be impossible to cover the cost of operations so long as such 
strait-jacket limitations remain in effect without provision for recovery of the 
continuously increasing cost of operations which the proposed Wilson amendment 
denies to the retail grocery industry. Most any firm can take a loss of $5,000 


or $6,000 for 1 or 2 months, while corrective measures are being promulgated, 
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but to do so consistently, month after month, can only result in eventual liquida- 
tion and/or bankruptcy. 

There are only two groups that have any possible chance of survival under 
presently administered regulations and that is, first, the very large financially 
strong corporations who may be in position to draw heavily on their cash reserves, 
but even they could not continue so doing indefinitely. Second, are the great 
number of the small (and some medium and large) merchants, who did during 
OPA days and are doing today and will continue in the future to ignore the law 
and all ceiling prices and continue to set their own prices on a legitimate, flexible 
basis sufficient to meet their individual local needs and cover their cost of opera- 
tions, living and capital gain requirements. We are caught in between these 
two groups and must meet the competition of both. 

As to the former, we cannot equal, as we being a partnership operating in a 
small way have no cash reserve from which to draw. Our operations must be at 
all times maintained on a current basis and so long as we were permitted to exer- 
cise Our own initiative on a flexible basis of pricing tailored made to our own local 
environments and normal practices, we could take care of ourselves very com- 
fortably in our small-town country operations. As to the latter group there can 
be no solution but a flexible system of pricing made legal bv law or resort to 
similar practice for which proceedure liquidation would be more preferable. 

Without question America now has the most efficient and economical distribu- 
tion system in the world and no other industry, not even in Ameriea has or does 
equal the efficiency in low cost of distribution of that of the present-day grocery 
industry and any regulations that have the tendency to hamstring such norma! 
competitive low cost in distribution to the point of liquidation can only result in 
ultimate higher consumer costs to all. 

For some reason the OPS did not and are not taking a realistic view of the 
over-all situation in their effort to set up ceiling prices and in so doing have 
singled out, discriminated against, and are making a goat out of the grocery 
industry. 

We feel sure you gentlemen of the committee will agree that it i: an impossibility 
for any group of men to sit in Washington and set up a strait-jacket of rigid, 
nonflexible schedules of selling margin percentages on each item or groups of 
items for a most keenly competitive market that can be applied fair and equitably 
to all within any industry and at the same time specifically ignoring all increases 
in the cost of operations and excluding any and all provisions of recovery of such 
increased costs associated and related thereto. 

Such proceedure could only be accomplished in extreme emergencies in time of 
serious and acute searcities of all supplies when normal practices, price, and price 
competition are nonexistent and cease to be a controlling factor such as prevailed 
in the OPA days. 

There are just as many different methods and procedures required in setting up 
margins in a competitive market as there are different types of customers and as 
there are different customs in buying and as there are different individual mer- 
chants selling. Therefore any system of margins must be made flexible along the 
lines of normal practice to work successfully. This the OPS must have recognized 
and acknowledged in (their) providing ceiling prices on dry goods, clothing stores, 
variety stores and in fact every other industry, (with the exception of and at the 
discrimination against the grocery industry), when ceilings were provided by the 
OPS for such operations on the fair and equitable flexible basis of their individual 
historical margins. If it was feasible for the OPS to provide ceiling prices on the 
basis of individual historical margins for the dry goods merchant, the clothing 
stores, variety stores and all other such operations, it would have been even more 
feasible and practical to have set up the grocery margin on the same basis in that 
grocery items are far more easily identified and accessible for rapid spot checking 
than any of the other industries for which historical percentage mark-ups are now 
provided. 

No doubt OPS officials are and will continue to say, regardless of all evidence 
against their arguments, that their present ceilings did work and were sufficient 
back in OPA days of World War II from which they were copied and which in 
some degree are correct. But there can be no comparison in the operations of 
today to that of the OPA days in that cost of operations then had not kept up with 
the rapid spiral of prices and much of which costs were still based on prewar costs 
such as Rent Contracts. Many of these were negotiated at the low prices pre- 
vailing prior to the war. Labor cost during the OPA we thought had hit the sky. 
But as we look back today, the prices paid for help then was merely peanuts 
compared to the labor cost today. Then the labor costs had as its basie founda- 
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tion the old 40-cents-per-hour minimum wage law compared to the 75-cents-per- 
hour today and while our laobr rates during OPA were higher than the 40-cent 
minimum they are today far more in excess of the present 75-cent minimum. In 
fact all down the list of expenses the cost of operations today is 50 percent or more 
in exeess of that of the OPA era. 

Yet in spite of and completely disregarding the fact of this tremendous increase 
in cost of operations of which they must be fully aware, the OPS have set and 
continue to insist that we must operate on the low margin basis of the OPA from 
which present ceilings have been set up. Under which it is a physical impossi- 
bility to operate on any other basis than a monthly loss. When merchandise 
costs $1 and then 15 cents expense to distribute and be forced to sell for $1.10 it 
is only common sense that a loss must be sustained to the point of ultimate 
liquidation. In addition to the lower cost of operation during OPA days there 
was an acute scarcity of merchandise. Not just one or two items but of every 
item. There were no questions of price or price competition on any item. Normal 
practice and price competition was nonexistant as a result of the acute shortages 
and by reason of which there was never a markdown required or expected below 
ceiling. If it could be found, regardless of what it was, it commanded ready sale 
at maximum OPA ceiling, whereas today there is no such scarcity or shortage of a 
single item in our territory. Not even beef about which the OPS officials have 
heen “beefing about’’ and such shortage of beef as might at times exist is not actual 
but artificially brought on by the slaughtering quota system for which there is no 
need locally and if removed would hold local retail beef prices down through keen 
competition. 

In setting up the present CPR 15 schedule of margins it is apparent that OPS 
followed the previously set-up margin schedule of OPA with but few revisions and 
without giving due consideration to, nor making provision for the enormous in- 
creased cost in operations—most of which old schedules were too low under OPA; 
but at the same time quite a few items were set then as now at margin percentages 
far in excess of normal practice and local custom, which however during OPA days 
of acute shortages made no difference as the maximum scheduled margin of OPA 
prevailed and as there was no markdown required, a portion of the losses sus- 
tained on loss margin items were recovered through the sale of excess-margin items, 
which together with the lower cost of operations during OPA, we were all able to 
operate under the OPA with sufficient income to avoid operating at an actual loss. 

Today the picture is quite the reverse from that of the OPA days in that there is 
plenty of everything in the grocery line and a surplus of many items and all must 
be sold on a most keenly competitive market. This results in mark-downs of all 
of the items on which the OPS guessed wrong in setting the margin percentages 
in excess of local common practice. For instance the OPS gave a margin on 
cornmeal, which as you know is a quantity item in country towns, of 25 percent, 
whereas it has never been sold in our territory at a margin of over 15 percent. 
This means a mark-down of 10 percent from the OPS expectation. Likewise on 
lard. You gentlemen are familiar with the country folks’ custom of buying 
lard in quantity; that is, one or more 50-pound cans at a time on which the 
normal practice customary margin has been around 10 percent, whereas OPS 
ceiling is based on 17 percent margin which cannot be obtained in a competitive 
country market and must be marked down to the customary historical margin 
of 10 percent or less. These are but two of the many examples in which his- 
torical practice forces drastic mark-downs from the OPS over-all schedule and 
which was not and probably could not have been foreseen by OPS and no pro- 
vision made for recovery of such lost anticipated margin. As I mentioned above, 
there are just as many different practices of setting up margains as there are 
different localities, different customs of buying, different types and classes of 
‘ustomers, different methods of operation and different individual merchants 
selling. There is no one man or group or groups of men that can sit in Wash- 
ington or anywhere else and set up a strait-jacket of rigid and nonflexible sched- 
ules of margins to take the place of individual localities, common practices in 
any competitive field. There is only one man (together with his immediate 
associates) that is qualified to set up practical, common practice margin for 
each and every establishment and that is the individual merchant himself who 
is thoroughly familiar with the details of what is required for his customers and 
the successful operation of his individual business. 

Now then, gentlemen, we know it was not your personal intention nor do we 
maintein the slightest belief that there was any intention on the part of Congress 
or any Member of Congress to regulate any firm or industry into liquidation or 
possible bankruptcy through price controls, but rather you unintentionally dele- 
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gated such authority to the OPS personnel, who through their failure and refusal! 
to recognize and provide for the realistic common sense necessities and practices 
are representing you in regulating us and no doubt many other firms into liquida- 
tion. Even though this was not your intention it is being done even more effec 
tively and you and your associates are the only ones now who can bring about the 
necessary cure and correction. 

A basis of correction was included in the new Defense Production Act recently 
signed into law—through two amendments known and referred to as the Capehart 
amendment and the Herlong amendment. Both of which are merely safeguards 
against the ruthless crucifixion of retailers by the presently administered un- 
realistic and unworkable regulations of OPS. But which amendments, if placed 
into effect immediately, would serve to avoid the now existing danger of liquida- 
tion and/or possible bankruptcy on the part of many legitimate operators who 
like ourselves only wish and endeavor is to operate within the law on sufficient 
margin and the exercise of initiative sufficiently to keep our doors open for 
business. 

The Wilson amendment to the Capehart amendment which you have under 
consideration is merely another attempt to discriminate against, by the exclusion 
of the retail grocery industry from recovery of the increased cost of operations 
as provided in the original Capehart amendment. This, gentlemen, would be a 
grave injustice against the grocery industry as only through the recovery of such 
increased costs will it be possible to avoid ultimate liquidation in view of the 
heavy increased expenses which continue to mount month after month. 

For instance today’s costs reflect increases over that of the OPA days in excess 
of 50 percent. The principal items of which being rent 61 percent, labor 42 per- 
cent, social security and other taxes 50 percent, construction, repairs and mainte- 
nance 50 percent and practically every other item in proportion. 

Today’s costs over that of pre-Korean of June 1950 reflect rent up 15.59 percent, 
wages and salaries 10 percent with another 5 percent now due and pending, 
construction, repairs and maintenance up 10 percent and other items in proportion. 

The 16 weeks immediately following the effective date of CPR 15 compared to 
the 16 weeks immediately preceding, reflect in actual operations a loss in margins 
of 2.80 percent and an increase in cost of operations of 1.33 percent resulting in a 
net cash loss of 0.58 percent per month on each dollar of sales made. 

The OPS officials no doubt are and will use the argument that the pass through 
of the inereased cost of operations provided for in the Capehart amendment and 
the pre-Korean mark-up provided in the Herlong amendment would break down 
price controls which is not true in any detail. They merely set up the flexible, 
fair and equitable system of individual pre-Korean historical margin of common 
practice so vitally necessary to cover the requirements of each of the wide variety 
of retail establishments and individual locality and customers buying habits and 
customs together with the sound business provision of current increased cost of 
operation coverage required by all banks, but which the proposed Wilson amend- 
ment is designed to eliminate with respect to the retailer only and the passage of 
the Wilson amendment would reflect serious discrimination against the grocery 
industry to the ultimate breakdown of our distribution system and eventual 
higher consumer costs to all. 

The grocery industry is asking no special favors, just a fair and equal oppor- 
tunity to exist efficiently and in the event we are granted the restraining order 
and safeguards as provided in the original Capehart and Herlong amendments 
as passed into law without the discriminating effects of the now proposed Wilson 
amendment, we can and will pull out of the present hole of quicksand into which 
we are so rapidly sinking as a result of the presently administered OPS unwork- 
able regulations. 

It is with sincere apology that it has been necessary to go into such length to 
state our case but a ship dashed on the rocks by uncontrolled forces must be 
rescued. The time has come for us to become panically alarmed as only through 
quick and effective action in providing a safe and stabilized basis of operation 
san financial disaster be avoided, not only to us but to many others caught in 
the same trap. 

With this, gentlemen, we rest our case and trust in your fair and deliberate 
consideration with equal justice to all. 


Senator RoBerrson. | wish to say to you on behalf of the commit- 
tee, and all members of the Senate, that I admire and have affection 
for the distinguished Senator from Tennessee, and we are glad to 
hear from any friend of his. 
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Senator CareHaArtr. You represent yourself? 

Mr. Kina. Yes, sir. 

Senator Capenarr. Are you a retail grocery man or wholesale? 

Mr. Kina. Retail. 

Senator CApEHART. You operate more than one store? 

Mr. Kina. Yes, sir, we operate 38. 

Senator Caprnart. And is your firm losing money at the moment? 

Mr. Kina. Absolutely. 

Senator CapreHArtT. You are losing money in your 38 stores? 

Mr. Kina. Yes. The 16 weeks preceding compared to the 16 
weeks following, has shown a net loss of fifty-eight one-hundreths of 
| percent on each dollar of sales made. 

Senator Capeuarr. In the last 16 weeks? 

Mr. Kina. That is the 16 weeks following the effective date. 

Senator CapEHART. Are your stores in small towns? 

Mr. Kina. Yes, sir. 

Senator Roperrson. How long have you been in business? 

Mr. Kina. Since 1921. 

Senator Ronerrson. And this is the first time you have ever had 
a net loss? 

Mr. Kina. Yes, sir, we operated through that terrible depression 
without a loss. 

Senator Capenartr. How long would it take you, briefly, to tell us 
why you are losing money at the moment? 

Mr. Kina. I think I can sum it up in the concluding paragraph of 
my statement. It is by reason of the increased cost 

Senator CaPpEHART. On what page? 

Mr. Kina. Page 4. 

Today’s costs reflect increases over that of the OPS days, which 
was the basis upon which OPS set up their margins, and from which 
we got to set up our comparisons- is in excess today of 50 percent 
over those days. ‘The principal items of which being rent, 61 percent; 
labor, 42 percent; social sec urity and other taxes up 50 percent; con- 
struction repairs and maintenance, 50 percent; and practically every 
other item in proportion. 

Today's costs over that of pre-Korea of June 1950 reflect rent 
up 15.59 percent, wages and salaries 10 percent, with another 5 per- 
cent now due and pending which we hope we will get to put into effect 
if we have got the money to pay it with. Construction, repairs and 
maintenance is also up 10 percent, and practically every other item in 
comparison. 

Senator Capenarr. Is it your position that the margin that OPS 
allows you is not sufficient for you to make a profit? 

Mr. Kina. No, sir. That is one of the factors, but the main factor 
is the unflexibility—they have got us frozen in a strait-jacket, and in 
times of plenty of merchandise, where mark-downs are forced through 
competition and common practice in various localities, there is no 
room, every time there is a mark-down there has to be a mark-up 
somewhere, or you are not going to average out. But under the 
strait-jacket that we are frozen under, it has actually cut our margin 
2.08 percent. 

Senator Rorertson. If they roll you back further, what would 
you do? 

Mr. Kina. I would quit, immediately. 

pt. 4-30 
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Senator Rorertson. You are operating under the 1950 act, you 
are not included in the Capehart amendment. You ask in you 
prepared statement that you be included in that amendment, is that 
what you ask? 

Mr. Kina. In the Capehart amendment we do have the right of 
appeal from any injustice. 

Senator Rosertson. That is in the general law, too, but the Cape- 
hart amendment as we construe it does not apply to retailers, but you 
would like to have the Capehart provisions apply to retailers? 

Mr. Kina. Absolutely. 

Senator Carpenart. The Herlong amendment covers you. 

Mr. Kine. It would, with one exception. 

Senator CaAPpEHART. It says that every retailer and wholesaler must 
be given his historical margin of markup. 

Mr. Kine. It has got one serious joker in there to the effect that 
rulings or regulations in effect prior to the effective date, or something 
to that effect, 1 don’t remember the exact wording, are not applicable. 

Senator Capenart. In other words, you are not quite certain that 
the Herlong amendment, as written, gives you the protection you fee! 
you are entitled to? 

Mr. Kina. If it were carried out as what I think was the intent of 
Congressman Herlong, I believe it would be; but OPS has got a loop- 
hole there through which they are holding back. 

Senator Bricker. What is that loophole? 

Mr. Kine. That is the loophole that does not supersede rulings and 
regulations in effect. 

Senator CapeHART. That are now in effect? 

Mr. Kine. That are now in effect. 

Senator Caprsartr. Everything that you sell is now covered by 
regulation. 

Mr. Kinc. Covered under CPR 15, which is a strait-jacket 
regulation. 

Senator CaPpeHART. You feel that the Herlong amendment does 
not apply to orders previously issued? 

Mr. King. That was my understanding. I hope I am in error. 

Senator Capenart. We are not holding hearings on the Herlong 
amendment. We will check into it. 

The Capehart amendment, as written, only applies to manufac- 
turers and processors, because retailers and wholesalers were sup- 
posedly covered under the Herlong amendment. 

Mr. Kine. The Capehart amendment does apply to the retailers 
and distributors to the extent that we can obtain our current increases 
in cost of operation, does it not? 

Senator Capenarr. I do not think that. That comes under the 
Herlong amendment. Under the Herlong amendment you are 
entitled to vour historical margin of markup. 

Mr. Kina. I know that. 

Senator Capenart. That is all vou want? 

Mr. Kina. Yes, sir. 

Senator Capenarr. All you want as a retailer is to make the same 
gross margin on that which you sell as vou had 2 years ago? 

Mr. Kine. That is taking into consideration the fact that we would 
have to cover some increases in cost of operation. If the costs keep 
mounting, it takes a little wider margin to cover it. 
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Senator Carenart. A bigger margin? 

Mr. Kina. If they keep mereasing; yes, sir. 

Senator Bricker. Mr. Chairman, there is one item in the testimony 
of Mr. King, on page 3, where he gives examples of the inconsistency 
of OPS. He says, for instance: 

The OPS gave a margin on corn meal which, as you know, is a quantity item 
in country towns, of 25 percent, whereas it has never been sold in our territory 
at a margin of over 15 percent. This means a mark down of 10 percent from the 
OPS expectation. Likewise on lard, on which, under normal practice, the 
customary margin has been around 10 percent, the OPS ceiling is based on a 17- 
percent margin which cannot be obtained in a competitive country market and 
must be marked down to the customary historical margin of 10 percent or less. 

In other words, there are certain items that OPS does not under- 
stand are competitive, you cannot make any money on. 

Mr. Kina. That is with reference to certain localities. Here in 
the city of Washington, | doubt if there is a 6-pound can of lard sold 
once a year, whereas in our area it is a big item. 

Senator Bricker. It is a competitive produc t? 

Mr. Kina. Yes, sir; very highly competitive. 

Senator Bricker. And what you lose on that you are not permitted 
to make up on anything else. 

Mr. Ktna. That is right. That is quite the reverse of what it was 
under OPA. When there was a shortage of everything, there was no 
question of markdowns. 

Senator Ropertson. We thank you very much. 

The chairman will now recess the meeting until 10 o’clock tomorrow, 
when the witnesses will be National Cotton Council, National Asso- 


ciation of House Dress Manufacturers, Illinois Manufacturing Asso- 
ciation, and Nash-Kelvinator Corp. 

(Whereupon, at 12 noon, a recess was taken until 10 a. m., the follow- 
ing day, Wednesday, September 19, 1951.) 
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WEDNESDAY, SEPTEMBER 19, 1951 


Unirep States SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, ae 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 457, Senate Office Building, Senator A. Willis Robertson (chair- 
man of the subcommittee) presiding. 

Present: Senators Robertson, Sparkman, Capehart, and Bricker. 

Also present: Senator Moody. 

Senator Rospertson. The committee will please come to order. 

The first witness this morning is Mr. William Rhea Blake, repre- 
senting the National Cotton Council. 

You may proceed, Mr. Blake. 


STATEMENT OF WILLIAM RHEA BLAKE, ON BEHALF OF THE 
NATIONAL COTTON COUNCIL 


Mr. Buiake. My name is William Rhea Blake. I am executive 
vice president of the National Cotton Council of America. 

Mr. Chairman, we had a meeting of our board of directors in 
Memphis, Tenn., last Monday, and we had a very full attendance of 
our board. On the board are representatives of the cotton growers, 
the cotton ginners, the cotton warehouse and compress group, cotton 
merchants, cotton spinners, and the cottonseed crushers. 

After careful consideration of the Capehart amendment, and all of 
the angles and problems involved with respect to the bill now pending 
before this subcommittee to modify the Capehart amendment, our 
hoard unanimously voted to oppose any changes in the Capehart 
amendment along the lines of S. 2092. 

Our testimony is perhaps quite similar to other testimony that has 
been given on this subject. We have a rather short statement. 
Your request just before we went on the record, Mr. Chairman, that 
I summarize it—— 

Senator Rospertson. Without objection, your formal statement 
can be printed in the record after you have summarized it, but we 
would frankly prefer, because our time is limited, for you to sum- 
marize it. 

Mr, Buaxe. All right, sir. 

As we see it, the heart of this whole thing is the question of whether 
business is going to have a definite standard set up and established 
by the Congress, written into the law, limiting what OPS can do 
with respect to rolling back price ceilings. 
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Now, the Capehart amendment does provide such a standard, anc 
we feel that a standard of this nature is absolutely necessary if we are 
going to get full production in this country. If business does not know 
the rules of the game that it is supposed to be playing, if it does not 
have definite assurances that an administrative agency cannot chang: 
its mind and make some further reduction in price ceilings at any tiny 
they take a notion, we do not see how business can possibly plan ahea: 
and proceed on a full-scale job of obtaining production. 

As we see it, that is the heart of the principles with which th 
Capehart amendment deals. 

In addition to the matter of having a statutory standard below 
which prices cannot be rolled back, there is another point that. is 
covered in the Capehart amendment that is very important. The 
amendment provides that a man or a firm can make application and 
have his ceiling adjusted to include his costs. If he is going to 
produce abundantly, that is absolutely essential and we think that 
provision is equally important. 

The textile industry and the cotton industry had a lot of experienc: 
in World War II with OPA on this very subject. After textile 
production had declined to a drastic level during the war, it finally 
became necessary for the Congress to spell out in the law a standard 
with regard to textile ceilings which was known as the Bankhead- 
Brown amendment, and which I am sure a good many of you gentle- 
men will remember. 

The Capehart amendment is dealing with that same principle, and 
if we do not have something of that nature in the law, then frankly) 
we do not think that the production required to mobilize this country 
and to lick inflation can possibly be realized. e 

Senator Rosertson. When you say something of that nature, 
would you be satisfied with something less than the full provisions of 
the Capehart amendment if it was so framed that you could ask and 
receive consideration of increases in materials, direct labor, and 
necessary and unavoidable costs? Would that satisfy you? 

Mr. Buiake. Well, Senator, what you have just said seems to me 
to be what the Capehart amendment does. 

Senator Ropertson. Oh, no; the Capehart amendment does more 
than that. One difference between the Capehart amendment and 
the Maybank amendment is the Capehart amendment compels 
readjustment of individual prices for each producer. The Maybank 
amendment provides for a level of prices. That is one major dis- 
tinction. 

Another distinction is that the Capehart amendment permits the 
producer to choose his own alloeation of overhead, including prestige 
advertising, let us say, whereas an amendment of the Maybank 
amendment, such as | have indicated to you, to add to the two words 
in the Maybank amendment, material costs, and direct labor factory 
costs, necessary and unavoidable cost, that would cover freight rates, 
and you cannot control those. There are a number of things that 
that would include. It still leaves it to the President, in the language 
of the Maybank amendment, to allow a reasonable amount for 
changes in all other costs, including indirect labor, selling, advertising, 
office and all other production, distribution, transportation, and 
administration costs. 
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Now, we could very well cut out that word “transportation,” be- 
cause if we put in ‘“‘necessary and unavoidable,” that certainly covers 
transportation, because you cannot control that. 

Now, | want to know if that is satisfactory to vou, or do you want 
a whole loaf, or none? 

Mr. Buake. Senator, I have not seen any language which would 
do what you are describing. We would have to study very carefully 
the language——— 

Senator Capenarr. Will the chairman yield? 

Senator Ropertson. Yes. 

Senator Capenarr. Of course the weakness of the Maybank 
amendment is that it eliminates services. You are not covered at all. 
Mr. Biake. That is one of the most important aspects, Senator. 

Senator CapeHarr. You people deal in services, and you do not 
deal in materials primarily. 

Mr. Biake. Some branches of our mdustry deal entirely in render- 
ing services. 

Senator CapeHart. The Maybank amendment, of course, only 
covers manufacturers and processors, and does not cover service 
organizations, such as many of your people are. 

Mr. Buake. We pointed that out in our prepared statement. 
The service angle, of course, is very important. 

But back to the point, assuming that services are imcluded in what 
Senator Robertson was just saying. 

Senator, I have not seen the language of the proposal you are 
speaking about. 

Senator Ronertson. I just gave it to you. 

Mr. Buake. | certainly would not want to try to pass on it on 
any such short notice as this, but frankly the Maybank amendment, 
we think, weakens the Capehart amendment to the point that it 
practically destroys it entirely. 

Senator Rornertson. How many consumers do you think there are 
for each producer? 

Mr. Buake. Well, I do not know, but in the cotton industry we 
have got about 15 million consumers in this country, and we are very 
vitally concerned with inflation. 

Senator SPARKMAN. One hundred and fifty-four million. We are 
all cotton consumers. 

Mr. Buake. I say we have 15 million of the consumers in the 
country that are in the cotton industry and looking to it for their 
living. 

Senator Rosertson. They look to labor unions rather than you 
for their living, do they not? 

Mr. Biake. Well, Senator, there are some concerns in this industry 
that are organized, and there are a great many that are not. 

Senator Rosertrson. What I am trying to bring to your attention, 
Mr. Blake, is this: You have many times more consumers than you 
have producers. The consumers have testified to us they do not 
want any part of the Capehart amendment. Industry has said, 
“We want it all.’”’ It has been some years since the businessmen 
have won a national election, has it not? 

Mr. Buake. | suppose so. 

Senator Rosertson. The Members of Congress just cannot calmly 
ignore the effect of a possible inflation upon all the people of the 
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Nation, when their representatives in the labor 
sroups say, “We want protection against inf 
Capehart amendment goes too far.’’ 

Now, I want to know, as a representative 
ment tries to carry out what we thought w 
dustry allowance ‘for necessary and unavo 
satisfactory to you? 

Mr. Buake. Well. we think that is what the ( 
does, Senator. 

Senator Ronertson. Al] right, we will just let it 

Senator Caprnarr. Well, let me say this, that every wage earner 
IS @ Consumer, and every consumer is a wage earner, and every wage 
earner gets his job through industry, and I do not w 
here to doing something that will cause widespre 
the United States. 

I am not going to sacrifice what | think is in the 
United States as a whole, even though the labor unions and the con- 
Sumers may have more votes than the producers, |] think we ought 
to approach this thing entirely as to what is in the best interest of the 
United States, Of course the consumers are wage earners, and the 
wage earners are consumers. 


lation, and we think the 


of industry, if the amend- 
as the intent, to give in- 
idable cost; will that be 


‘apehart amendmen} 


go at that. 


ant to be a party 
ad unemployment in 


best interest of the 


[ assure you as long as we are sending money to 
T am not going to vote to take money away from ¢ 
have served in the armed services. 

Senator Rogertson. | have tried to direct your attention to the 
matter which has given me the greatest concern. T[ only try to be 
fair to industry, and also to the consumers, [np testifying here the 
Capehart amendment was not workable, that we will have an 
unnecessary burden on consumers, I was trying to point out that if 
the protection is reasonable to the profits of industry, without going 
to a full pass-through of all possible costs to the consumer—would 
that not be satisfactory? 

Mr. Buake. Senator. it Is exactly the same Principles we had with 
the old Bankhead-Brown amendment in OPA days. 

Senator Roperrson. In other words. no compromise between the 
full acceptance of the Capehart amendment and the ful] repeal of 
the Capehart amendment would satisfy you. You want the Cape- 
hart amendment or nothing? 

Mr. Buake. Well. the Capehart. amendment itself, Senat 
two concessions that we think are not in the 
full production in this country, 

In the first instance, the Capehart amendment harrows your base 
Period to a 6-month period between January and June 1950. 

Senator Rogerrson. | call your attention again to the fact that you 
are entitled to your opinion, but the AFL, CIO, and a number of oi her 
yonsumer groups are just as positive that the Capehart amendment is 
harmful to them as you are that it is not only helpful to you, but fair 
to them. 

Mr. Buaxe. Well. Senator, our position is this, and it is crystal 
clear, and has been through the OPA days, and through this whole 
legislative fight at this time. Industry in America cannot be expected 
to produce, and we need not kid ourselves, it is not going to produce if 
they do not get their cost plus a reasonable profit, and the Capehart 
amendment certainly does not go beyond that. It gives the President 


foreign countries, 
rippled boys who 
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the right to disallow any unreasonable or unwarranted cost. This 
talk that OPS puts out about administrative impossibility, frankly we 
are not at all impressed by it. That is the same old bugaboo that they r 
raise against eve ‘rything they do not want to do, and what the V do not 
want to do is to allow ‘industry its reasonable costs plus a reasonable 
profit. That is what they do not want to do. They are toying with 
the idea that they can some way or other wring out a part of the cost 
of doing business, and they cannot do it. 

Senator Bricker. Where is the Government going to get the money 
to run the war? 

Mr. Buake. I think you are right there, Senator. If any profits 
are made and land in industry’s pockets from this thing, you have 
got a renegotiation program operating, and you have an excess-profits- 
tax program operating. I do not think that the AFL, CLO, or any- 
body else, or any other consumer groups are talking in the interest of 
consumers when they come in and propose that you shut your eyes 
to the fact that industry must have its cost plus a profit if it is going 
to do business. If you do that, then we will be right back in the trap 
where we were in OPA days. That is one of the very worst things 
about price ce ilings, the damage that price ceilings can do to produc- 
tion. We ought to have learned something from our experience 
during World War II. 

We saw hundred and thousands of items in this country disappear 
entirely from the shelves. You saw the production of cotton textiles 
and other things desperately needed go down, down, down, and down, 
because OPA refused to be realistic about this very principle that is 
the heart of the Capehart amendment. 

Senator SPARKMAN. Mr. Chairman, may I ask a question? 

Senator Ronertson. Senator Sparkman. 

Senator SPARKMAN. You stated the Capehart amendment was the 
same as the Brown-Bankhead amendment in OPA days. It is 
broader in its coverage, is it not? 

Mr. Buake. Senator, I did not intend to say it was the same. 
said it was striking at the same principle, exactly. 

Senator SPARKMAN. Is not this the real difference, though, the 
Brown-Bankhead amendment related to cotton only? 

Mr. Buake. It related to major cotton textile items. 

Senator SPARKMAN. And, as a matter of fact, during OPA days 
there was never a ceiling put on raw cotton. 

Mr. Buaxke. That is right. 

Senator SPpARKMAN. And we had this month-by-month escalator 
clause with reference to textile products, so they were allowed to go 
up and down according to the price of raw cotton over the preceding 
30-day period. Was it not something like that? 

Mr. Braker. Senator, they had that in there when Leon Henderson 
first started operating. He had that escalator clause in for a matter 
of 6 to 8 months, but that was later taken out. 

Senator SPARKMAN. How did it operate? I thought it stayed in 
all the way through. 

Mr. Braker. It was pegged to the 10 spot markets, and during the 
period that it was in there everything worked fine, and we went to 
the highest textile production of all times in this country. 

Then they took the escalator clause out, and prices of cotton were 
advancing, and other costs were going up tremendously, and the 
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squeeze on the margin started developing, and we saw production leve! 
off, and then we saw it start back down again. Then, and only then 
after the thing had gotten so flagrant did the Congress recognize it 
and put that special amendment in for the cotton-textile industry. 

Senator SpARKMAN. It seems to me there is a considerable differ- 
ence, and that is what I am trying to point out to you, that the 
Brown-Bankhead amendment related to one product upon which there 
was no price ceiling. 

Mr. Buaxe. I do not think so, sir. 

Senator SpARKMAN. I will change that. It related to the processing 
of one product upon which there was no price ceiling. 

Mr. Buake. Well, it related to the processed products made from 
cotton. 

Senator SpARKMAN. That is what I mean. 

Mr. Buake. There was no ceiling on raw cotton, that is right, 
because cotton was below parity, then, you see. 

Senator SpaRKMAN. It seems to me that does make a real difference 
we ought to keep in mind in discussing this. 

Mr. Buake. Another thing, as Senator Robertson pointed out, that 
amendment called for a product ceiling. As I read the Capehart 
amendment, it seems to me that product ceiling can be established 
That one sentence in the Capehart amendment giving individuals the 
right to come in and make a showing as to their costs, if they say thei: 
costs will not allow them to operate under the ceiling, it seems to me 
that is more in the nature of a hardship operation than it is in the 
nature of the general ceiling that might be applied. 

Senator Rosertson. I would call the witness’ attention to the fact 
that a number of industries have never attempted to keep cost ac- 
counting systems that allocate overhead to a specific and individual 
product. 

Mr. Buaxke. That is right, Senator, and we understand that, but 
we see no reason in the world why it cannot be done. 

Senator SPARKMAN. Before you go further with your answer, may 
I interject this thought, too, because I think it might be a part of it 
The hardship feature that you point out could have been taken car 
of under the old law, without the Capehart amendment. 

Mr. Buaks. The hardship feature possibly could have. 

Senator SPARKMAN. That could be taken care of under the old law. 

Mr. Buake. It could be operated that way, Senator. 

Senator CapeHart. Will the Senator yield? Let me ask a question. 

The Capehart amendment, the OPS of course sets all ceiling prices 
for everybody. They did it on January 25. Those are the “ceiling 
prices at which all industry must sell. They dare not change them, 
they cannot change them in any respect. 

How ever, under the C Capehart amendment, after they have set the 
ceiling prices, they can set new ceiling prices if any individual seller 
is dissatisfied with them. He may file an individual application unde: 
the formula, and if he comes within the formula and his costs are not 
excessive or unreasonable, OPS must allow them. 

Now, in the old law the Senator from Alabama is talking about, 
they had the right to file under what they called the hardship cases, 
and I would like to place in the record at this point the regulation 
governing the hardship cases, the rules and regulations covering 
hardship cases. 
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I will just read section 1 of what this regulation does: 


This regulation permits a manufacturer to apply for an upward adjustment of 
his ceiling prices established under any other regulation. 


Now, that is exactly what the Capehart amendment does, and no 
more, 

If as a result of such ceiling prices the manufacturer would be forced to operate 
at a loss with respect to his manufacturing operations either for his entire busi- 
ness, or for a separate plant or factory. This does not allow a manufacturer who 
is subject to adjustment under some other regulation to apply for adjustment under 
that regulation. 

If one will read this regulation, and I will not take time to read 
it here, it is a regulation that was written by OPS under the broad 
language of the 1950 act. In the first place, they cannot get any 
relief for 30 days, even though they are losing money. If one would 
read this regulation, he, | think, would be thoroughly ‘convinced that 
the Congress ought to set up the formula or the standard for filing 
for hardship cases. ‘The Capehart amendment, on individual applica- 
tions, is nothing more than a hardship application excepting that you 
can file under the Capehart amendment even though vou are not losing 
money. You might be breaking even, or making just a small amount 
of money, and you could still apply. Under the regulations issued 
by OPS, under the 1950 act, you had to be actually losing money be- 
fore you could file a hardship application. 

Mr. Chairman, I would like to ask unanimous consent to have the 
regulation, GOR-10, I believe, issued on June 15, 1951, made a part 
of the record at this point. 


Senator Ropertson. Without objection, it is so ordered. 
(The regulation referred to follows:) 


GOR-10 


ADJUSTMENTS OF CEILING PRICES FOR MANUFACTURERS 


Originally issued effective May 11, 1951, 32A CFR, Chapter III, 16 F. R. 4455, 
as subsequently amended) ! 


Section 1. What this regulation does. This regulation permits a manufac- 
turer to apply for an upward adjustment of his ceiling prices established under 
any other regulation, if as a result of such ceiling prices, the manufacturer would 
he forced to operate at a loss with respect to his manufacturing operations, either 
for his entire business or for a separate plant or factory. This regulation does 
not, however, prevent a manufacturer, who is eligible for an adjustment under 
some other regulation, from applying for an adjustment under that regulation. 

|Sec. 1 as amended by Amendment No. 1, effective 6/7/51.] 

Sec. 2. Who may apply. (a) A manufacturer may file an application for 
adjustment under this regulation where: 

(1) His existing ceiling prices would require him to operate at a loss with 
respect to his manufacturing operations, either for his entire business or for a 
separate plant or factory, Provided, That no portion or proration of central 
office costs or expenses may be included in calculating such loss for a separate 
plant or factory; and 

[(1) as amended by Amendment No. 1, effective 6/7/51.] 

(2) The adjusted prices for which he applies will not be substantially out-of- 
ine with the ceiling prices established for other sellers of similar commodities. 

(b) The manufacturer must show that under his existing ceiling prices his 
manufacturing operations, either for his entire business or for a separate plant 
or factory, have been actually conducted at a loss during a recent representative 
period of operation of at least one month; or that they would have been conducted 
at a loss if the commodities involved had been manufactured in his customary 


1} Amendments are reflected in the text of the order. 
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quantities and proportions; or that, due to the occurrence of a substantial ai 
continuing change of some element affecting costs and profits, a projection « 
his operations clearly shows that he will be immediately operating at a loss. 

{(b) as amended by Amendment No. 1, effective 6/7/51.] 

(ce) The loss involved must be attributable to the level of his existing ceilin, 
prices and not to any of the following: 

(1) Seasonal, temporary or non-recurring factors affecting his operations. 

(2) A reduction in volume of.production below the normal economical capacit\ 
of his plant. 

(3) The payment of unlawful wages or excessive salaries or of unlawful o: 
excessive prices for materials. 

(4) The ineurring of factory overhead costs or of selling, administrative and 
general costs which are abnormally high relative to sales or other costs unless 
such excess is demonstrated by clear and convincing evidence to have bee: 
unavoidable in the exercise of sound business judgment and management. 

(5) Any transactions with affiliated corporations or businesses which either 
are of a kind which would not result from arm’s-length bargaining or differ fron 
transactions customarily entered into with such affiliated concerns. 

(6) Reserves for contingencies, or any other unusual factors. 

Sec. 3. Information to be submitted. A manufacturer seeking an adjustment 
under this regulation shall file an application with the Office of Price Stabiliza- 
tion, Washington 25, D. C., and include the following: 

(a) His name and address, a description of his manufacturing facilities and 
the commodities he manufactures, and a statement of the principal types of 
customers to whom he sells. 

(b) Where he was in operation for such periods, detailed annual profit and loss 
statements for the vears 1946 through 1949, and both and annual statement and 
if he regularly prepares them, quarterly profit and loss statements for the year 
1950 and each quarter since then. 

(c) A detailed profit and loss statement covering his most recent period of 
operations under his existing ceiling prices, of one month or more, for which 
such a statement can be prepared, together with a careful explanation of how it 
was prepared, including particularly a justification of any estimating procedures 
used in its preparation, and where an actual loss has not yet been experienced, 
clear and convincing evidence first, that changes in conditions which have already 
occurred will cause him immediately to incur a loss and, second, what the mini- 
mum amount of this loss will be. If the manufacturer is seeking an adjustment 
on the basis of a loss with respect to the operations of a separate plant or factory, 
this profit and loss statement for a recent period should cover his operations in 
that plant or factory, should indicate that no portion or proration of central 
office costs or expenses has been included in calculating the loss for the separate 
plant or factory, and should be accompanied by a profit and loss statement for 
his entire business covering the same recent period. 

[(c) as amended by Amendment No. 1, effective 6/7/51.] 

(d) A showing that the loss in his current operations is not due to any of the 
factors in section 2 (c) of this regulation. 

(e) For the commodities subject to ceiling price regulation, a statement of his 
existing ceiling prices for sales to his largest buying class of purchaser, including 
delivery terms, allowances, premiums and extras, deductions, guarantees, servic- 
ing terms and other terms and conditions of sale, a schedule of his price differen- 
tials to his other classes of purchasers, and a statement of the ceiling price regula- 
tions under which his ceiling prices are established. 

(f) A list of his principal competitors, and a statement of their ceiling prices 
for similar commodities, together with data showing the past relationships of his 
prices to the prices thev have charged. 

(g) A proposed schedule of adjusted ceiling prices, and a demonstration that, 
if these prices were charted, his operations would be at a break-even position. 

Sec. 4. Action on applications. The Office of Price Stabilization will grant o1 
deny, in full or in part, an application under this regulation, or request further 
information, and may, as a condition of granting an application in full or in part, 
require the submission of reports of subsequent operations. If, thirty days after 
acknowledgment of receipt of an application, none of the actions listed above has 
been taken, the manufacturer may sell at his proposed adjusted ceiling prices 
until such time as the OPS notifies him that such prices have been disapproved. 
OPS may at any time revoke or modify adjustments under this regulation. 

Sec. 5. Adjustment in resale prices. In connection with any order granting a! 
adjustment in the manufacturer’s ceiling prices, OPS may also adjust the ceiling 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3267 


price of any person who resells the commodity in the same form, to the extent 
deemed necessary in the judgment of the Director of Price Stabilization or his 
duly authorized representative. 


Sec. 6. Delegation of authority. The National Office of the Office of Price 
Stabilization may refer any application for adjustment filed pursuant to this 
regulation to the appropriate Regional Director. Any Regional Director, or 
any District Director authorized by the appropriate Regional Director, may in 
case properly referred to him take action in accordance with sections 4 and 5 of 
this regulation. 

Sec. 7. Definitions. ‘Manufacturer’? means any person who is engaged in 
business other than as a wholesaler or retailer. 

[Sec. 7 as amended by Amendment No. 1, effective 6/7/51.] 

Sec. 8. Geographical applicability. The provisions of this regulation are appli- 
eable to the United States, its Territories and Possessions, and the District of 
Columbia. 

[Sec. 8 as amended by Amendment No. 2, effective 6/13/51.] 

Effective date. This General Overriding Regulation shall become effective May 
11, 1951. 

Note: The reporting requirements of this regulation have been approved by 
the Bureau of the Budget in accordance with the Federal Reports Act of 1942. 

Senator Roserrson. | wish to call attention to the August 1951 
bulletin of the National Association of Cost Accountants. The con- 
clusion, on the last page, reads, in part, as follows: 

Methods for ascertaining manufacturing costs have been well developed by 
most companies in which management is aware of the manufacturing costs, 

But field studies showed comparatively few companies possess equally good 
information about nonmanufacturing costs. 

That is a general field that would be left open for Presidential dis- 
cretion. If the Congress should see fit to take the Maybank amend- 
ment, plus this suggestion that I have made that in addition to mate- 
rials and direct labor cost there be a compulsory consideration of all 
necessary and unavoidable costs. 

Are there any further questions? 

Senator Bricker. Is it any more difficult in your business to allocate 
indirect costs than it is direct labor and material costs to a particular 
product? 

Mr. Buake. Senator Bricker, it might be in the case of individual 
companies, depending on how they did their own cost accounting, 
but there is one point right here that 1 think is very important, and 
that is in regard to the manufacturer’s order which OPS had an- 
nounced and was supposed to go into effect on the second of July, and 
the order on textiles, and I think some others. We studied very 
carefully to see what they said about these indirect costs. They 
had indirect overhead costs in there, and they told these companies to 
allocate them on the basis that they had customarily been doing. 

One item of indirect cost allowed by OPS was steam and electric 
service, two general overhead items, indirect costs, that were to be 
allocated along with the direct costs on which they had accounting 
records. 

Now, if vou can allocate the steam that heats the office of the 
president of the company, and allocate the electricity that lights it, 
| do not see why you cannot allocate his salary just as well as those 
costs. All of them are a cost pertaining to the general overhead and 
operation of the business. 

Senator Capenart. May I say this: I hold in my hand regulations 
already tentatively written by OPS for putting the Capehart amend- 
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ment into effect, and the interesting part about it is that they have 

been in the past allowing material increases in costs, and direct labo: 
increases in cost, and they arrive at the other costs by. using practically 

generally speaking, the same formulas. 

Mr. Buake. The formula that the comptroller of General Motors 
submitted to Mr. DiSalle, and which he entered in the record that was 
presented here to your committee, gives you a very simple way of 
handling it. We are not at all impressed by the idea that they put 
up that they cannot do this thing, that it is administratively impos 
sible. We certainly do not think it is administratively impossible 
We think what they want to do is to not allow and recognize these 
costs, and, Senator Robertson, as I say I have not had an opportunity 
to study the language of your proposal, but if it does these essential! 
things of covering a man’s costs, and of course presumably his profit 
is included in whatever his price was in the base period, if his neces 
sary costs are covered, then I think that is the principle that we have 
got to be certain we are safeguarding. 

Senator Ropertson. We are going to have the chief economist anc 
chief counsel of OPS here just as soon as we finish with you three 
witnesses to discuss what they mean by level of prices. We want to 
get a definite understanding of that. I do not ask you as a represent 
ative of a very large group to make a definite commitment, but you 
have until tomorrow morning at 10 o’clock to let me know if your 
members would be reasonably satisfied. There is not much point for 
the members of our committee to bring out a modified amendment on 
the floor that does not please anybody. Industry wants it all one 
way, and consumers want it another way, and if a compromise does 
not please anybody, we are not making much headway. 

Mr. Buaxe. Is the purpose of using level of prices rather than 
individual product prices—— 

Senator Ropertson. They just have not got the staff. They asked 
for a budget of $136 million, which is far below what Chester Bowles 
had when he said he did not have enough to do the job with, one-half 
of the employees, and the House cut that $6 or $7 million. That is 
pending before the Appropriations Committee. I do not know 
whether the Senate is going to give them even approximately the 
budget cost that they have. requested and that the administration 
recommended. But that makes no allowance, whatever, to do this 
kind of accounting job that the Capehart amendment would require, 
assuming that it is physically possible to do it in any event. 

Mr. Buake. Senator, am I correct in understanding that the pur- 
pose of the level is to enable them to establish a product ceiling rather 
than have each manufacturer bave a different ceiling on each product 
that he makes? As I understand it, that is the purpose of taking a 
level of prices rather than prices on each individual product. 

Senator Ronerrson. Under the Robinson-Patman law we have a 
great many products that are nationally priced, and they try to make 
the retailer ask the consumer for one price, and try to establish a 
national level. There are a great many products that have a general 
level, but some sell a little above it in some communities, some sel! 
a Jittle below it, and there never has been any provision under the 
old Jaws of supply and demand where the cost to everybody was 
exactly the same. 








S1 


saf 
cel 
th 
an 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3269 


Mr. Buiaxke. Well, Senator, in OPA days, in the textile industry, we 
had a uniform product ceiling for all the manufacturers making that 
product, and we did it by taking a weighted average of their costs, 
plus a weighted average of the profits, and there is no objection to 
having a formula that will enable them——— 

Senator Rospertrson. That is what the Administration means when 
they talk about a level of prices rather than “price.” 

Mr. Buake. I assumed that is what they did mean. 

Senator Ropertson. Wherever possible, there would be a weighted 
average. That still leaves the hardship clause in there, if some fellow 
believes he cannot live under that, and is willing to buck the general 
trend and sell his goods at higher prices, he will ask for the higher 
price, and if he shows hardship, they will turn him loose and Jet him 
see if he can sell it at the higher price. 

Thank you. 

(The prepared statement of William Rhea Blake follows :) 


STATEMENT OF WILLIAM RHEA BLAKE, EXECUTIVE VICE PRESIDENT, NATIONAL 
CotTton CouNcIL or AMERICA 


We are opposed to Senate bill 2092 because it would drastically weaken the 
safeguards provided in the Defense Production Act against the roll-back of price 
ceilings. We believe the Congress adopted those safeguards because it recognized 
the critical importance of production in building the Nation’s military strength 
and in meeting the danger of inflation. Business cannot give us all-out production 
if its forward plans and commitments are kept in constant jeopardy by the threat 
of roll-backs. If a Government agency is to have statutory power to set price 
ceilings and to roll back those ceilings, there certainly must be a clear and definite 
statutory limit on that power, in which business management can have confidence. 

One of the major defects of 8. 2092 is that it would simply eliminate a large part 
of the coverage of the present provision against roll-backs. Subsection 402 (d) 
(4) of the present act plainly includes the large and vitally important field of 
services. The proposed substitute for this section would plainly exelude all 
services, since it is limited in its coverage to manufacturing and processing. Cer- 
tainly the great service enterprises throughout our economy are just as vital to 
production, and just as much in need of this protection, as any other industries. 
The proposal to discriminate against them is unfair and unwise. I assume that 
this point is readily clear and requires no elaboration. 

My remarks will deal principally with the fact that 8S. 2092 would completely 
eliminate the most essential feature of the existing protection against roll-backs. 
This is the sentence in 402 (d) (4) which effectively requires the Office of Price 
Stabilization to consider all cost increases that occurred between the pre-Korean 
base period and July 26, 1951. The proposed amendment would merely permit 
ittodoso. The difference between requiring and permitting can be all-important. 
It is rather obvious that the OPS has suggested that this clause be continued in 
the proposed new amendment in the permissive sense, merely because that is a 
clever and politic way of killing it for practical purposes. 

May I emphasize precisely what the proposed amendment would do to this 
feature of the act: 

The present subsection 402 (d) (4) provides four standards which OPS may 
consider as the lowest point to which any price roll-back may be carried. These 
are: 

(1) ‘The price prevailing just before the date of issuance of the regulation or 
order establishing such ceiling price’’; 

(2) ‘‘The price prevailing during the period January 25, 1951, to February 24 
1951, inelusive’’; 

(3) A ceiling price which ‘is based upon the highest price between January 1, 
and June 24, 1950, inclusive, if such ceiling price reflects adjustments for 
increases or decreases in costs occurring subsequent to the date on which such 
highest price was received and prior to July 26, 1951.’’ (This does not include 
unjustified cost increases, as the President’s message claimed, for the Administra- 
tion has specific authority to disregard costs that are ‘‘unreasonable and exces- 
sive’); and 
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as follows: 


‘‘Upon application and a proper showing of his prices and costs by any perso 
subject to a ceiling price, the President shall adjust such ceiling price in tl! 
manner prescribed in clause (1) of the preceding sentence”’ i 
as [ have quoted it above. 

This means that the OPS must allow a firm a ceiling price equal to no less tha 
the base period price plus all cost increases, determined not to be excessive or 
If OPS fails to do so, then the individual! 
firm has the right to enter a protest, which the OPS is bound by law to recogniz 
In other words, if OPS sets a ceiling price lower than the level prescribed by th 
standard, it will receive a flood of individual applications, requiring the huge s 
of accountants about which we have heard so much. 
to carry out the intent of the law, it must set a ceiling 
base period price plus cost increases down to July 26. 

If we are to have price ceilings, the principle which 
this requirement is absolutely sound. 


unreasonable, down to July 26, 1951. 


difficulty, to the specific 


$02 (d) (4 


scale operation. 
1950, is much 
very important fields, business conditions were not up to a normal level during 
this period, so that it fails to reflect the ratio of prices to costs which is necessar 
a base period which does not even cover o1 
characteristics: 
second place, the adoption of a cut-off date, beyond which cost increases do not 
have to be recognized, is unrealistic. 
recognized if we expect business to be able to operate. 

Our position is simply this: 


for high production. 
full vear is 


down to July 26. 
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(4) A ceiling price which ‘‘is established under a regulation issued prior to th: 
enactment of this paragraph.”’ 

Presumably the OPS would be at liberty to roll back a given price to whicheve: 
is the lowest of these four standards, except for one very vital sentence which has 
reference to the third of the four standards as listed above. This sentence reads 


1 practice, if OPS procee 
high enough to cover t! 


Congress adopted i 
How in the world could we expec 
to push forward in a huge and long-sustained production drive, if the Congres 
were not willing to give it this simple protection against ceiling roll-backs tha 
ignored actual increases in costs? This firm and unequivocal requirement, whi 
the OPS dislikes so much, gives business a definite benchmark 
rely, knowing that the Government agency is not at liberty to set it aside in favor 
of some other, more oppressive standard. If we want production, we must giv 

business some basis for carrving on production with confidence that OPS can 

come in and wreck all its plans and commitments. 

The smoke sereen, behind which OPS is attempting to hide the real reason fo: 
its desire to kill the Capehart amendment, is one of administration. 
am not an accountant, I believe any reasonable person will agree that exact] 
the same accounting techniques Which OPS has told industry to use in deter- 
mining price ceilings under the manufacturers’ order, the textile order, and othe: 
similar orders, can be applied with equal simplicity, or perhaps I should say 
provisions of the Capehart amendment. 
issue is not one of accounting difficulties but of the administration’s desire t: 
require price reductions without regard for costs and production. 

Unfortunately there is all too much evidence of what appears to be a well 
planned effort to mislead the public and even the Congress. 
message to the Congress of August 
amendment, 
message states 

“This amendment permits individual sellers to pass on to consumers all cos 
increases in the 13 months since Korea, 
for the higher prices.” 

I would like 


Clearly thi 


The President’ 
23 asking for the repeal of the Capehart 


of this vicious campaign. President’: 


whether or not there is any justification 


the committee’s attention 
authorizes 
excessive’”’ costs in administering the Capehart amendment. 

I do not think that the Capehart amendment is perfect 
which it sets up is too narrow to allow full recognition of the fact that a firn 
must have its actual costs plus a reasonable profit in order to get efficient, full 
In the first place, the base period, January 1 through June 24 
fair treatment 


sentence of sectior 


President disregard ‘‘unreasonable 


because the formula 


businesses. 


Obviously, 
industries 
Any future cost increases will have to bi 
The Capehart amendment is correct in principle, 
and we need to broaden it so that the principle will work, rather than destroy it 

Senate bill 2092 would effectively destrov the Capehart amendment, since it 
completely omits the sentence which now prevents the OPS from rolling back 
ceilings below the price level of the base period plus subsequent cost increases 
The bill would permit OPS to select this standard or any on 
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of the other three standards above referred to. In other words, OPS 
ignore the Capehart amendment, which is what it obviously wants to do. 

I have been discussing merely one of the ways in which 8. 2092 would widen 

the discretionary powers of the OPS. I will not go into detail on other points, 
but it is apparent that in a number of respects the bill tends in this same direc- 
tion. It is a broader and vaguer provision than the one which is more on the 
statute books. A virtue of the present subsection 402 (d) (4) is that it tells the 
price ceiling authority pretty definitely what it is expected to do. It aly with 
inescapable clarity, that a ceiling must be adjusted if an individual can make a 
proper showing that it does not comply with the Capehart formula. What 
proposed amendment means to say is a good bit more debatable. It 
lot more to the interpretation of the lawyers and economists in OPS, so that 
business, which must operate under ceilings, will not know what to expect and 
cannot make definite plans for the production job being asked. of it 

We people in the raw cotton industry have had a great deal of experience with 
what a price ceiling authority will do under a law that is not clear beyond all 

hanee of misinterpretation. In World War II, the OPA violated the 
of Congress so flagrantly that it became necessary to pass, in the Bankhead-Brown 
amendment, an instruction that was extremely specific. At the present time we 
are deeply disturbed by reports that the OPS has in mind rolling back the ceilings 
on cotton textiles in such a way that the intent of the present law, as spelled out 
clearly in subsection 402 (d) (3), would be violated. This subsection, as amended, 

‘ts out in very plain language that no ceiling shall be set upon a product made 
from an agricultural commodity below a price which will reflect to producers of 

hat commodity at least 90 percent of the price prevailing on May 19, 1951. If 
OPS has in mind any plan for side-stepping this requirement in the ease of textile 
ceilings (and there have been discussions which would lead to that conclusion) 
then I am sure that the members of this subcommittee would want to know about 
it. If the OPS actually does such a foolish thing, it will certainly undermine all 
the efforts which are being made by the members of the ae States Senate, the 
Department of Agriculture, and the friends of agriculture generally, to see to it 
that the cotton farmer gets a fair reward, and is not punished, for the mag- 
nificent job of production which he has done this year in response to the Nation’s 
appeal for a big crop. 

When the Nation puts in the hands of 9 governmental ageney the 
fix price ceilings, it gives that agency the power of life or death over production. 
No governmental agency could ever have the knowledge and wisdom to administer 
such a vast power very efficiently. Certainly if the Congress gives it such a power, 
the safeguards against abuse of that power must be so clear and definite that our 
great economy can put faith inthem. We are against 5. 2092 bee 
strengthening those safeguards, it would weaken them to a tragie 


could 


the 
leaves a 


true intent 


* power to 


ause instead of 

extent. 
Senator Ropertson. The next witness is Mr. Erwin Feldman, 

director, National Association of House Dress Manufacturers. 


STATEMENT OF ERWIN FELDMAN, DIRECTOR, NATIONAL 
ASSOCIATION OF HOUSE-DRESS MANUFACTURERS 


Mr. FetpmMan. Senator, I have the dubious honor of being one of 
the last witnesses and having the benefit of the previous testimony. 
Therefore, | can take potshots at everybody and point out incon- 
sistencies. 

Senator Ropertson. You may fire at will. 

Mr. FetpMAn. Just as you have Re ‘publicans and Democrats, and 
they are in competition with each other, so in each industry we have 
Republicans and Democrats, sections of industry in competition 
with each other sharply. In some sections of the industry, we have 
what we call high-cost producers, which does not mean the high-cost 
producers give the consumer a worse garment. We claim they give 
a better garment. These high-cost produce ers Maintain an organiza- 
tion, have extra selling prices, and side by side in the United States 
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is a section of smaller producers or operators who do without all these 
things you claimed were luxurious, such as fancy advertising, and 
so on. 

Senator Roserrson. I understand that Hickey Freeman claimed 
they were a high-cost producer, they put out a better suit. 

Mr. FerpmMan. We are the Hickey Freemans of the women’s dress 
industry sitting here before you. 

Senator Bricker. What about Hart, Schaffner & Marx? 

Mr. Fevtpman. I think they belong in the same category. I would 
like to give some of our own brands some free advertismg while we 
are at it, and I shall. I think every woman in the room knows who 
Nellie Don is. That is the group I represent, L’Aiglon Apparel, of 
Philadelphia. They are similar to Manhattan, Arrow shirts, Hart, 
Schaffner & Marx, and all the names you have talked about in clothing. 

The minute you do not recognize the extraordinary costs of these 
better products, and say you take into account direct labor, indirect 
labor, indirect material, and forget about advertising and extraor- 
dinary selling expenses, and if you do not make special allowances 
for the increases, what are you doing? You are giving the section 
of the industry that does not have that kind of operation a break 
in margin over the industry that has it, and what will that do? That 
will dislocate competition, and ultimately would shift the production 
from the high-cost maker over to the fellow with the low cost. In my 
memorandum, I describe the operation of the women’s dress indus- 
try, and for the purpose of a short description I think you may be 
interested to know how the dress industry runs. It is a very fasei- 
nating industry, structuralwise. 

Out of New York City, there are companies that have been in 
business for more than 50 years, and they began making the old 
mother hubbards and wrappers of 50 years ago, and today they make 
the finest women’s dresses. They have as many as 2,000 operators 
in the factory; modern, efficient machinery; they spend millions on 
advertising. They sell in department stores on a franchise system. 
In New York City there are 800 producers who live in little lofts 
between Thirty-fourth and Forty-second Streets. These producers 
go in business with $5,000 or $10,000. They have no overhead except 
what they owe the bookmaker, I presume, or the rent for their loft 
They buy a few bolts of goods, and give it to a man who contracts to 
make it up for them. They do not own factories. These men have no 
objection to the order issued on June 14, 1951, which did not take into 
account all the items under the Capehart amendment. Of course, 
they have no objection. They do not have these expenses, and we came 
along, and we objected. We said we are 50 years old as an industry. 
We have enormous expenses, we are being rolled back, and they said 
to us down there, why don’t we hear from the other segment of the 
industry. I said, because they have no complaint, they will be 
delighted with a set-up to give them a higher margin than they are 
going to have. 

We never talked to Senator Capehart, or appealed to him to put in 
the Capehart amendment, but it would seem that he were sitting in 
on our meetings when he wrote the Capehart amendment, because 
these are the general objections we made to the regulation because it 
failed to take these items into account. It was as if he were sitting 
looking over our books when he wrote the Capehart amendment. 
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— In connection with the Capehart amendment, I have this to say: 
nd Can we have some clear thing on the Capehart amendment? How 
 # many Senators in this room, how many witnesses are opposed to it 
ec » initsentirety? I would say everybody who said they were for S. 2092 
| is opposed to the Capehart amendment. The only person who wants 

aa ' to compromise is Senator Robertson, and I am glad to meet you. 


Up to now you have these phony witnesses: who have come in and 
; said we want S. 2092 because it makes it easy to administer. What 
Id they are really saying is they do not want the Capehart amendment. 





4] 
We : That is what the CIO, AFL, and all the consumer groups meant. 
ho Getting back to the consumer, it is the same unions that disregard 
ol | wage stabilization, that are fighting to chisel away and produce an 
t, § inflationary run-away situation, that come here sanctimoniously and 
B © say “Put the freeze on industry.” They are political like you and me 
» E and ever vbody else around here. It is stric ‘tly politics w ith them, and 
m > don’t get overwhelmed with the plea of unions and consumers. They 
. » are making a pitch just as we and you are. 
7s 3 The second point, I want to make, and I want to make this point 
~ © strongly, is the argument that the Administrator will find it difficult 
ik > to administer the Capehart amendment is phony for this reason: 
ul ) If the original order contained the provisions of the Capehart amend- 
mn ment, he would not have to entertain individual applications, it would 
) . all be provided for. When would he have to take the applications, 
3- © only when he failed to take into account the Capehart amendment. 
© F Obviously if the man defies the law, he is going to get in trouble. You 
I- B: say to us, Are you ready to compromise? Take into account only 
; those costs that are reasonable and fair, and I : say to you, I do not 
N am) want to engage in sem: intic debate, but if you will tell me what you 
( 3 mean by ‘ ‘reasonable cost,” and it covers the items I want, I will sav 
e Bl “Yes.”’ All vou have said is, I have an intimation, that vou did not 
8 E like the advertising feature. You said transportation; that is O. K., 
n Fs but bevond that, I do not know what your proposition is, Senator. 
. 3 The Administrator wants a generalization so he can dispose of the 
s whole question by saying in a statement, consideration goes before 
S » an order. I have taken into account the requirements of the sena- 
4 torial bill of Congress, so and so, and I now issue this order, and vet 
bs he might not have taken it all into account—and that is what the 
3 industry is afraid of, and Senator Capehart is afraid of. 
4 If we are all talking about the same thing, if you want to give me 
KS the protection I want, and you give it to me, and I know I have got 
a it, 1 am ready to take any kind of legislation or law. But if you are 
‘ going to leave it to the hands of the Administrator, to say whether I 
; am going to get it, and his statement is final, because he believes | 
| 3 have got it, and I have not got it, you won’t be around to give me 


relief then. 

Senator Ronertson. We are going to leave the court of appeals 
in the law. 

Mr. FetpmMan. You do that; we will be in the hands of the sheriff 
by the time we get relief. I know a fellow it took 10 years to get a 
decision. World War II was over, and he had not got it se ttled vet. 





Sibel eal was een, 


3 | have been around Washington for 25 years, and I have been before 
eo everybody down here; they ‘know me very well indeed. When I see 
Ly an administrator get on the stand and say “Give me full discretionary 
: powers, but don’t tie me down, let me make a finding, let me say what 
nf 
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the rule is, and give me a sort of a hazy limit of authority,” you kno. 

what happens? As a lawyer, I sit and I read these regulations, an _ 
this new preamble business, statement of consideration, is somethin 
that started in the last 25 years. 

Senator Rorperrson. You believe Jefferson, “Let no man bo —& « 
trusted with unlimited power.”’ 

Mr. FetpMan. Amen; and John Stuart Mills said the same thing 
and I think you are a Jeffersonian Democrat, and you would go alony 
with me. 

[ have this suggestion to make. I think that the language of bot), 
the Capehart amendment, and the language of S. 2092 leaves muc 
to be desired from a lawyer's reading standpoint. It has so man\ 
ambiguous phrases, so much room for argument and litigation that 
industry will be torn apart in conflicts over the meaning of these 
terms. What I do think we need, is a very comprehensive and clear- 
cut statement of what besides direct labor and direct material j 
creases the Administrator has to take into account, and a system 
whereby he cannot dispose of his responsibility by fiat, saying | hay 
done it, and that is all there is to it. 

Now, the difference between Senator Capehart, whose position you 

say is extreme, by requiring him to entertain an individual application 

if he fails, and the generalization of S. 2092 which leaves it up to th: 
President to do something about it if he thinks it is unreasonable, thos: 
are two extremes, I think, and if the lawyers of your staff would wor! 
in between languagewise, to achieve the spirit of this Capehart 
amendment, without tying the Administrator’s hands too much 
The answer lies there, but it does not lie in this baloney that I hav. 
been listening to where a fellow gets up and says he is for S. 2092 
because it will help him administer the Capehart amendment, whe: 
in fact he wants to kill the Capehart amendment. 

Senator Ropertson. Did you ever hear about the colored woman 
who wanted to know the meaning of “‘cire umvent.”? 

“Do you know the meaning of cire umvent’ ?” 

“No,” she replied, “what does:it mean?’ 

“Tf | circumvent you, won’t you be circumvented?” 

And she said, “Oh, yes, I understand.”’ 

Mr. Fe_pMan. I cannot top that one. 

Thank vou very much. 

(Mr. Feldman’s prepared statement follows: ) 


STATEMENT OF ERWIN FELDMAN, COUNSEL, NATIONAL ASSOCIATION OF Hovs! 
Dress MANUFACTURERS 


The National Association of House Dress Manufacturers is a national trad 
body of the manufacturers of established brands of women’s daytime dresse 
The industry represents manufacturers who produce in large volume garments fo! 
women selling at retail price ranges below $20. The manufacturers in our grou 
operate some of the largest manufacturing establishments in the world makin 
women’s apparel. They are located throughout more than 30 States in the Unio: 
Most of them have been in business for more than 25 years and a large number 
for more than 50 vears. Most of them sell under nationally advertised trade- 
marks. These marks have been established for many years in the minds of con- 
sumers and have the same standing among women as the trade-marks such a 
Arrow and Manhattan have in the men’s shirt industry. 

We appest in opposition to S. 2092 and in support of what has been referred t: 
as the Capehart amendment and submit the following statement in connectio 
therewith. 
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now | (1) We begin with the premise that it is the desire of Congress that the opera- 
an tional methods of the various segments of industry be continued according to 


their traditional and established methods of operation. If this premise is correct 
and we have found no challenge to it, any action taken in connection with price 
control which would dislocate branches of industry or set up unfair competitive 
be conditions against certain important segments of the industry would certainly 
meet with congressional disfavor. It is our view that the Capehart amendment 
had for its prime purpose the recognition that price control arbitrarily adminis- 


aD ered and without adequate safeguards might tend to disrupt the delicate balance 

Ong of the economie structure of manufacturing industries. The fear that such dis- 
location might result from price administration was responsible for the Capehart 

Oth) amendment. 

uc : It is our opinion that this fear was well founded and we can best illustrate this 


by specific reference to OPS pricing orders ‘ssued immediately prior to the passage 
un) \ f the Capehart amendment. 


hat On June 14, 1951, OPS issued apparel manufacturers’ general ceiling price 
ese regulation—CPR 45. This order covers manufacturers of all types of apparel, 


apparel furnishings, and apparel accessories. It is believed that this order applies 


- » about 50,000 manufacturing establishments throughout the country. The 
1l)- order employs the margin-over-specified-cost technique of controls. It directs 
em manufacturers to determine their highest margin which they enjoyed in the pre- 
a\ Korean period and permitted, in addition to these margins, increases in cost in 
ems of direct and indirect labor and material establishing cut-off dates for labor 

creases to March 15, 1951, and on material to June 4, 1951. The mandatory 

yOu effective date for this order was originally set for August 15, 1951, Dut was sus- 
101) F pended subsequent to the passage of the Capehart amendment, and is now being 
thi held in further abeyance presumably awaiting the outcome of the present action 
eas in Congress on S. 2092 and other amendments now pending before the Congress. 
: lhe order treated all apparel manufacturers alike regardless of their methods of 

Di operation. The items of direct and indirect materials and labor were detailed and 
art defined in the regulation and were stated with specificity as to the items included 
ch and excluded. The order made no provision for increases in factory selling, 
ve advertising, office and practically all other production, distribution, transportation 
99 and administrative costs, except those included under the heading of direct and 


indirect labor and material as defined in the regulation. 
el The industry which | represent registered its opposition to this regulation on the 
ground that it of necessity favored both branches of the industry whose operations 
do not include as a major item the items of cost referred to in the Capehart 
amendment. We pointed out that this discrimination might ultimately result in a 
erious dislocation of the industry and might ultimately lead to a shift of the 
volume of business to that branch of industry most favored. We would like to 
lustrate this by a short description of the structure of the women’s dress industry 
in the United States. For our purpose we will divide the industry into two sec- 
tions. The first section we will refer to as “Sout of New York” section and the 
other section as the ‘‘New York City” type of operation. 


OUT OF NEW YORK CITY 


The factory production of women’s dresses began more than 50 years ago in 
plants located principally in the Middle West. These plants were original 
adjuncts of large wholesale houses. (This relationship in many instances con- 
tinues up to the present time.) They manufactured in those days what was 
known as &@ woman’s house dress or wrapper. More stylish dresses were made by 
dressmakers not organized in any factory operation. The same manufacturers 
today still follow many of their traditional manufacturing methods, make a wide 
variety of garments for women in all walks of life, well styled and sold in large 
quantities principally through department stores in what are known as the 
house dress and daytime dress departments. Today the principal distinguishing 
features of this division of industry are: 
ae _ 1. Manufacturers own and operate their own plants and have sizable capital 
invested in manufacturing facilities. 

2. They buy their materials long in advance of sezson. Because of their large 
volume of operation they try where possibie to have their textiles specifically 
designed for their exclusive use. 

3. During the past 50 years they have established nationaily known trade- 
merks and have edvertised extensively in all the leading fashion magazines, daily 
newspapers, trade publications :nd have also utilized radio and television in 
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bringing the names of their product before the public. 
in promotion of single trade-marks alone. 

1. These manufacturers maintain their own creative designing and styling de- 
partments. Among many of the institutions, the chief designers and stylists are 
some of the highest-paid dress designers in America. 

5. In order to establish a more efficient operation, many of them utilize all th 
established engineering techniques and employ a factory engineering staff utilizing 
the most highly developed factory equipment. 

6. Most of them have established relationships with retailers who buy from them 
regularly and many of them sell to only one retailer in a community under a 
franchise system. 

The operations I have just described for the ‘‘out of New York”’ is characteristic 
of the members of the group which I represent and represent a major portion of the 
production of women’s dresses retailing at $20 and lower. 


Millions have been spent 


NEW 





YORK CITY 
Through the past 25 years the New York City dress industry developed as an 
outgrowth of the old shirtwaist and skirt industry which began after the turn of 
the century. Such dresses as are now produced in the New York City type of 
operation in comparable retail price lines are produced under the contractors’ 
system. The manufacturer in the New York City operation is in reality not a 
manufacturer, since he generally does not own or opt rate any manufacturing 
establishment at all.- He is called a manufacturer merely by virtue of certain 
contracts that exist in the market which make him legally responsible for the 
payment of payroll by the contractors whom he employs. These contractors 
consist of hundreds of small shops located throughout the metropolitan area of 
New York and in the immediate surrounding territory. The manufacturer-jobber 
operates nothing more than a small loft located in the garment district of New 
York City. He can go into business with an investment of as little as $5,000 or 
$10,000. Depending upon the success of his operation, he may have a turn-over 
which permits him to ship in dollar volume the same as the dollar volume of the 
out-of-town manufacturer. His sole investment consists of the purchase of some 
textile fabrics which he sends to a contractor, who manufactures it into a complete 
garment and delivers it back to him ready for shipment to retailers. In the price 
lines competitive with those of out-of-town manufacturers little or no individual 
selling exists. They obtain their designs by copying the designs of higher-priced 
and better-styled lines as soon as they appear on the market, utilizing lower- 
priced fabrics and trimming but attempting to effect in general appearance the 
higher-priced dress. Most of these ‘“‘producers’”’ sell to offices located in New 
York City representing many retail buyers and which result in the elimination of 
his selling expense, as very few of them have salesmen going out into the United 
States calling on retail stores. Literally hundreds of these producers’ overhead 
is limited to the rent of the loft and office, which is usually contained on one floor, 
and a bookkeeper-telephone operator, usually the same person, with the individual 
and his partner doing the selling and with the employment of one man known as 
the production man (who is sometimes a partner in the business), whose job is to 
see that the goods get to the contractor and get back in the form of finished gar- 
ments and all materials accounted for. The suecess of this operation depends 
entirely on the outcome of the manufacturer’s hunch that a particular style that 
he is putting to work will turn out to be a “‘hot”’ style and will reordered by re- 
tailers. If it turns out that his style iv ‘‘not so hot,’ most retailers generally 
return these garments for credit, with the result that this operation takes on the 
form of a wildcat speculative transaction. The result has been that there is a 
large producer turn-over in this industry. These manufacturers do little or no 
advertising. Most of them do not have an established brand and, as we noted 
before, one can engage in this operation on a small capital investment. 

It is obvious, therefore, that most of the items enumerated in the Capehart 
amendment of special costs are not part of the New York type of operation, so 
that any increases, of necessity, would not roll back the New York manufacturers’ 
margins. 

There are economic factors which account for the existence of these two divi- 
sions of the dress industry. In brief, it stems from the old adage that one can 
find a market for almost any kind of article produced in this country. 

We are sure that the OPS officials, when they wrote the general ceiling apparel 
regulation, had no desire to dislocate our division of the women’s-dress industry 
competitively by the burdensome cost absorption of many of the increases which 
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have occurred in our operation and for which no credit is allowed in the regulation. 
It goes without saying that failure to provide for such increases merely spells 
out an additional roll-back and nothing more. 

Had the Capehart amendment been in effect before the apparel regulation was 
issued, it would have been a simple thing for the Price Administrator to have 
included in his regulation a provision making allowance for such extra increase 
in cost in calculating individual margins in the same manner as he provided for 
the items which were included. 

This brings us to the prime question before this committee of whether amend- 
ment 8S. 2092 is merely a restatement of the Capehart amendment, making it 
easier to administer. We do not agree with the proposition that 8. 2092 is merely 
a restatement of the Capehart amendment, and we do not agree that the Capehart 
amendment presents grave administrative problems. 

1. Those of us who have practiced in Washington before administrative bodies 
for the past 25 years know full well the difference between a law which requires 
recognition of specific items as a condition to passage of a regulation and a 
aw which permits administrators to make general findings. Without laboring 
the point, the difference in essence is that in the first instance the administrative 
order would have to “toe the mark” and the other instance the administrator 
could close his eyes to the real facts and discharge his obligations by the sancti- 
monious finding of facts not supported by eny evidence usually incorporated in 
the preamble or the statement of considerations which precede the texts of the 
order. 

2. The assumption the Canehart amendment would require the administrator 
to entertain a myriad of individual applications is in error. In almost every order 
that has been issued up to this time and even during OPA, the individual manu- 
facturer was told by the order to find his own historic margin, taking into account 
his individual costs, and arriving at his individual margin. All the Capehart 
amendment provides for, as we read it, is that the order make reasonable allow- 
ances for certain other specified costs. Where the order fails to make such allow- 
ances, the individual is given the right to make an application and on a proper 
showing. There would be no individual applications necessary if the order made 
allowances for the items mentioned. Individual applications obviously would 
exist where the regulation failed to provide for such allowance. 

The problem of individual applications which has been mentioned repeatedly 
as the reason for the changes suggested in 8. 2092 is really no change from the 
administrative technique already employed by the Price Administrator. In 
every regulation issued up to the present moment there is provision for indi- 
vidual applications. We emphasize again that, if the items referred to in the 
Capehart amendment were included in the order, the situation regarding indi- 
vidual application would not exist. 

Finally we wish to point out statements which have been made by various inter- 
ested groups before this committee should be carefully viewed on this one point. 
Do the proponents of S. 2092 wish to repeal the Capehart amendment? If so, 
the issue is one of the wisdom of the provisions of the Capehart amendment 
and not the question of administrative procedure. Most of those who have 
opposed the Capehart amendment and have favored 8S. 2092 speak of it as a pro- 
cedural measure and wind up asking for substantive changes. This clearly reflects 
our view that S. 2092 is in fact a substantive amendment designed to eliminate 
the relief provided for in the Capehart amendment, and we urge the committee 
to consider the measure in this light. 

We want to thank the committee for the opportunity to appear and present 
our views. 


Senator Rosertson. The next witness is Mr. George Romney, 
vice president of Nash-Kelvinator Corporation. 


STATEMENT OF GEORGE ROMNEY, VICE PRESIDENT OF THE 
NASH-KELVINATOR CORP. 


Mr. Romney. Mr. Chairman, I believe that I will save the com- 
mittee’s time if I can read my statement, because I spent a lot of time 
trying to boil my views down so that they will be clearly understood, 
and | think it will save questioning if I can go right to it. 
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bringing the names of their product before the public. Millions have been spent 
in promotion of single trade-marks alone. 

+. These manufacturers maintain their own creative designing and styling de- 
partments. Among many of the institutions, the chief designers and stylists are 
some of the highest-paid dress designers in America. 

5. In order to establish a more efficient operation, many of them utilize all the 
established engineering techniques and employ a factory engineering staff utilizing 
the most highly developed factory equipment. 

6. Most of them have established relationships with retailers who buy from them 
regularly and many of them sell to only one retailer in a community under a 
franchise system. 

The operations I have just described for the ‘‘out of New York’’ is characteristic 
of the members of the group which I represent and represent a major portion of the 
production of women’s dresses retailing at $20 and lower. 


NEW YORK CITY 


Through the past 25 years the New York City dress industry developed as an 
outgrowth of the old shirtwaist and skirt industry which began after the turn of 
the century. Such dresses as are now produced in the New York City type of 
operation in comparable retail price lines are produced under the contractors’ 
system. The manufacturer in the New York City operation is in reality not a 
manufacturer, since he generally does not own or operate any manufacturing 
establishment at all.. He is called a manufacturer merely by virtue of certain 
contracts that exist in the market which make him legally responsible for the 
payment of payroll by the contractors whom he employs. These contractors 
consist of hundreds of small shops located throughout the metropolitan area of 
New York and in the immediate surrounding territory. The manufacturer-jobber 
operates nothing more than a small loft located in the garment district of New 
York City. He can go into business with an investment of as little as $5,000 or 
$10,000. Depending upon the success of his operation, he may have a turn-over 
which permits him to ship in dollar volume the same as the dollar volume of the 
out-of-town manufacturer. His sole investment consists of the purchase of some 
textile fabries which he sends to a contractor, who manufactures it into a complete 
garment and delivers it back to him ready for shipment to retailers. In the price 
lines competitive with those of out-of-town manufacturers little or no individual 
selling exists. They obtain their designs by copying the designs of higher-priced 
and better-styled lines as soon as they appear on the market, utilizing lower- 
priced fabrics and trimming but attempting to effect in general appearance the 
higher-priced dress. Most of these ‘producers’ sell to offices located in New 
York City representing many retail buyers and which result in the elimination of 
his selling expense, as very few of them have salesmen going out into the United 
States calling on retail stores. Literally hundreds of these producers’ overhead 
is limited to the rent of the loft and office, which is usually contained on one floor, 
and a bookkeeper-telephone operator, usually the same person, with the individual 
and his partner doing the selling and with the employment of one man known as 
the production man (who is sometimes a partner in the business), whose job is to 
see that the goods get to the contractor and get back in the form of finished gar- 
ments and all materials accounted for. The success of this operation depends 
entirely on the outcome of the manufacturer’s hunch that a particular style that 
he is putting to work will turn out to be a “hot’’ style and will reordered by re- 
tailers. If it turns out that his style is ‘not so hot,’’ most retailers generally 
return these garments for credit, with the result that this operation takes on the 
form of a wildeat speculative transaction. The result has been that there is a 
large producer turn-over in this industry. These manufacturers do little or no 
advertising. Most of them do not have an established brand and, as we noted 
before, one can engage in this operation on a small capital investment. 

It is obvious, therefore, that most of the items enumerated in the Capehart 
amendment of special costs are not part of the New York type of operation, so 
that any increases, of necessity, would not roll back the New York manufacturers’ 
margins. 

There are economic factors which account for the existence of these two divi- 
sions of the dress industry. In brief, it stems from the old adage that one can 
find a market for almost any kind of article produced in this country. 

We are sure that the OPS officials, when they wrote the general ceiling apparel 
regulation, had no desire to dislocate our division of the women’s-dress industry 
competitively by the burdensome cost absorption of many of the increases which 
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have occurred in our operation and for which no credit is allowed in the regulation. 
It goes without saying that failure to provide for such increases merely spells 
out an additional roll-back and nothing more. 

Had the Capehart amendment been in effect before the apparel regulation was 
issued, it would have been a simple thing for the Price Administrator to have 
included in his regulation a provision making allowance for such extra increase 
in cost in calculating individual margins in the same manner as he provided for 
the items which were included. 

This brings us to the prime question before this committee of whether amend- 
ment S. 2092 is merely a restatement of the Capehart amendment, making it 
easier to administer. We do not agree with the proposition that 8. 2092 is merely 
a restatement of the Capehart amendment, and we do not agree that the Capehart 
amendment presents grave administrative problems. 

1. Those of us who have practiced in Washington before administrative bodies 
for the past 25 years know full well the difference between a law which requires 
recognition of specific items as a condition to passage of a regulation and a 
law which permits administrators to make general findings. Without laboring 
the point, the difference in essence is that in the first instance the administrative 
order would have to ‘‘toe the mark’’ and the other instance the administrator 
could close his eyes to the real facts and discharge his obligations by the sancti- 
monious finding of facts not supported by eny evidence usually incorporated in 
the preamble or the statement of considerations which precede the texts of the 
order. 

2. The assumption the Canehart amendment would require the administrator 
to entertain a myriad of individual applications is in error. In almost every order 
that has been issued up to this time and even during OPA, the individual manu- 
facturer was told by the order to find his own historic margin, taking into account 
his individual costs, and arriving at his individual margin. All the Capehart 
amendment provides for, as we read it, is that the order make reasonable allow- 
ances for certain other specified costs. Where the order fails to make such allow- 
ances, the individual is given the right to make an application and on a proper 
showing. There would be no individual applications necessary if the order made 
allowances for the items mentioned. Individual applications obviously would 
exist where the regulation failed to provide for such allowance. 

The problem of individual applications which has been mentioned repeatedly 
as the reason for the changes suggested in 8. 2092 is really no change from the 
administrative technique already employed by the Price Administrator. In 
every regulation issued up to the present moment there is provision for indi- 
vidual applications. We emphasize again that, if the items referred to in the 
Capehart amendment were included in the order, the situation regarding indi- 
vidual application would not exist. 

Finally we wish to point out statements which have been made by various inter- 
ested groups before this committee should be carefully viewed on this one point. 
Do the proponents of S. 2092 wish to repeal the Capehart amendment? If so, 
the issue is one of the wisdom of the provisions of the Capehart amendment 
and not the question of administrative procedure. Most of those who have 
opposed the Capehart amendment and have favored 8, 2092 speak of it as a pro- 
cedural measure and wind up asking for substantive changes. This clearly reflects 
our view that S. 2092 is in fact a substantive amendment designed to eliminate 
the relief provided for in the Capehart amendment, and we urge the committee 
to consider the measure in this light. 

We want to thank the committee for the opportunity to appear and present 
our views. 


Senator Rosertson. The next witness is Mr. George Romney, 
vice president of Nash-Kelvinator Corporation. 


STATEMENT OF GEORGE ROMNEY, VICE PRESIDENT OF THE 
NASH-KELVINATOR CORP. 


Mr. Romney. Mr. Chairman, | believe that I will save the com- 
mittee’s time if I can read my statement, because I spent a lot of time 
trying to boil my views down so that they will be clearly understood, 
and | think it will save questioning if I can go right to it. 








3278 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Senator Ropertson. I agree with you. I do not think you can 
improve on it, because I read it last night, and 1 know you have made 
good suggestions. 

Mr. Romney. I know I cannot improve extemporaneously on what 
the last witness said. 

My name is George Romney. I am vice president of the Nash- 
Kelvinator Corp., of Detroit. I am a member of the Office of Price 
Stabilization Passenger Car Industry Advisory Committee and am 
otherwise concerned with my company’s operations under the regula- 
tions promulgated under authority of the Defense Production Act. 
In fact, I have participated in all car industry meetings held by the 
Government on passenger-car price controls. 

I want to say by way of preface that the question before you, Mr. 
Chairman, is one that is absolutely vital in determining how much 
vitality American industry is gotng to have in helping to maintain 
and tacrease the high standards of living we have, and in providing 
support for the maintenance of freedom. I think it is as serious a 
problem as could be presented to the Congress at this time. 

It is my understanding that these hearings are being held as a result 
of administration objections to section 402 (d) (4) of the Defense 
Production Act enacted ia July. 

I would like to address myself for a moment to what seems to me 
to be the only real issue before this committee. 

The present law includes the following sentence: 

Upon application and a proper showing of his prices and costs by any person 
subject to a ceiling price in the manner prescribed in clause (1) of the preceding 
sentence. (This pertains to adjustment for cost increases through July 26, 1951.) 
Section 402 (d) (4). 

This sentence requires that OPS give to all manufacturers price 
relief to reflect cost increases through July 26, 1951. But the Gov- 
ernment proposal omits this sentence completely, and, instead, offers 
the following meaningless substitute: 

The President shall make appropriate provision for adjustment for any such 
manufacturers or processors whose ceiling prices result in financial hardship to 
such manufacturers or processors. 

The reason I say that the Government substitute is meaningless, 
is because it merely parrots something already in the law, and that 
has been in the law since 1950. Section 402 (c) of the original Defense 
Production Act specifically requires the President, in fixing ceiling 
prices, to ‘‘make such adjustments as he deems necessary to prevent 
or correct hardships or inequities.’”” That has been in the law all 
along. The Government’s proposed new sentence says exactly the 
same thing. It adds nothing, and it completely fails to carry out a 
basic purpose of section 402 (d) (4) of the present law. 

The purpose of section 402 (d) (4) is clear. The congressional 
intent is apparent from the pertinent language in the original Defense 
Production Act of 1950, and even more strikingly stated in the con- 
ference report on the 1951 extension. 

Section 402 (d) (4) of the 1950 act contained this language: 

In determining and adjusting ceilings on prices with respect to materials and 
services, he (the President) shall give due consideration to such relevant factors 
as he may determine to be of general applicability in respect of such material or 
service, including the following: Speculative fluctuations, general increases or 
decreases in cost of production, distribution, and transportation, and general 


increases in profits earned by sellers of the material or by persons performing the 
service subsequent to June 24, 1950. 
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Senator CarprHart. Mr. Chairman, do you wish he complete his 
statement without interruption for questions? 

Senator Ropertrson. Yes, I believe it would be best that he com- 
plete his statement before we ask questions. 

Mr. Romney. In the report of your 1951 conference committee 
this additional statement of intent is made: 

This roll-back amendment would permit the administration to roll back the 
price of all gougers to a fair and reasonable level but will protect the fair and 
reasonable profit of those who have merely added to their prewar prices the neces- 
sary and unavoidable costs of doing business which they have since incurred. 

Unquestionably the language of the 1951 act is more specific than 
that in the original act, but in my judgment the intent is the same. 
It is a more specific expression of congressional intent. It is the result 
of your review of the administration of fhe original act incident to its 
expiration and extension, and surely this was proper. 

Actual OPS administration has deviated from the expressed intent 
of Congress in at least three important considerations. OPS has 

(1) Refused to recognize ‘‘necessary and unavoidable” costs in 
establishing regulations and ceilings. 

Compelled unjustified cost absorption through unnecessary 
delay in granting relief. 

(3) Caused distortion of normal competitive price relationships 
as a result of arbitrary discrimination as between industries and 
among companies within an industry. 

Let me illustrate these three points by giving you some facts on the 
automobile orders and their effect on the automobile companies, and 
particularly Nash-Kelvinator. 

Under the most recent amendment to the Automobile Price Order 
issued September 7, 1951, the following are some of the ‘‘necessary 
and unavoidable” costs that are not recognized in determining cost 
increases since the start of the Korean war: 

(a) Wage and salary cost increases resulting from selling, account- 
ing, administration, research and other necessary and unavoidable 
costs of doing business. 

(b) Purchase of supplies and services connected with such essen- 
tial activities. 

(c) Rents or building maintenance expense required to house and 
conduct such work. 

Even factory material and labor costs are only partially included. 
Most purchased material cost increases since December 31, 1950, are 
not considered in OPS ear pricing—the exception being some of the 
basic materials, and increases in costs for them are excluded by OPS if 
they occurred after March 15, 1951. Factory labor cost increases 
since March 15, 1951, are completely excluded. As a result, my own 
company has the following unjustified record of necessary and 
unavoidable cost absorption: 

Our figures show that even if we take full advantage of the recent 
adjustment permitted under the revised automobile price order, Nash- 
Kelvinator will be required to absorb $102.34 per car built. Applied 
to the number of units built during the past 9 months, during which a 
substantial part of such costs have been absorbed, my company would 
absorb $13 million. To give you some idea of the magnitude of this 
cost absorption, $13 million is more than the total net earnings, after 
taxes, of my company on its passenger car and appliance business for 
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the first 6 months of this year. In the first 6 months of this vear our 
total net earnings, after taxes, were $7,653,952.19. While discussing 
our profit record of the current calendar year, you might be interested 
in a comparison with our record during the same period of 1950. In 
1950,our net earnings on our combined car and appliance business 
were $17,266,516.31. You will readily note that our total profits after 
taxes for the first 6 months of this year are about $10 million less than 
they were for the first 6 months of 1950. The reduction, however, is 
exceeded by the cost absorption required on the level at which we are 
now absorbing necessary and unavoidable costs. I believe the above 
facts demonstrate the principle of cost absorption in one of its most 
reprehensible forms. 

There is another situation I believe you may be interested in—the 
distortion of competitive price relationships in the automobile industr \ 
resulting from the administration of a Federal law and reacting to 
the disadvantage of the smaller automobile companies. This is 
indicative of what could happen to the smaller companies in any 
industry. This did happen in our industry, and it took 10 months 
to correct it. 

In brief, here is the story: During 1949 and the first half of 1950, 
most car companies made reductions in their prices. We reduced 
our prices twice. ‘These reductions were from $90 to $205 on our 
various models. This was partly the result of actual cost reductions 
and partly in anticipation of additional cost reductions. War 
shortages had largely disappeared and prices affecting costs were 
beginning to decline: With the outbreak of the war in Korea the 
picture changed over night. Prices and ‘costs again began to rise. 
Nash and the other small companies introduced their new models in 
August and September of 1950 and increased their prices to cover 
post-Korean cost increases. Our increase was not as great as our 
previous price reduction in 1949. The Big Three (General Motors, 
Chrysler, and Ford) who for several years have sold about 85 percent 
of the passenger cars built, brought their new models out later. 
G. M. and Ford announced price increases in early December on their 
new models. They declared that the price increases only partially 
covered actual cost increases that had occurred since June 24, 1950. 
The Administration challenged these price increases and ultimately 
issued an order rolling back the G. M. and Ford increases and freezing 
all car prices at the December 1 levels. Chrysler’s new models were 
introduced after the price freeze. The result of this situation was 
to distort badly the normal price relationship of the cars built by the 
smaller companies and the Big Three. Pricewise this was a temporary 
advantage to the smaller companies, but marketwise it was to the 
advantage of the Big Three. 

On March 1, 1951, OPS permitted all passenger car companies to 
increase their prices by 3' percent. This was less than necessary 
and so stated by Mr. DiSalle to cover just additional factory cost 
increases before the freeze in car prices at December 1 levels, let 
alone factory cost increases up to March 2. Actually, costs increased 
sharply following the attempts at voluntary price control, with the 
result that the smaller companies were between the pressure of rapidly 
rising costs, on the one hand, and a shift in demand to the under- 

. _ on ri 4 Ba 
priced Big-Three-produced cars on the other. The 3% percent adjust- 
ment across the board continued the price distortion initiated by the 
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exercise of the unlimited discretionary power granted in the Defense 
Production Act of 1950. This distortion put the smaller companies 
at a marked disadvantage and will continue to affect their competitive 
position for years to come.. 

At the only meeting held to date of the Passenger Car Industry 
Advisory Committee on July 10, 1951, this threat to the future of the 
small companies was the main subject discussed, even though it was 
not on the agenda for the meeting prepared by OPS. On July 18, 
following a conference with Mr. DiSalle, I said the following in a 
letter I wrote him: 

Above all, take action adequate to wipe out the price distortion that is jeopardiz- 
ing the competitive future of the smaller companies. Relief from higher costs is 
secondary at this time * * *., 

The following is taken from the Statement of Considerations issued 
by OPS in explanation of its September 7, 1951, revision of the pas- 
senger-car order: 

The Director of Price Stabilization is of the judgment that this revised regula- 
tion, which adapts the techniques of CPR 30 (pre-Korea prices plus increases in 
labor and material costs) to the passenger-automobile industry, solves the problem 
of distorted price relationships and yields more equitable results. 

It also contains this substantiating statement: 


This regulation provides the automobile industry with a regulation assuring 
more nearly normal price relationships. 

OPS required 9 months to correct this inequity, and this injustice 
is indicative of how unlimited discretionary power can be exercised. 
Again, if such a result can occur in the automobile industry, the No. 

industry of this country, employing one out of seven employees in 
the United States either directly or indirectly, it can happen in any 
industry, and Congress should supply protection from such use of 
unlimited discretionary power. 1 believe it was due to such admin- 
istrative results under the old act that Congress made its intentions 
more specific in section 402 (d) (4) of the new act. The language 
of this act would require price adjustments based on ‘necessary and 
unavoidable costs.of doing business’? not now recognized by OPS, 
but it would not eliminate cost absorption resulting from delay in 
issuing price adjustments, nor would it eliminate cost absorption re- 
sulting from increased costs of any type subsequent to July 26, 1951, 
except in hardship cases where companies are already losing money. 
If relief is as slow in such eases, | am afraid there will be high mortality 
among companies and taxpayers. 

The administration has objected to the language of this new section 
on the basis that it is difficult, if not impossible, of administration. 
Your subcommittee requested from the administration an amendment 
that would make the intent of Congress administratively workable. 
Its recommendation is S. 2092. As far as I can detect, everyone is 
in favor of making this law as administratively workable as possible, 
for supporting the simplification of administration is equivalent to 
being against sin. To the extent that the proposed administration 
amendment will simplify the execution of congressional intent, we 
are in favor of it. I do not question, directly or indirectly, any 
language in the administration amendment that will clarify and 
improve the workability of this section. However, I do believe that it 
is necessary to compare carefully the language of section 402 (d) (4) 
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of the act and the administration amendment to determine whether 
the amendment may not exceed the stated purpose of clarification and 
workability. 

There is attached to this statement, copies of which you have, a 
detailed analysis of the present statute and S. 2092. ‘This shows 
clearly that the administration proposal does far more than change the 
mechanisms for carrying out the purpose of section 402 (d) (4). 
Actually, the new proposal abandons one of its basic purposes, which 
is to require price adjustments reflecting ‘‘necessary and unavoidable” 
cost increases through July 26, 1951. While the language of this 
section and 5S. 2092 are quite similar, the administration proposal 
nullifies the expressed intent of Congress and, except for roll-back 
actions, restores the unlimited discretionary power granted in the 
Defense Production Act of 1950 in formulating price regulations and 
issuing ceiling adjustments. It would not require OPS to discontinue 
any of the administrative abuses that resulted in the more specific 
declaration of congressional intent, for under it OPS can retain the 
host of regulations currently in effect without recognition of the cost 
considerations in section 402 (d) 

The administration amendment does eliminate the requirement for 
— adjustments on individual application in other than hardship 

‘ases. To this extent it may be more workable, and again it is not my 
ietintions to question the amendment’ s accomplishment: of that adminis- 
trative purpose. However, as I understand the situation, to the extent 
that S. 2092 does not carry out the expressed intent of Congress, it 
fails to meet Senator Robertson’s motion and the committee’s request 
for its preparation. It seems to me, therefore, that the principal 
question before your committee is: How can the intent of Congress 
be accomplished in a manner that is workable and administrative ly 
sound? In my considered judgment this can be done either through 
leaving the present language of section 402 (d) (4) unchanged or by 
a simple revision to S. 2092 that will require OPS to recognize in its 
regulations and price ceilings actual “necessary and unavoidable 
costs of doing business” that have occurred since the start of the 
Korean War. Such a provision would not require the deletion or 
modification of any language now contained in the administration 
amendment and thus would not affect the administrative workabilit) 
of that amendment. 

Specifically, therefore, I urge you either retain the present language 
of section 402 (d) (4) or that you incorporate into 5. 2092 language 
restoring the congressional intent to permit price increases that will 
cover actual cost increases that are not unreasonable. 

Under either of these alternatives, industry will be required 
absorb an indeterminate amount of present and future costs resulting 
from: 

(1) The time lag in making congressional intent effective and OPS 
regulations operative. 

(2) Increases in “necessary and unavoidable” costs since July 26, 
the shut-off date fixed by the new law. 

Additional cost increases that Mr. Wilson and others have 
forecast for the future. 

(4) Additional cost increases resulting from future wage increases 
under our flexible national wage policy. 

Accordingly, future cost increases could be so substantial that 
neither section 402 (d) (4) nor the modified administration amend- 
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ment in the form I have suggested would provide the protection 
necessary to maintain a healthy and vigorous economy. Any ad- 
ministrative policy which seeks to place ‘the full impact of inflation 
exclusively upon the profit margins of industrial producers will in the 
end prove to be self-destructive, since it is the efforts of industrial 
producers upon which our Nation is depending to defeat both our 
enemy and inflation. 

The key to this chart is as follows: The provisions in regular type 
relate to roll-backs only. The provision relating to price increases 
in 402 (d) (4), is in italics. Provisions related to both roll-backs and 
increases are in italics and are underlined. As you see, section 402 
(d) (4) contains four sentences. The first one covers roll-backs, the 
third one increases, and the other two both roll-backs and increases. 

(The chart referred to will be found facing this page.) 

Mr. Romney. Now, here is S. 2092, based on the same key. Pro- 
visions relating to roll-backs only, here they are, the three sentences 
they apply only to roll-backs. Provisions relating to price increases, 
the last one only—and, Senator, it substitutes the third sentence of 
402 (d) (4) for that, and is meaningless, absolutely meaningless 
because similar language has always been in the law. 

Senator Ropertson. Read the language on increases in section 
402 (d) (4). 

Mr. Romney (reading:) 

Upon application and proper showing of his prices and costs by any person 
subject to a ceiling price the President shall adjust such ceiling price in the 
manner described in clause 1 of the preceding sentence. 

The substitute sentence contained in S. 2092 says: 


The President shall make appropriate provision for adjustment for any such 
manufacturers or processors whose ceiling prices result in financial hardship to 
such manufacturers or processors. 


My point is, Mr. Chairman, this language is in the act already. 
It does not have to be put in the act by this amendment. The effect 
of the Administration proposal is to wipe out all of the sentences in 
italics, both those underlined and those not underlined, and to sub- 
stitute, in lieu of them, a sentence that is already in the act. 

Senator Ropertson. Just a minute, now. In the original act 
there was no mandatory provision to consider and allow for increases 
in material and direct labor costs. 

Mr. Romney. You say in the original act there was no such 
provision? 

Senator Ropertson. There was no such provision. 

Now read the provision in S. 2092. 

Mr. Romney. There is no language in S. 2092 relating to price 
increases. ‘There is language that ‘relates to roll-backs only, but there 
is no such language relating to price adjustments to be made as a 
result of cost increases, and that is the point I want to make, Senator. 
My understanding is that you asked the ee to submit an 
amendment that would clarify section 402 (d) (4), and make it work- 
able. 

Senator Roperrson. Let me interrupt you there. Let us get the 
language before us. I read from page 2 of S. 2092: 

The adjustment for increases or decreases in costs prescribed in clause (1) of the 


preceding sentence of this paragraph shall include adjustment for changes in 
material and direct factory labor costs— 


and so forth. 
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950, as amended 


“(4) After the enactment of this paragraph no ceiling price on any material 
(other than an agricultural commodity) or on any service shall become 
effective which is below the lower of (A) the price prevailing just before the 
date of issuance of the regulation or order establishing such ceiling price, 
or (B) the price prevailing during the period January 25, 1951, to February 
24, 1951, inclusive. 


“Nothing in this paragraph shall prohibit the establishment or maintenance 
of a ceiling price with respect to any material (other than an agricultural 
commodity) or service which (1) is based upon the highest price between 
January 1, 1950, and June 24, 1950, inclusive, if such ceiling price reflects 
adjustments for increases or decreases in costs occurring subsequent to the 
date on which such highest price was received and prior to July 26, 1951, 
or (2) is established under a regulation issued prior to the enactment of 


this paragraph. 


“Upon application and a proper showing of his prices and costs by any 
person subject to a ceiling price, the President shall adjust such ceiling 


price in the manner prescribed in clause (1) of the preceding sentence. 


“For the purposes of this paragraph the term “costs” includes material, indi- 
rect and direct labor, factory, selling, advertising, office; and all other pro- 
duction, distribution, transportation and administration costs, except such 


as the President may determine to be unreasonable and excessive.” 
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“(4) After the enactment of this paragraph no ceiling price regulation 
applicable to the sales of manufacturers or processors of any materials 
shall become effective which establishes a level of prices for such sales 
below the lower of (A) the level prevailing tor such sales just before the 
date of issuance of the regulation, or (B) the level prevailing for such sales 


during the period January 25, 1951, to February 24, 1951, inclusive. 


“Nothing in this paragraph shall prohibit the establishment or maintenance 
of a ceiling price regulation applicable to the sales of manufacturers or 
processors which (1) reflects the highest level of prices prevailing during 
a representative base period between January 1, 1950, and June 24, 1950, 
inclusive, adjusted for increases or decreases in costs between such period 
and July 26, 1951. or (2) is established under a regulation issued prior to the 


enactment of this paragraph. 
‘ 









“The adjustment for increases or decreases in costs prescribed in clause 
(1) of the preceding sentence of this paragraph shall include adjustment 
for changes in material and direct factory labor costs and a reasonable 
allowance, as determined by the President, for changes in all other costs 
including indirect labor, factory, selling, advertising, office, and all other 
production, distribution, transportation and administration costs, which 
he finds are properly allocable to the production and sale of the materials 


sold by the manufacturers and processors. 


“The President shall make appropriate provision for adjustment for any 
such manufacturers or processors whose ceiling prices result in financial 


a w 
hardship to such manufacturers or processors 


No change except: 


1.) Restricts application to manufac 
rocessors ; 
2) Substitutes “ceiling price regulat 
‘ceiling price* 
3) Substitutes “a level of prices” for 


No changes except to conform tv la 
changes in preceding sentence. 





Strikes provision for mandatory ceil 
adjustments, upon application, bas. 
reasonable post-Korean cost increa: 


No material change in definition of "c 
of President todisallow unreasonab 
increases. 


Requires President to do that which | 
required to do under another section 
Statute (402 (c)). 


(Submitted as substitute for mandatory 
of present law.) 
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Mr. Romney. Senator, that relates only to the preceding clause (1) 
of the preceding sentence, and that sentence relates to roll-backs only: 

Nothing in this paragraph shall prohibit the establishment or maintenance of a 
ceiling-price regulation applicable to the sales of manufacturers or processors 
which (1) reflects the highest level of prices prevailing during a representative 
base period between January 1, 1950, and June 24, 1950, inclusive, adjusted for 
increases or decreases in costs between such period and July 26, 1951, or (2) is 
established— 
There is no provision in this amendment of the administration to re- 
quire the OPS to take into consideration the necessary and unavoidable 
costs of doing business that have increased. 

Senator Ropertrson. Where should it be included in S. 2092? 

Mr. Romney. It should be included right here, sir. 

Senator Ropertson. Put that language in there, and tell us how it 
will read. 

Mr. Romney. Senator, here is my position, and I want to make it 
clear at this point, and then I will give you the language. 

My position is this: I do not care which you do, Senator. You 
can either retain 402 (d) (4), or take the administration amendment, 
and insert into the administration amendment the intent as expressed 
in the conference report and that you have expressed here this morn- 
ing, namely require the recognition of necessary and unavoidable cost 
increases. 

Now, I would do that, sir 

Senator Ropertson. Put those three words in there, and tell us 
how S. 2092 would hear. 

Mr. Romney. Here is how you do it. 

Right in here 

Senator Roperrson. Wait a minute. The record does not show 
where “‘here’’ is. 

Mr. Romney. Well, after the second sentence of S. 2092, insert 
the following—and remember, I do not want to change any of the 
administration proposal. I will take everything the administration 
proposes to improve workability. Insert 
Appropriate provision shall be made after the enactment of this paragraph for 
obtaining prompt adjustment either through general regulation or regulations, 
or upon individual application (either way) of all ceiling prices of manufacturers 
or processors under existing or future price regulations to reflect increases or 
decreases in costs in the manner prescribed in clause (1) of the preceding sentence. 

Senator Ropertson. Now, wait a minute. That is not what you 
started out to read. 

Mr. Romney. Oh, yes, it is. 

Senator Ropertson. You have gone right straight back to the 
language of the Capehart bill. You have all costs, all allocations of 
overhead, prestige advertising, and you have individual adjustments 
right straight down, and that nullifies what you said as to opposition 
to complicated administration. 

Mr. Romney. Senator, that is not correct. What I have done in 
this language is to permit OPS to proceed as it wants in the adminis- 
tration of this language, and I will take their language. They can 
proceed in any way they want, by one general regulation, or they can 
issue regulations applving to industries, tailored, if they want to, or, 
if they want to do it on an individual basis, okay. I am not asking 
them to do it on an individual basis. Whether they do it through a 
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general regulation or individual basis is left up to them, and the only 
thing I do, sir, is to insert into the administration amendment the 
congressional intent as expressed in the 1950 act, and as expressed in 
the conference report, namely that in determining price adjustments 
and issuing regulations, OPS shall take into consideration necessary 
and unavoidable costs. 

Senator Roperrson. I do not find those words anywhere in your 
amendment. You said “costs.”’ ° 

Mr. Romney. Now, wait 

Senator Moopy. Let us have the wording so we will know what 
we are talking about. 

Mr. Romney. Senator Robertson, I am taking the administration’s 
language on what costs should be included. Here it is, this is the ad- 
ministration’s language. Now, | am saying let us take their language 
on costs. 

Senator SPARKMAN. Now let me ask vou a question. 

Mr. Romney. Let me answer Senator Moody’s question first. 

Appropriate provisions shall be made after the enactment of this paragraph 
for obtaining prompt adjustment either through general regulation or regulations, 
or upon individual application— 
and if you want to delete “individual application,” do it; however, 
including it increases flexibility for OPS. If you want to eliminate 
it do it 


of all ceiling prices of manufacturers or processors under existing or future price 
regulations to reflect increases or decreases 


and I will insert, if you wish, Mr. Chairman 


“necessary and unavoidable costs’? in the manner described in clause (1 


of the 
preceding sentence. 


Senator Ropertson. That would be better. 

Mr. Romney. | would be glad to see that language in there. 
Senator, what I have done by the language I have taken, is to accept 
the administration definition of cost. Now, I am not suggesting we 
change their definition of cost. Lam just saying that the administra- 
tion amendment ought to do what they were asked to do as | under- 
stand it. 

Senator Capenart. Their definition of cost is exactiy the same 
wording as is in the Capehart amendment. 

Mr. Romney. If | may just complete, specifically 

Senator SPARKMAN. Mr. Chairman, I want to ask a question on 
this point. 

Senator Rosnertrson. The way the administration bill is framed, 
they have got to consider all direct costs. They can make a reason- 
able allowance for the indirect costs. Now, the way | understand 
your amendment to the administration bill, it wipes out amy discre- 
tion as to the allocation of overhead. 

Mr. Romney. Senator, you have to have a grammatical change in 
here. You would have to make reference to adjustment for increase 
or decrease in clause (1) of the second sentence of S. 2092. The 
language inserted must refer back to that section, which then makes 
the inserted language subject to the administration’s definition of 
costs. 

| take the administration definition of cost, and I am not trying to 
do anything other than reflect the intent that you have expressed. 
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Senator Rosertrson. Will you have that written out and handed 
to us after you finish, so we can consider it when we go into executive 
session? 

Mr. Romney. Yes, sir. 

Senator SPARKMAN. Mr. Romney, before you get away from that, 
I want to ask you a question. This is something I would like you to 
straighten me out on. 

It seems to me that one principal objection to the Capehart amend- 
ment, aside from the administrative feasibility of it, was this, that 
it required, or would require the setting of higher prices under those 
conditions even though the manufacturer did not need those higher 
prices. 

Now, the point I am trying to drive vat is, Would you tie your pro- 
vision in with the hardship provision? In other words, to make it 
necessary to advance those prices, if necessary to relieve hardship. 

Mr. Romney. Senator, I know of no way by which higher prices 
than the manufacturer needed would result from either the clarifying 
of the administration amendment, as I propose, or under section 402 
(d) (4). Now, as modified, both provide that the necessary and 
unavoidable costs of doing business that have increased since Korea, 
up to July 26, shall be taken into consideration in price adjustments 
and regulations. 

Now, any manufacturer on that basis has to go in and establish 
those costs, and they have to be actual. 

Senator SpARKMAN. We started out dealing with the proposition 
of roll-backs, and then while dealing with that, trying to determine 
the conditions under which roll-backs might be put into effect—that 
is that they could not be done unless you take into consideration all of 
those things—then we turned around and wrote a ‘positive require- 
ment that not only could the roll-back not be put into effect, but you 
would have to go further and establish new prices, without including 
the element of hardship at all. 

Mr. Romney. Senator, the reason that Congress did that, as far as 
I can see from the record, is that in enacting your original act, you 
indicated that the President should give due regard to costs, including 
production, distribution, and transportation. Now, the OPS—— 

Senator SPARKMAN. That is in setting any roll-back price? 

Mr. Romney. No, that was in the original act of 1950. Now, what 
you have done in this 1951 act is to make it a mandatory require- 
ment that unavoidable and necessary costs of doing business be con- 
sidered in establishing price ceilings up to July 26, and, Senator, | 
frankly cannot see anything improper in any way to a consideration 
of the necessary and unavoidable costs of doing business up to July 26 
in establishing price ceilings. Now, if you ‘do not consider them, 
you are dealing with the question of whether American industry can 
retain the vitality necessary to produce the products we need for our 
civilian economy, and at the same time support the bastions of free- 
dom around the world. 

Now,*the reason you are doing that is this, that even under section 
402 (d) (4), or under S. 2092 as I propose it, my own company, and 
industry generally, is going to have to absorb cost increases until it 
hurts, and I want to emphasize that with all the emphasis I ean, 
and I want to make this clear also, that I am not here today pleading 
that my company be permitted to reflect in its prices every penny 
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or every dollar or every million dollars of cost increases that we have 
experienced since Korea, and I am not here pleading that my com- 
pany be protected from the exposure and risk that lies ahead, the 
exposure of the additional inflation that Mr. C. E. Wilson warned 
you of, and of a decline in automobile production volume in 1952 
that is going to bring the industry back, as far as we can see now, to 
levels that will be far lower than we have e xperienced in recent vears; 
nor am I asking that we be protected and permitted to pick up cost 
increases that have already occurred since July 26, 1951. I 
saying we will absorb. those. 

Currently, as a result of increased costs since the Korean war 
started, my company is absorbing costs at the rate of 1 
dollars a month, or $18 million a year, which is more 
earn this year after taxes. 

Senator SPARKMAN. Let me say this: I think you have made a very 
fine statement, and I think I agree with the things that you have s 
The only question I raise is this. 

If the amendment, as you propose it, unless tied in with a hardship 
provision, will do what you say ought to be done—as a matter of fact, 
| think it goes beyond—let me just ask you this question. 

Mr. Romney. Let me answer the point you make, first. 

Senator SPARKMAN. No, because this illustrates it. 

Mr. Romney. You have got to get the other thing straight. This 
provision is in the law now. 

Senator SPARKMAN. I know it is, but my point is in order to be 
effective, and to make it dependent upon hardship, it has got to be 
tied in with the amendment you propose. 

Mr. Romney. Senator, I cannot believe that the administration 
men who came up here and testified that they wanted to improve the 
workability and administration of this language could submit this 
language as designed to accomplish only that purpose, because what 
it does is to make the situation even worse than before Congress 
extended the Act. 

Senator SPARKMAN. | am not trying to defend the language that is in 
the bill. I do not care what language is agreed upon if it does the 
job, and I think that is what you are seeking. 

Mr. Romney. That is what I am saying. 

Senator SPARKMAN. The only point I am trying to make with you 
is this: I think we are in agreement. I think I agree with what you 
have said. 

Mr. Romney. Good. 

Senator SPARKMAN. But I am saying that I do not believe the 
language which you propose will do the job that you advocate, and 
the reason I say it is this: It leaves it wide open, over and above the 
hardship requirement, and I want to use this as an example. Is it 
not true that one of the automobile manufacturers just recently said 
that under the Capehart amendment they would be entitled to a 
9-percent raise, but they only asked for a 4-percent raise. Now, is 
that true or not? 

Mr. Romney. You have covered quite a bit of territory there. 

Senator, I do not care what language you put in S. 2092 to include 
the intent of Congress, either. All I am trying to get in here is the 
congressional intent, as you expressed it in the conference report, 
Mr. Chairman, and that is to require that the administration amend- 
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ment include language that will cover necessary and unavoidable costs 
of doing business. 

Senator Rorertson. In framing that language I had two things 
in mind. I wanted to preserve the private enterprise system on the 
one hand, and permit the industries that would have to meet civilian 
needs to have an opportunity to expand to meet them. 

Mr. Romney. Senator, | agree with you a thousand percent, and 
I agree also with what you have just said, namely that the thing we are 
here discussing today—and this is the seriousness of the situation- 
the thing we are discussing today is whether you are going to enact 
language that will permit American industry to retain the vitality 
and I do not say “free enterprise,’ because it is “competitive coopera- 
tive enterprise,’ as far as I am concerned—but to retain the vitality 
to do this tremendous job that lies ahead. 

Now, getting back to Senator Sparkman’s comments, as I can recall 
them—and I cannot recall everything you covered, Senator—you 
indicated that you felt that in ease of price increases, these costs 
other than factory costs, labor and material costs which are the costs 
now recognized under the OPS, should not be recognized except in the 
case of hardship. Is my understanding correct—I am not sure that 
is what you intended to say. 

Senator SPARKMAN. That is not exactly correct. I do not know 
whether I can make myself clear or not, but I think the basic differ- 
ence in our understanding of this thing is this, that we started out to 
establish the safeguards against roll- backs. In other words, we did 
not want a roll-back that would create a hardship on a manufacturer, 
or a processor, or a dealer, but somewhere along the line it got changed 
into a formula for ee price ceilings which in effect would be a roll 
forward in many cases. 

Now, the ait I am making, and I think this is completely in line 
with the statement that you make, that if vou will take the language 
that you submitted, and tie it in with the hardship requirement, 
then, offhand, it seems to me it would do the job. 

Mr. Romney. If by the hardship situation 

Senator SPARKMAN. In other words, let us not write a law that 
would require this setting of prices on Ford automobiles at a 9-percent 
advance when Ford says it needs only 4 percent. If it was the Ford 
Co., 1 do not know which company it was. 

Mr. Romney. That is a question I want to get to after we dispose 
of the one we are dealing with here. 

As I understand it, what you are saying is that as you understood it, 
what Congress had in mind was to enact ‘Janguage that would prevent 
in the case of roll-backs hardships developing as a result of that 
language. 

Senator SPARKMAN. We were trying to establish safeguards against 
roll-backs. 

Mr. Romney. All I am proposing is that the same language be 
applied to prevent hardships in the opposite situation where OPS has 
refused to recognize costs that are creating hardship. 

I have cited some cases in connection with my own company thet 
are the result of the exercise of unlimited discretionary power. In 
the original act, there are only two limitations on OPS power, and 
they are to make prices fair and equitable, and to control prices if 
they undertake to stabilize wages. 
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Senator, it gets down to the question of how you define ‘hardship.’ 
You are not de ‘fining, in your thinking, and in what I am saying, we 
are talking about hardship in different terms than OPS talks about 
hardship. That is what has confused you and me in our discussion. 

What OPS, in the last sentence of 5. 2092 had in mind was the 
regulation that was inserted into your hearings this morning, and that 
regulation provides that not until a company is actually losing money 
will OPS be willing to take a look at their individual situation to see 
whether or not there is a hards hip. 

Now, I read the testimony of Mr. DiSalle, and I have read the testi- 
mony of as many of the witnesses as | could. I read Mr. Wilson’s, 
Mr. Johnston’s, to find out what is the intent here, and what we are 
dealing with. Mr. DiSalle said, and these may not be his exact 
words, that he was trying to exercise the price control powers on a 
blood transfusion basis. 

Now, 3 weeks ago I almost lost my wife as a result of a blood 
transfusion. The smaller automobile companies waited for 9 months, 
with their competitive position on Oe eg weekly and monthly, 
and the Big Three moving in, Chrysler, G. M., and Ford, because 
Mr. DiSalle took 9 months to reflect in ee something that he 
recognized ’way back in December of 1950, and my point is this: 

If what we are talking about is that sort of hardship, where smaller 
companies can be brought down to that point, the vitality of American 
industry is going to be destroyed. 

The competitive system is going to be altered. 

You are not talking about that kind of hardship, and I am not 
talking about that kind of hardship. 1 am talking about the same 
kind of hardship that you are talking about on the roll-back basis. 
| am saving that where OPS, as a result of not having carried out 
the generaliy expressed hope of Congress in the Defense Act of 1950 
because it was not a requirement, that where they have not carried, 
that out, and have put companies on a hardship basis of the type 
you are talking about, they ought to be required to consider necessary 
and unavoidable cost increases that have occurred. 

Now let me go 

Senator RopertTson. The Chair recognizes the Senator from Indiana. 

Mr. Romney. No; I want to complete the Senator’s question. 

You asked me about the 4 and 9 percent situation. Senator, I tried 
to make the point to show you factually, in my testimony, what hap- 
pened to the smaller automobile companies. The OPS stepped in, 
in December, and by a price freeze at that point put the smaller com- 
panies at a competitive disadvantage in that they upset the normal 
competitive price relationship in the automobile industry. 

Now, it has taken us 9 months to get that situation recognized, and 
Mr. DiSalle indicated in his statement of explanation, or whatever it 
is, of this recent car amendment, that he was trying to restore the 
normal price relationship in the automobile industry. 

It is under the revised auto order that 4 percent adjustments arise. 
Now, Mr. Henry Ford pointed out in a statement late last week that 
even under that language, the Ford Motor Car Co. is absorbing mil- 
lions of dollars of cost, and I pointed out here that even under that 
language the Nash-Kelvinator Co., on just its car business, is absorb- 
ing more cost over and above the cost now recognized by OPS than 
its net earnings, Senator. We are absorbing more cost than our net 
profit. 
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What are we going to do? Here is Nash-Kelvinator Co. We are 
putting $10 million of our own money into plants to build defense prod- 
ucts. We have got to have from $25 to $30 million additional to 
finance that operation, an aircraft engine proposition that will not come 
into production until June of next year, and will not reach peak produc- 
tion until about a year later. 

I want to comment on one other thing. Some clever-minded people 
who like to use lo bels to deceive have begun to discuss this language 
as cost-plus increases for industry, and | resent it, and the reason | 
resent it is that I know it is the smear technique, and the reason it is 
the smear technique is because of the fact that the cost-plus arrange- 
ment is an iniquitous arrangement, it did promote inefficienc Vv and a 
lot of stuff we do not want to see happen. 

This language is a cost with less profit. I am not here asking for 
American industry the thing that Congress has provided for the dis- 
tribution part of our economy under the Herlong amendment. Under 
either of these proposals I have supported today, our dollar profits 
per car produced would be less than they were at the outbreak of the 
Korean War, and I want to emphasize that fact. They would be less, 
and they w ould be substantially less, and they would be less not only 
in terms of dollars per unit, but they would be less in terms of percent 
earned as related to the sales price, and I think that Congress owes 
it to the future of this country, because that is what we are dealing 
with here today—I have been through one war trying to get the stuff 
out to win a war, and Senator Moody can tell you some of the thinzs 
I did to try to do it on an all-out basis—and I say that I think it is 
tragic that such dishonesty—because that is what it is—as cost- 
plus language, and clarifying language, the language to make things 
workable and administratively feasible, should be used to conceal 
the fact that what they are actually trying to do is put themselves 
in a position where they can say that the Congress of the United 
States does not want us to recognize the costs of ‘doing business that 
are necessary and unavoidable other than factory-cost increases. 

If we increased the salary of the janitor that takes care of the offices 
where we have our selling operations, we cannot reflect that in our 
cost adjustments or price adjustments. If we pay the secretary of 
the man who services the cars that are built, to keep them rolling, 
we cannot reflect that in our increased cost. 

The suggestion has been made here that there is some provision in 
here that will enable manufacturers to take some advantage of change 
in future volume, Senator, and that is a despicable lie. 

Any change in volume after July 26, 1951, 1s not covered by either 
of these amendments, as I propose them, neither of them. The 
Kelvinator part of our business has already seen a decline, refrigerator- 
wise, of 36 percent this year as compared to last year. We face on 
the automobile side of our business a decline in 1952 of unknown 
proportions, and yet neither of these provisions will afford us any 
protection for the increased cost resulting from such a decline. 

Now, neither of the proposals I have supported protects us from a 
national wage policy that is flexible. Since July 26, we have increased 

our general wage rates 1 cent. Now, that is not much per hour, but it 
reflects itself in a car to a measurable extent, and we cannot pick up 
that cost under either of these amendments, as I have proposed them, 
and if those increases continue—and we know they are going to increase 
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if Mr. C. E. Wilson is right—and I think he is right in that particular— 
costs are going to increase, prices are going to go up in the future, 
that is what he said, and that means that the cost of living is going up, 
and that means that wage rates are going up, and we will not be able 
to recover the added cost under either proposal. 

Now, that is what I am talking about. We are absorbing $102 per 
car that we must continue to absorb even if the OPS should approve 
our price adjustments under the recent car order. 

I just want to say, gentlemen, you are dealing with a question of 
whether American industry i is going to have a chance to do the type 
of a job in this combined situation ‘that we did during World War II. 
That is what it gets down to. 

Senator Ropertrson. The Chair recognizes the Senator from 
Indiana. 

Senator Capenartr. | have a couple or three questions that I 
want to ask you. 

Senator Sparkman said a moment ago that they might be able to 
raise their prices beyond what they needed, and by virtue of the other 
extreme—not extreme, but by virtue of the law under the Capehart 
amendment—they should be able to roll back a lot of prices. Under 
the formula if a seller’s price today is more than his pre-Korean price, 
plus legitimate increases in cost as set out by the Capehart amend- 
ment, under the law the President must roll that price back. He 
cannot do anything else. 

Mr. Romney. Senator, if you will pardon me, it is going to depend 
on what happens to costs. Some costs are declining, cotton and wool 
are going down, those things are going to be rolled back under these 
proposals. 

Senator CanEepart. He is mandated to roll the price back, and as 
prices—what I want to say is that you left the impression with me 
that there was ao chance to roll them back if the price arrived at 
under the Capehart formula was more than his pre-Korean price 
plus his legitimate increase in cost as set out by the Capehart amend- 
ment. Now, they have got to roll them back. 

Now, we were under the impression when we were considering this 
matter last July that there were a lot of gougers tn the country, 
and there were a lot of sellers that were selling at a higher price than 
their pre-Korean price plus their legitimate tacreases in cost since 
Korea, and ia establishing this formula we gave the President the 
right to roll those prices back. 

At the same time, we realized that there were a lot of sellers, and 
the Senator from Michigan, Mr. Moody, was matataining there were 
a lot of sellers who had not tacreased their prices who were eatitled 
to increase them, so we said all right, we will write a formula here that 
permits those people to increase their prices in direct proportion to 
their increase in costs. 

Now, I want to ask you this question. 

Mr. Romney. Senator, may I clarify one thing I said? 

Senator CaPpEHART. Let me ask you a question, first. 

I want to get back to the original intent of the 1950 act. Section 
402 (c) of the 1950 act contains this language, and the reason | 
want to ask some questions about this is we have heard much about 
permitting increased costs of advertising, transportation, production, 
and so forth. 
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Now, I am going to read the language of the 1950 act, and IT am 
quoting: 


In determining and adjusting ceilings on prices with respect to materials and 
services, he, the President, shall give due consideration to such relevant factors 
as he may determine to be of general liability in respect of such material or services 
including the following: Speculative fluctuations, general increases or decreases 
in cost of production. 

Now, you are a manufacturer. What constitutes cost of production? 

Mr. Romney. Cost of production is the factory costs we are talking 
about basically. 

Senator Capenart. Direct labor. 

Mr. Romney. Direct labor, direct material, and burden on those 
items, factory burden. 

Senator Caprnartr. They are material, they are direct labor, 
indirect labor, and indirect labor includes the salary of the foreman, 
the factory manager, the janitor. 

Mr. Romney. That is right. 

Senator CaprenArt. It includes the cost of the supplies. 

Mr. Romney. It includes direct on both, and indirect, Senator. 

Senator Caprnartr. And any accounting firm knows that to be 
true. 

Mr. Romney. That is correct. 

Senator Carpgenart. Then it says “the distribution.”” Now, what 
are costs of distribution? 

Mr. Romney. Some of the costs of distribution are the sales or- 
ganization, the service organization, the sales promotion organization. 

Senator Capenarr. Is advertising a distribution cost? 

Mr. Romney. Advertising is part of distribution cost, yes, sir. The 
advertising department in every company I am familiar with is a part 
of the sales organization. It is a vehicle of selling. 

Senator Capenartr. When we spelled out advertising in the Cape- 
hart amendment, we were simply including something that was 
already included in the orginal act under the name “‘Distribution.”’ 

Mr. Romney. That is correct, sir. 

Senator Capenartr. And transportation of course means just what 
it says, it means transportation in and transportation out. 

Mr. Romney. That is right. 

Senator Capenarr. And general increases or decreases in profits 
earned by the sellers of materials to persons performing services. 

Mr. Romney. That is right. 

Senator Caprnart. The intent of Congress originally was to take 
into consideration all of the costs spelled out in the Capehart amend- 
ment; is not that correct? 

Mr. Romney. That is correct, Senator, and what I am saying is 
that the intent of Congress is the same here, in their conference 
report, as it was in the act of 1950, and it remains the same in 8. 2092 
if you restore congressional intent. 

Senator Caprnart. The reason I insisted on them being spelled 
out was the fact that OPS in all their regulations up to that time were 
only allowing increases in material costs, and then only up to a specific 
time, and were only allowing increases in direct labor costs which | 
always maintained was a direct violation of the 1950 act. Is that 
correct? 
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Mr. Romney. Yes, sir. It was not responsive to that language in 
the 1950 act. Now, as far as I know, that language was not manda- 
tory language in the 1950 act, but it certainly was indicative of the 
attitude of Congress, and it was disregarded. 

Senator CapenArtT. Let me ask you this: Were they not manda- 
tory as material costs were, or direct labor costs? 

Mr. Romney. Absolutely, transportation and distribution costs 
were just as mandatory as manufacturing costs. Now, actually, 
Senator, as I said, and I want to emphasize it, OPS has not been recog- 
nizing even certain production costs incurred up to the present time. 
We are currently absorbing, and have been absorbing, increases in 
production costs, that is material and labor costs, both direct and 
indirect bar for months, for 9 or 10 months. They have been going up 
gradually. Now, the new ear order that has been issued does not permit 
us on car prices, and even the general manufacturing price order, which 
is an interim order, does not permit us to pick up some of these pro- 
duction costs that you are talking about and bring them up to any 
recent date. You cannot bring the material costs, most of them into 
consideration beyond December 31, 1950, and the only ones you can 
bring into consideration beyond that date are the costs of some basic 
raw materials. 

Now, we do not buy much in the form of basic raw materials 
that list. They are an insignificant part, so to all intents and purposes 
OPS regulations at the present time do not recognize the material 
costs of the businesses in which we are engaged beyond December 
31, 1950. 

Now, I say that is an abuse. 

On the labor side, it does not permit us to take into consideration 
labor costs beyond March 15, 1951, and I say that is an abuse, and | 
want to say here again that I am perfectly willing to see my company 
make some contribution in the form of cost absorption to get this 
dangerous inflationary spiral stopped. What I am saying to you is 
we are going to have to do that under this language of section 
402 (d) (4), we are going to have to do it under this language of 5. 2092 
as clarified to include congressional intent, and if other economic 
groups in this country would take an equivalent position, of equal 
contribution to meet this situation, we would begin to get some 
place in dealing with this inflationary problem, and that includes 
dealing with the fundamentals of inflation which are not the problems 
we are dealing with here today, because these problems are secondary. 
The fundamental problems are being largely ignored. 

Senator Capruarr. I was under the impression when we wrote this 
amendment, and put it into the law, and it was called to the attention 
of the conferees, that the business interests of the United States 
would hit the ceiling and be absolutely opposed to it for the simple 
reason that it denies them, by act of Congress, to use any increase in 
cost of any nature after July 26. 

Mr. Romney. That is right; and I want to emphasize that point. 

Senator CapeHArT. It absolutely puts a freeze on prices after July 
26, and by an act of Congress denies OPS the right to permit any- 
body to increase their price regardless of their increase in cost unless 
they can prove a hardship case, meaning that they are absolutely 
losing money. 
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Mr. Romney. Senator, unless we can stop this inflationary spiral 
and I want to say to the credit of the automobile industry that I have 
not sat in a meeting since the first meeting was called by Dr. Valen- 
tine—I sat in that one, and everyone since—I have not sat in a 
meeting called by OPS where the people i in the automobile industry 
were asking that OPS announce a price regulation that would cove: 
all of their ¢ costs, that would not involve some cost absorption. 

The thing I want to clarify, Senator Sparkman, and I want to 
clarify it before my time has expired, and that is this: 

I indicated that the roll-back provisions here would require price 
reductions if cotton and wool declined in the future. Now, that is 
not true. The reason that is not true is that the provisions here 
am willing to take in either form—and if the chairman’s language can 
be used instead of the language I used, I will take that, as long as the 
intent of Congress is in either one — either proposal limits, in the 
case of roll-backs, or increases, cost changes after July 26, so you might 
make the criticism of both of these proposals that they do not protect 
against reductions in cost occurring after July 26, 1951. 

Senator CapeHArrt. Is not it a fact that if OPS would issue regula- 
tions permitting the cost increases or decreases as specified in the 
Capehart amendment, that there would never be a single occasion 
for a single seller to apply individually for a single price increase? 

Mr. Romney. Senator, an honest man can only say that is correct, 
and it can be done that way, under either one. 

Senator CaprHarr. And under the regulation they are in the proc- 
ess of writing at the moment, which in my opinion does it, if they 
would issue regulations under the cost decreases or increases under the 
Capehart amendment, there would never be any occasion for any seller 
in the United States to file a single application. Is that a correct 
statement, or not? 

Mr. Romney. As I understand it, what you said was that if they 
issued a general regulation reflecting these principles, that under that 
circumstance it would not be necessary for any individual application. 
Is that what you said? 

Senator CapeHarr. Yes. 

Mr. Romney. Senator, as far as 1 know, that is correct, except in 
the hardship case where a company starts to lose money, if that 
should happen. 

Senator CapenArt. That is still in the old 1950 act. 

Mr. Romney. That is still in the old act, and would be provided for. 

Senator, that is why I say that I think this is a serious situation, and 
it is a serious situation because if we are going to get this job don 
that lies ahead, we have at least got to be honest with each other, see 
The honest facts are that S. 2092 is not just a clarifying amendment to 
make the law more workable. That is not true. 

Senator CapeHart. One other question: If OPS would issue regula- 
tions covering these cost increases or decreases, and require that al! 
manufacturers and processors file their costs with them, they would 
then be able to catch all the gougers in the United States, and would 
have the records before them to say to this fellow here, ‘Your price 
at the moment is too high under this formula, and you must roll 1 
back.” They could issue a regulation if.they wanted to saying to 
every seller you figure your selling prices on this formula at the mo- 
ment, and if you find your present selling price is higher than the 
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formula permits, then you must yourself automatically reduce their 
prices; is not that true? 

Mr. Romney. That is my understanding of either provision that I 
have suggested. 

I want to add one thought. Gentlemen, I do not think Congress is 
voing to be able to settle all of the imponderables in accounting that 
have been raised, and it is not necessary. I have tried to indicate 
that by taking the administration amendment, if that is the best way 
to do it. The accountants have not been able to resolve those im- 
ponderables. I have been in the statistical-gathering business for 
some time, and I do not know of what you could call an absolute ly 
ultimately accurate statistic in every particular. 

Now, what I am saying is that the accounting question is not the 
question here, gentlemen. The question is whether Congress is 
going to act in a manner that will carry out the intent of Congress, 
and that intent, as I understand it, has been expressed very pithily 
by the chairman, which is to recognize, in addition to the costs that 
have been recognized, the nec essary and unavoidable cost of doing 
business. 

Senator Roperrson. The chairman will state that it was announced 
because of the limitation of the time under which we are operating 
that members of the other subcommittees visit with us if they wish, 
but that cross-examination be limited to the members of the sub- 
committee. In view of the fact that Senator Moody, of Michigan, 
is a member of the full committee, and this witness is his constituent, 
with no objection the Chair will recognize Senator Moody for 
minutes. 

Senator Moopy. Thank you, Mr. Chairman. But I have no 
questions to ask now. 

Senator Bricker. Is it any more difficult, in the accounting world, 
in the conduct of business, to allocate indirect costs than it is direct 
costs? 

Mr. Romney. No, sir. Jn our case the allocation of indirect costs 
is a more complex situation than is the allocation of the overhead 
cost, because those costs- 

Senator Bricker. The allocation of direct costs is more complicated. 

Mr. Romney. No; the allocation of the indirect factory cost follows 
essentially the same procedure as overhead, but involves more items 
than does the allocation of the overhead costs that we have been 

talking about. We produce many fewer products than the thousands 
aa thousands of parts that go into the product we produce. 

Senator Ropertson. We have one more witness. 

Mr. Romney. That 4 percent, 9 percent thing, the 4 percent was 
Ford’s application under the amended auto order. The 9 percent is 
the application under section 402 (d) (4). 

Senator SPARKMAN. Now, you would not require OPS to set 9 
percent if 4 percent was all they needed, would you? 

Mr. Romney. My point is- 

Senator SPARKMAN. You would not want a law that required that. 

Mr. Romney. The 9 percent covers increases in cost of doing 
business that have occurred, and does not cover all of them, and a 
lot of them are going to be absorbed over and above that. What I 
um saying is that the language here is necessary if business is going 
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to have the wherewithal to do its job. You have got to have it, 
and we will still absorb a lot. 

Senator Ropertrson. Will you send to the clerk of this committee 
the exact language of the amendment amending S. 2092 that you 
have mentioned here this morning, because we do not have time to 
get the transcript of these notes before we meet this afternoon? 

Mr. Romney. I will be happy to, sir. 

(The attachments to Mr. Romney’s statement follow: ) 


ANALYSIS OF PRESENT STATUTE AND EFFrect THEREON OF GOVERNMENT PROPOSAI 


Section 402 (d) (4) of the present statute constitutes a composite of amendments 
offered by Senators Mavbank, Millikin, and Capehart. 

The provisions of section 402 (d) (4) and effect of the Government proposal may 
be summarized as follows: 

(1) The first sentence of the present statute (the Maybank amendment) pro- 
hibits roll-backs below the lower of the existing ceiling price or the ceiling price 
prevailing between January 25, 1951, and February 25, 1951.! 

Effect of Government proposal.—The Government proposal retains the substance 
of this first sentence of the statute but (1) limits its application to manufacturers 
or processors of materials, and (2) substitutes ‘“‘a level of prices’ as the test rather 
than the ‘‘ceiling price for determining compliance with the statute.’”’ These two 
changes are not necessary. They serve only to narrow the class of those entitled 
to the relief provided in the Maybank amendment. 

(2) The second sentence of the present statute (the Millikin amendment) pro- 
vides that nothing in the section shall prohibit the establishment or maintenance 
of a ceiling price which is either (a) established under a regulation issued prior to 
August 1, 1951, or (6) is based upon the highest price between January 1, 1950, 
and June 24, 1950, plus an adjustment for increases and decreases in costs up to 
July 26, 1951.3 . 

The purpose of the Millikin provision was to permit OPS to roll back prices 
which had been increased since Korea beyond the amount of post-Korean cost 
increases. Thus, it enabled the rolling back of prices which had been raised 
unreasonably just prior to the imposition of mandatory ceiling prices. 

There was nothing in the Millikin provision which required a roll forward of 
any prices to permit recovery of cost increases through July 26, 1951. 

Effect of Government proposal.—The Government proposal makes no material 
change in the Milliken provision of the existing statute.4 The changes suggested 
are not necessary. 

Like the Milliken provision, it does not require that ceiling prices be adjusted 
so as to compensate sellers for their cost increases through July 26, 1951. It 
merely gives the President the power to roll back existing ceiling prices to the 
extent that they exceed pre-Korean prices plus cost increases to July 26, 1951. 

(3) The third sentence of the present statute (the Capehart provision) gives 
any seller the right to apply for a ceiling price equal to his price prevailing pre- 
Korea plus his cost increases up to July 26, 1951.5 

The purpose of this provision was to assure sellers that they would have a right 
to price increases to the extent of their cost increases to July 26, 1951. It recog- 


‘(4) After the enactment of this paragraph no ceiling price on any material (other than an agricultural 
commodity) or on any service shall hecome effective which is below the lower of (A) the price prevailing 
just before the date of issuance of the regulation or order establishing such ceiling price, or (B) the pric: 
prevailing during the period January 25, 1951, to February 25, 1951, inclusive.”’ 

2“(4) After the enactment of this paragraph no ceiling price regulation applicable to the sales of manu- 
facturers or processors of any materials shall become effective which establishes a level of prices for such 
sales below the lower of (A) the level prevailing for such sales just before the date of issuance of the regula- 
tion, or (B) the level prevailing for such sales during the period January 25, 1951, to February 24, 1951, 
inclusive.”’ 

3 **Nothing in this paragraph shall prohibit the establishment or maintenance of a ceiling price wit! 
respect to any material (other than an aericultural commodity) or service which (1) is based upon the highest 
price between January 1, 1950, and June 24, 1950, inclusive, if such ceiling price reflects adjustments for 
increases or decreases in costs occurring subsequent to the date on which such highest price was received 
and prior to July 26, 1951, or (2) is established under a regulation issued prior to the enactment of this 
paragraph.” 

4 “Nothing in this paragraph shall prohibit the establishment or maintenance of a ceiling price regulation 
applicable to the sales of manufacturers or processors which (1) reflects the highest level of prices prevailing 
during a representative base period between January 1, 1950, and June 24, 1950, inclusive, adjusted for 
increases or decreases in costs between such period and July 26, 1951, or (2) is established under a regulation 
issued prior to the enactment of this paragraph.”’ 

5 “T'pon application and a proper showing of his prices and costs by any person subject to a ceiling price 

the President shall adjust such ceiling price in the manner prescribed in clause (1) of the preceding sentence 
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nized the elementary principle that business cannot long remain healthy unless 
it is permitted to recover its cost increases in its selling prices. 

Effect of Government proposal.—The Government proposal completely deletes 
the Capehart provision. Thus, the Government has not complied with the 
committee’s request that it clarify the language of the existing statute, but has 
repealed the most important provision in the statute. If the Government’s 
proposal were to be adopted without amendment, the present law would be 
changed and the action of Congress in giving relief to sellers to the extent of their 
cost increases reversed. The provision in the Government proposal v hich would 
give the President the power to adjust ceiling prices where there is ‘‘financial 
hardship” to manufacturers or processors is no substitute for a requirement that 
relief be given on the basis of objective standards of cost increases 

(4) The last sentence of the present statute provides that the costs to be 
reflected by OPS in granting ceiling price increases should include both direct 
and indirect costs, exce pt such costs as the President may determine to be ‘“‘un- 
reasonable and excessive.’’ ® 

This provision was ea by Congress because of the refusal by OPS to 
grant celine price increases except on the basis of material and direct labor costs 
The numerous so-called indirect costs of operating a business, such as selling, 
advertising, and administration expenses, are just as much a cost of producing 
a product as are materials and direct labor. 

Effect of Covernment proposal.—The Government proposal redefines allowable 
costs to be recognized so as to provide for adjustment for (a) material and direct 
labor costs, plus (6) “fa reasonable allowance’”’ as determined by the President for 
changes in all other costs, including indirect labor and costs such as factory, selling, 
advertising, and administration costs.’ 

There is little difference between the power given OPS under th pre sent statuti 
authorizing the President to disallow “unreasonable and excessive’’ indirect costs 
and that provided under the Government proposal requiring that only a ‘‘reason- 
able allowance’”’ be made for indirect costs. 


Senator Ropertson. The next witness is Mr. John Harrington 
You may proceed. 


STATEMENT OF JOHN HARRINGTON, ASSOCIATE COUNSEL 
ILLINOIS MANUFACTURERS’ ASSOCIATION 


Mr. Harrineron. My name is John Harrington. I am associate 
counsel of the Illinois Manufacturers’ Association. 

The Iinois Manufacturers’ Association has about 4,500 members, 
70 percent of them employing less thaa 200 people. It speaks zen- 
erally for the smaller manufacturing industries of Illinois, and the 
Illinois Manufacturers’ Association is opposed to the repeal or modi- 
fication of the Capehart amendment. 

We believe that it is essential that manufacturers be allowed to 
apply for and obtain price ceilings adjusted for changes in costs oc- 
curring prior to July 26, 1951. We also believe that the provision of 
the Capehart amendment excluding such costs as the President may 
determine to be wareasonable and excessive affords ample protection 
against any unjustified price increases. 

The amendment proposed to be substituted for the Capehart 
amendment grants practically unlimited power to the Office of 
Price Stabilization to determine to what extent indirect costs may 
be taken into consideration in fixing price ceilings. It provides for a 

* “For the purpose of this paragraph the term ‘costs’ includes material, indirect and direct labor, factory, 
selling, advertising, office, and all other production, distribution, transportation, and administration costs, 
except such as the President may determine to be unreasonable and excessive.”’ 

***The adjustment for increases or decreases in costs prescribed in clause (1) of the preceding sentence of 
this paragraph shall include adjustment changes in material and direct factory labor cost ind a reasonable 

illowance, as determined by the President, for changes in all other costs including ins lirect labor, factory, 
calling, adivatticies. elles. and all other production, distribution, transportation, and administration costs 


which he finds are properly allocable to the production and sale of the materials sold ‘ the manufacturers 
ind processors.”’ 
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“reasonable allowance as determined by the President’ for such 
indirect costs as he finds are properly allocable to the production and 
sale of materials. We are afraid that the Office of Price Stabilization 
with this broad delegation of authority will give little regard to 
indirect costs. 

We believe that Congress, in passing the Capehart amendment, 
gave recognition to the well-known fact that indirect costs are just 
as much a part of the cost of an article as are materials and direct 
factory labor costs. We think Congress also recognized that up to 
that time, the Office of Price Stabilization had not taken changes in 
direct costs into consideration in fixing price ceilings. We believe 
it would be a serious mistake for Congress to abandon this position, 
and again delegate practically unlimited authority to the Office of 
Price Stabilization either through repeal of the Capehart amendment 
or passage of the substitute amendment. 

We know that it is contended that increases in overhead or indirect 
costs have been balanced off by greater volume. While this is un- 
doubtedly true in some cases, it is, by no means, universally true. 
Many small manufacturers faced with shortages of materials or de- 
clining markets are doing a lesser volume than formerly and, as a 
result, their indirect costs are increasing instead of declining. 

As long as we have cost of living excalator clauses under wage con- 
trol, and agricultural commodities exempted from price control, we 
submit that rigid price control is impossible. Even under the Cape- 
bart amendment, industry must absorb all increases in costs occurring 
subsequent to July 26, 1951. It is easily foreseeable that this can 
become very burdensome in the future. 

There is no use kidding ourselves, there is no tight wage control 
at the present time. 

We believe that the Capehart amendment is a sound piece of legis- 
lation. 

The Congress itself should determine to what extent increases in 
costs should be taken into consideration in fixing price ceilings, and 
should not delegate this power to an administrative agency. We 
believe that the Capehart amendment is fair and workable and should 
be retained. 

We are not impressed at all as other witnesses have been with its 
unworkability. We feel that the substitute amendment delegates too 
great authority to the Office of Price Stabilization, and we fear, from 
the past conduct of that office that it will be administered in such a 
manner that industry will be compelled to absorb a substantial part, 
if not all of the increases in indirect costs incurred prior to July 26, 
1951. This would result in severe hardship to a great many manu- 
facturers. 

Senator Ropertson. We thank you very much. 

The next witness is the Chief Economist for OPS. 

The committee will be glad to hear him at this time. 

The chairman also notices the general counsel is here. You gentle- 
men should determine which one is going to answer the questions the 
Senators want to ask you about the meaning in 5. 2092 of “level o! 
prices”’ as distinguished from the word “price” in the Capehart amend 
ment. The Chair recognizes the Senator from Indiana. 

Senator CapeHart. That is what we wanted. We want to know 
what you mean by “level of prices” as compared to the lowest price 
or the highest price. 


rh 
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Paice 


STATEMENT OF HAROLD LEVENTHAL, CHIEF COUNSEL, AND 


GARDNER ACKLEY, ECONOMIC ADVISER, OFFICE OF PRICE 
STABILIZATION 


Mr. Ackuey. | think, Senator Capehart, that a number of examples 
will help make clear what is involved here, but before taking examples, 
let me state it in general terms. 

When you talk about the price of a material, actually there is no 
such thing as a single price. There is, in fact, a vast range of prices for 
almost ar-**ing you can name as a material. There are price varia- 
tions by grades, by different locations, by class of seller, by the amount 
of services which may be performed by the seller, there are accidental 
variations based on the fact that if you take a particular day some 
sellers may have raised their prices, and others may not. There are 
variations because contracts expire at different times, and so on. 

If you talk about preserving the price for a material, it seems clear 
to us that must mean preserving not for each grade, each location, 
each quality, but rather preserving a general sort of average or repre- 
sentative structure of prices, and that is all, as I can see 
volved in the suggested language. 

Senator CapeHarT. May I suggest this: I do not think there is 
anything in the Capehart amendment that would change in any way 
what you just described. 

Do you feel there is? 

Mr. Acktey. No; we do not. These changes were suggested en- 
tirely as a matter of avoiding any dispute. 

Senator Capenart. Why did you not in 8. 2092—why did you 
change the language from the Capehart amendment from the lowest 
and highest price to the level of prices? 

Mr. Ackiey. Simply to avoid any possible dispute about what 
was meant by the price for a material. 

Senator Capenart. Well, do you intend under “level of prices,’ 
for example, do you have in mind that you would take, let us say, 
all the five-tube radio sets made by all manufacturers and arrive at 
an average price of all of them? Is that what you have in mind? 

Mr. Ackuey. | should say definitely not, Senator Capehart. We 
do find instances where commodities which have normally sold at a 
uniform price may, on a particular day, particularly if it was during 
a period of rapid price movement, turn out to have been sold at dif- 
ferent prices, and in those cases we would certainly wish, and the 
industry would wish to have us restore the uniformity which had 
been traditional in the market. 

Senator CapenArt. You see no conflict between your term “‘level 
of prices,” and highest and lowest price as in the Capehart amend- 
ment, as far as the intent of Congress is concerned, or as far as the 
administration of the law? 

Mr. Ackuiry. As far as we understand the intent of Congress, we 
see no conflict at all. ’ 

Senator CareHnart. What do you understand the intent of Congress 
to be? 

Mr. Ackuey. Precisely as I tried to summarize. 

Senator CaprHarr. Not to upset the historical way of doing 
business. 


Mr. Ackuey. Yes. 


, that is in- 
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Senator Capenart. And there is no opportunity, you do not think, 
then, for a misunderstanding when we use the term “level of prices. 
Are you using “level of prices” at the moment, in any of your 
regulations? 


Mr. Acktrey. We have used that concept in numerous instances, 


and we might illustrate the way in which we have used it by reference 


to specific regulations where this problem has occurred. 
What would be a good example, Mr. Leventhal? 


Mr. Leventruat. | think the tire regulation or hide regulation 
might be. 


Mr. Ackiey. Supplementary Regulation 49 to the general ceiling 


price regulation, issued July 30, 1951, establishes uniform dollars and 
cent prices for sales of passenger car basic tire carcasses, 3.50 each 
at retail, 2.60 each at wholesale. The reason for this is that the 
general ceiling price regulations froze different sellers and buyers of 
tire carcasses at somewhat divergent prices. The result of this, in a 


tight market, was that those who were able to pay somewhat higher 


prices, because fortuitously they had been frozen with a high ceiling, 
were able to attract tire carcasses in their direction, so we tried to 
establish the level prevailing during the period of the price regulation, 
and translate that into a uniform ceiling. 

Senator CapeHarr. Now, let me ask you this question, forgetting 
whether the Capehart amendment is a good or bad amendment in 
your mind. It is very controversial, as you know. 

Is it not a fact that if you did issue regulations covering all the cost 
increases or decreases as specified in the Capehart amendment, if you 
issued such a regulation that there would never then be any necessit, 
for an individual seller to file an individual application? 

Mr. Ack.iry. Let me see if I understand the question. 

Senator CapenArt. Let me state it again. In other words, if vou 
issued a general regulation in which you established the regulations 
under which all the manufacturers or processors would use either de- 
creases or increases in all the costs that are specified in the Capehart 
amendment, either to increase their prices, or if under the formula 
their present ceiling price was more than that formula calls for, they 
would have to roll them back. If vou did that, then there would be 
no necessity for anybody to file an individual application, would 
there? 

Mr. Ackitey. We would, in effect, have processed individual appli- 
cations for each of those sellers, so no seller then could possibly get 
more. 

Senator Capenart. There would be no necessity for it if you issued 
such a regulation. 

Mr. Levenruaut. Do I understand the individual sellers would 
ach make his calculation on the formula, and then just take that 
as his ceiling price? 

Senator CaPpEHART. Yes, take that as his ceiling price. If this 
ceiling price was too much under the formula, we would have to roll 
it back. If it was too little, he would roll it forward. You would 
want to prove it. 

If vou did that, there would be no necessity, then, for individual 
applications, would there? 

Mr. Ackiey. He would already have had individual pricing. 
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Senator Capenartr. If you required every seller to do that under 
the amendment, file his costs, as I think you did under General 
Regulation 22, or 30, would it not enable you then to find the gougers 
in the United States? 

Mr. Acktey. I do not understand vour question. 

Senator CapeHArt. Would it not help you find the gougers whose 
price today is more than that formula? 

Mr. Ackuey. If vou define a gouger as anyone whose price was 
higher than that, ves. 

Senator Capenarr. In that way the OPS would be able to find 
who they are, and force them to roll their prices back; is that correct? 
If you do not do that, how are you going to ever establish any roll- 
backs with any degree of certainty as to whether the price is too high 
or too low? 

Mr. Ackury. Well, perhaps we would illustrate the answer to that 
question by mentioning some of the roll-backs that we have prev lously 
had, where prices had advanced very rapidly, and we went back to a 
somewhat lower level, let us say in the case of hides, for example, 
where in the initial roll-back we went back to November levels. 

Senator Capenartr. Did you not do that in a rather arbitrary way’ 

I do not mean that you should not, but you did it without any figures. 
Particularly, they just simply saw hides had gone up double in price, 
and you did it without any particular figures other than general fig- 
ures, and I think you can ‘do that sort of thing on materials such as 
hides, but I am thinking in terms, now, of the 4 million businesses in 
the United States. 

Mr. Ackiey. Well, let us take soap, then, where a similar thing 
was done. 

Senator Capenarr. I think you can do it in soap—i presume the 
main ingredient in soap is fats and oils, and they had declined. I am 
thinking in terms of tens of thousands of manufactured products 
which have a lot of different materials going into their component 
parts, no one of which predominates in the total cost of the product. 

Senator Bricker. Will the Senator vield? 

Senator Capenarr. Yes. 

Senator Bricker. What is the price of hides now in relation to the 
price OPS fixed? 

Mr. Ackiey. It is substantially below the price fixed. I do not 
have the exact figures in mind. 

Senator Capenart. Then if you did issue regulations under this 
Capehart amendment, there would be no necessity for individual 
sellers. 

Now, under the Capehart amendment, all regulations remain in 
effect. That is correct, is it not? 

Mr. Ackuiey. That is correct, yes. 

Senator Capenart. And what it does is give the fellow that is 
dissatisfied with his regulation, or with his price, the right to file an 
individual application under the formula. 

Mr. Ack.Ley. That is correct. 

Senator Capenart. And if his Korean price, plus his cost increases 
described in the Capehart amendment are less than his present ceiling 
price, you must permit him to increase it. If it is not, vou deny it. 

Mr. Ackuey. Regardless of the fact whether his costs are in line 
with the industry, whether he has any hardship, or anything else. 
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Senator Bricker. Will the Senator yield? 

Senator CaPEHART. Yes. 

Senator Bricker. How many applications have been made, up tv 
this time, under the Capehart amendment for increases? 

Mr. Ackiey. We have not issued any procedural regulation under 
which applic ations might be accepted. Despite that ‘fact, we hav 
received a large number of letters and inquiries, and so forth. 

Senator Bricker. How soon will you have those regulations out? 

Mr. Acktey. We have several regulations that are close to being 
completed but are not yet ready for issuance. Senator Maybank the 
other day suggested quite specifically not to issue such regulations a 
the present time until these legislative proceedings were concluded 

Senator CapeHart. Senator Maybank? 

Mr. Ack.ey. Yes, sir. 

Senator Capenart. Asked you not to issue the regulations. 

Mr. Ackuey. It is my understanding that at the Appropriations 
Committee hearing last week that request was made. Senator 
Robertson, | understand, was there. 

Senator Capenartr. That is rather an odd thing to do. 

Senator Roperrson. I was there when they were considering the 
appropriation for OPS. I did not stay there, and I do not remembe: 
being there when Senator Maybank asked that, but I do think that 
Senator Maybank said he did think there should be no general revision 
of prices under the Capehart amendment until Congress had a chance 
to look at it. 

Senator CapEHART. Well—— 

Senator Bricker. Is it the practice of OPS to hold up regulations 
at the order of individual Senators? 

Mr. Ackuiey. I do not think so, sir. Actually, this one has not as 
vet been held up by that request, because we have been working very 
hard on it. It is not yet ready. I referred to Senator Maybavk's 
suggestion more or less as an aside. 

Senator Rogertson. Will one of you gentlemen outline briefly 
for the record the reasons why you consider the Capehart amendment 
to be either unworkable, or very difficult from an administrative 
standpoint? 

Mr. Ack.iey. Perhaps I could start, and Mr. Leventhal could 
supplement it. 

I think these reasons were thoroughly outlined in Mr. DiSalle’s 
statement which he made before the full committee about 2 weeks 
ago. Basically, | think they revolve around the fact that a procedure 
for individual application interferes, first, with technically sound price 
control, because it limits the ability of the price control agency to hav: 
tailored regulations to the maximum extent possible. Tailored regula 
tions establish clear and uniform prices. These regulations might be 
upset by individual adjustments from high-cost sellers, or inefficient 
sellers, or sellers who simply happened to have a fortuitously large 
margin between prices and costs in the pre-Korean period. That is 
where we would be handicapped in getting efficient workable price 
control that can stand up under inflationary pressures. 

Second—— 

Senator CapreHart. Will you yield just one moment? 

Mr. Acktey. Yes. 
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Senator CapPrenart. Inasmuch as the Capehart amendment denies 
anybody the right, or for OPS to give anybody the right—to increase 
prices due to any cost increase after July 26, how can you make that 
statement you just made? 

Mr. Ackuey. In the first place, I am not sure I agree that this 
denies us the right to recognize cost increases after July 26. 

Senator CaPEHART. It does excepting in case of hardship. 

Mr. Ackiey. It seems to me that the provision of the law that 
regulations must be generally fair and equitable remains, and that 
if cost increases after July 26 prevent a regulation from being generally 
fair and equitable, those cost increases would have to be rec ognized, 
just as would cost increases prior to July 26 of the sort, let us say, 
that are represented by indirect costs. 

Senator Capenartr. The law very specifically says that no cost 
increase, for the purpose of increasing prices, can be used after July 26. 

Mr. Ackuey. Individual applications, that is correct, sir. 

Senator Capenart. If that is a true statement, then you are right 
back where you were under the 1950 act. 

Mr. Ack.ry. After the price level has been raised sufficiently to 
take care of the problem of individual applications. 

Take our ceiling, for example, on wholesale beef. Individual 
adjustments by packers who allocated their costs, let us say, in a 
different way than other packers allocated theirs, could destroy that 
uniform ceiling, and could destroy the possibility of uniform ceilings 
at wholesale and retail. 

Senator CarpeHArT. Could you not set up a regulation on material 
increases in costs and direct labor that they must follow? You did 
it in the case of increased material costs, and increased direct labor 
cost. You specified the regulations and the rules under which they 
operate. Now, you can do that just as easily on overhead costs as 
you did on material costs and direct labor costs. 

Mr. Ackuey. In other words, the interpretation of the original 
amendmant is that the President can prescribe reasonable allowance 
for these other costs? 

Senator Caprenart. I do not think it was ever intended by the 
Capehart amendment that you could not establish with respect to 
overhead costs the same kind of formula that you did on material 
increases and direct labor increases. That was never the intent. 

Mr. Ackutey. That does not really solve the problem. By their 
nature, these costs are substantially more difficult to define and 
measure. 

Senator Capenart. It is just the opposite. I have had 30 years’ 
experience, and it is just the opposite. The hardest problem to figure 
out is allocating costs, particularly in a small plant, to individual items 
that you are making, because the girl works 1 hour on this, 2 hours on 
another, 3 hours on another, 5 hours on something else, whereas we all 
know exactly what our factory overhead is, we know what our salaries 
are, we can easily figure up what the supplies cost, what the heat and 
light cost, we know what the telephone bill is. It is easy to allocate 
that, and distribute that dollarwise to our sales. It is very simple. 
The hard problem is getting the cost of the individual item, particu- 
larly in smaller plants, and you have the same problem in large cor- 
Saeco because they have many different plants. 

51—pt. 4_—33 
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Mr. Ackury. Yes, sir, but the telephone bill, or the office staff 
cannot—the cost of that cannot be allocated to individual items »,s 
definitely as the services of the employee who shifts from one machin. 
to the other, first because of the fact that there is obviously no wa 
except an arbitrary way of saying how much of the telephone bill 
allocated to the production of this model of chair instead of that mode! 
of chair. 

Senator CapeHartT. You did not try to do that in your regulatio: 
on increase in materials, you did not do it on direct labor. I have 
read vour formula. You said—your formula on direct labor—a year 
ago your labor in the base period was a thousand dollars a week, it 
row $1,200 a week, so you take the increase of $200 and divide it }\ 
the dollar volume of all the products, and that gives you the amount 
that you are entitled to increase your price. 

Mr. Ackuey. Precisely. 

Senator Caprenart. The same formula will work on indirect. | 
agree that you have got to break it down into about four categorics 
maybe more. You have got to break it down into distribution 
Distribution is sales experience, advertising experience. Adminis- 
tration is normally office expense, and officers’ salaries, and telephone 
and other things. Factory overhead, of course, is everything exce)' 
material and direct labor. It is all indirect labor, and the other 
items that go into cost. 

Mr. Ackuiey. I want to point out, however, there is one major 
difference in the case of these nondirect costs, namely that the amount 
of such cost per unit of product depends upor, how many units of 
product you are turning out. The method that we prescribe for 
labor and material cost does not deal with that problem, because we 
assume, with reasonable accuracy, that those costs do not vary 
with volume. But if the wages of your office help have gone up 10) 
percent, since a year ago, that does not mean your cost of office help 
has gone up by 10 percent. 

If your volume is double, the cost of office help may have gone down 

Senator CapeHart. You simply so specify in your regulation 
You deal in dollars, rather than percentages. For example, say that 
my entire factory overhead last year was $10,000 a month, and | 
was doing a hundred thousand dollars worth of busine ‘SS, that is 10 
percent. 

Now, say that my overhead today is $15,000, and I am doing 
$300,000 worth of business, therefore it is 5 percent. You can issuc 
a regulation covering that. In that instance a man would not be 
entitled to increase in overhead. I think that is inferred in the 
Capehart amendment, at least that was the intention. 

Mr. Ackiey. We have dealt with a very simple case as thoug!) 
it were pure arithmetic. Actually the compexities are far greater 
than that. In the first place, we are asked to get costs as of certain 
dates. Now, what is the volume of sales or production as of a certain 
date? Some of these costs should properly be allocated on the basis 
of production. Others on the basis of sales. The argument about the 
proper way of allocating these could go on forever. Mr. DiSalle’s 
testimony a couple of weeks ago gave, I thought, an excellent examp!: 
of the problem by referring to this case of the accountant who studied 
allocation of overhead in the rubber industry. 
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Senator CapEHART. Let me say this. I have studied your tentative 
CPR 22-X, which was to put the Capehart amendment into effect, 
and I think you have done a good job, that industry can live with it. 
J think it pretty much follows the intent of the Congress. 

Mr. Acktry. The manufacturers who met with us and discussed it 
found numerous difficulties in the overhead adjustment. 

Senator Caprnart. They always will find difficulty with it, of 
course. 

Mr. Ackury. Even if it were feasible to do it, one must recognize 
that this individual pricing is simply not good price control. 

Senator Capenarr. It is not individual pricing, excepting if you will 
issue regulations. For example, the original law re quired, in my 
opinion, at least my intention was, that you give as much consideration 
to distribution costs, transportation costs, and other costs as you have 
been giving to material and direct labor. At least that was my 
intention, and I think it was the intention of Congress. You did work 
it out on materials and direct labor, but you said to industry you must 
absorb all other costs? 

Mr. Ackiey. That is not quite what we said to industry, Senator. 
We said other costs have probably on the average declined. In those 
cases where they may have increased, and our regulation is not gen- 
erally fair and equitable to an industry, let them come in and show 
us, and we will make the appropriate adjustment. We said that it 
was administratively not feasible to try to treat these other elements 
of cost on an individual pricing basis. We had taken care of the major 
ones. This taking care of the major elements of cost accomplished 
the basic purpose of these regulations, and I think one must remember 
always their basic purpose. They were a transitional step to get 
away from a completely messed up price structure that you had in 
the general freeze. They were not intended as a permanent means of 
control, and were recognized as quite inadequate for that purpose. 
We did have to get out of the situation we found ourselves in with the 
general freeze, some prices way too high, and others too low. 

Senator Capenart. I think we are going to have entirely a different 
situation in the next 2 years than in the last 3 years, in that volume of 
civilian production is going to go down and down and down because 
of shortage of materials, and therefore the overhead is going up, and 
that is one of the bad features of the Capehart amendment as far as 
industry is concerned. I have been surprised that they did not oppose 
it because of the fact that there is an absolute cut-off on July 26. 

Mr. Ackupy. I think one reason they have not been opposed to it 
is that despite ‘the fact that production of certain civilian items will 
be curtailed, total production of the economy and total production 
of most firms in the economy will continue to rise. 

Senator CAPEHART. You mean as a result of war materials? 

Mr. Ackuey. Yes. 

Senator Capenart. I think that is true in many instances. in 
many instances it is not going to be true. 

Those are all the questions I have. 

Senator SPARKMAN. Senator Bricker. 

Senator Bricker. Coming to the hardship matter, what do you 
mean bv “break-even point’’? 

Mr. Avkuey. I suppose a price which will remove any loss in opera- 
tions, 
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Senator Bricker. In other words, if a man is making half of one 
per cent, he has not reached the point where you consider it a hardship 
case. 

Mr. Ackiry. Under existing regulations—I think before I even 
answer that I would like to point out a distinction between individual 
hardship and prices that are generally fair and equitable. 

Senator Bricker. You do not take into consideration the indiv 9m 
cases at all. You want to put it on an industrywise basis, and 
general price level basis. 

Mr. Ackxuey. No, I think, on the contrary, we have to give a double 
kind of guaranty. We have to give a guarantee that our price for an 
industry, or a product must be generally fair and equitable, and it 
obviously cannot be that if most of the producers are in a financial 
hardship position. 

Senator Bricker. Financial hardship applies to individuals. 

Mr. Ackiey. That is correct, sir. 

Senator Bricker. And individual concerns. 

Now, if a man is making one-half of 1 percent profit, would you say 
that he is in a hardship case? 

Mr. Acktey. It would depend on what industry he is in. In some 
industries, for example, meat packing—— 

Senator Bricker. If he were within the excess profits tax for the 
last 3 years, he would not have any rights at all, then. 

Mr. Ackuey. I would want to look further and find why his earnings 
are abnormally low relative to the rest of the industry. 

Senator Bricker. You want to conduct his business for him. 

Mr. Acktey. No. I would like to look at his business. If the 
reason he is in bad shape is because our regulation has an unreasonable 
differential in it, or because it froze | im low, I would say we have a 
responsibility to take care of that sitv ation. 

Senator Bricker. On an individual basis. 

Mr. Ackuey. By adjusting our general regulation so as to remove 
discrimination. 

Senator Bricker. I am trying to find out when that individual 
under the hardship case gets any relief. 

Mr. Ack.tey. Under present individual adjustment provisions, if 
he is not eligible because his price is out of line, frozen out of line, or 
because our regulation is discriminatory, at the present time he has 
the final last resort protection of a general adjustment provision that 
cuts across all regulations, regardless of what other relief you may 
be eligible for, this is the last bulwark. You do not have to operate 
at a loss, either over-all, or in any one of your individual plants. 

Senator Brickrr. What do you consider a reasonable profit for 
that individual who is a high-cost operator? 

Mr. Ackury. Is this simply an abstract question in economics, sir? 
We could talk about reasonable profit almost indefinitely. One could 
argue, I suppose, that if a man has been in the red ink for 6 out of 
the last 8 years, a reasonable profit for him is perhaps red ink. We 
do not take that position. We say regardless of how inefficient you 
are, or how much you have lost money in the past, we will at least 
bring you up to break even. 

Senator Bricker. What is “break even’’? 

Mr. Acxtey. A price which at the time it is calculated does not 
require any loss. 
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Senator Bricker. And no profit considered. 

Mr. Ackiry. We would presumably aim at a break-even in the 
adjustment. Of course, if later on he improved his efficiency and 
removed the loss, we would not go back and say you have got to get 
your price back down again. 

Senator Bricker. In the meantime what does he do? 

Mr. Ackxury. In the meantime I suppose he goes on ope rating. 

Senator Bricker. At a loss; or goes out of business? 

Mr. Acker. Not at a loss, sir. If the adjustment has not been 
sufficient to prevent making a loss, he can come back in and get a 
further adjustment. 

Senator Bricker. How long on the average does it take to process 
these applications in hardship cases? 

Mr. Ackury. I do not know that I have that figure with me. 

Senator Bricker. Do vou know, Mr. Leventhal? 

Mr. Leventuat. They have been given a priority and processed 
quickly, senator. 

Senator Bricker. Have you had any cases in court on this pro- 
vision? 

Mr. Acktey. No; not on this provision. 

Mr. Leventuau. There is a court case filed by Safeway Stores with 
respect to the Capehart amendment, section 402 (d) (4), in which 
they are asking for a mandatory injunction for the issuance of a 
regulation to permit it to file under section 402 (d) (4), which raises 
the question of whether a retailer is supposed to be under 402 (d) (4). 
That was just filed yesterday or the day before, I understand. 

Senator Caprnart. Do you think retailers come under 402 (d) 

Mr. Leventuau. No, I do not. 

Senator Bricker. That is all, Mr. Chairman. 

Mr. Leventruar. As you know, there is a certain amount of con- 
fusion in the legislative history on that point. 

Senator Capenart. They would come under the Herlong amend- 
ment. 

Mr. Leventuau. I think that is correct, Senator Capehart, but 
there is actually a reference in the legislative debate where at one 
point you said, in answer to a question, all sellers are covered by this 
regulation. That has been used by the lawyers for wholesalers and 
retailers as indicating a congressional intent that all sellers mean what 
it savs. I do not think it is an appropriate reference, but the point 
is going to be litigated. It remains a moot question. I think it was 
a general statement which was taken out of context. 

Senator Bricker. It applies only to manufacturers and processors, 
and they have interpreted it as applying to everybody, because of the 
use of the word ‘‘all sellers.”’ 

Mr. Leventuat. This company interprets it that way; yes, sir. 
They presented that petition to the Emergency Court the di ay before 
yesterday. 

Senator SpaARKMAN. Thank you very much. 

The committee will stand in recess until 3:30 0’e = « this afternoon, 
when we will meet in executive session in room F 

(Whereupon, at 12:45 p. m., the committee eae 

(The following statements were received for insertion in the record:) 
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SEPTEMBER 19, 1951. 
Hon. Burnet R. MAyYBANnk, 


Chairman, Senate Banking Committee, 
Washingion, D. C. 


Mr. Chairman and members of your committee, my name is Gibbs L. Baker, 
attorney at law, with offices in the Shoreham Building, Washington, D. C. It is 
requested that this statement be made a part of the record of your hearings on 
the so-called Capehart amendment to the Defense Production Act of 1950. 

I represent Chas. Niedner’s Sons Co., 10-20 James Street, Malden, Mass., 
which has for more than 50 years manufactured only one product, namely, unlined 
linen fire hose. Although there are three or four other domestic manufacturers 
of linen fire hose, Niedner produces about 40 percent of the linen fire hose in the 
United States. It is understood that the Munitions Board has classified linen 
fire hose as an essential item and flax fiber and yarn as essential imports. Since 
flax yarn has been in short supply the prices for imports thereof have skyrocketed. 

Neidner is a small, well-established manufacturing concern which is being forced 
under present ceiling prices to operate at a loss due to substantial increases in its 
costs as defined in the Capehart amendment to the Defense Production Act of 
1950 (subsec. (d) of sec. 402 of the Defense Production Act of 1950 as amended by 
sec. 104 (e) of Public Law 96 approved July 31, 1951). Sinee April 1951 Niedner 
has sought relief from the Office of Price Stabilization where it established a 
meritorious case, but that agency has not acted on account of alleged impediments 
which are understood to have been removed by the Capehart amendment. Now 
OPS is apparently waiting for substantial changes to be made in the Capehart 
amendment. However many manufacturers such as Niedner, in order to stay 
in business must be allowed to increase their ceiling prices so as to cover corre- 
sponding increases in costs, as now provided in the Capehart amendment, and 
they should not be denied merited relief by OPS because their particular problems 
do not necessarily involve others in the same industry. Many small businesses 
cannot properly be regulated on an industry basis unless there is ample provision 
that unwarranted hardships be resolved on an individual basis. 

Unlined linen fire hose manufactured by Niedner is the hose which you see 
racked up and ready for use in practically all public buildings, manufacturing 
plants, warehouses, lofts, office buildings, apartment houses, department stores, 
hospitals, etc. It is also needed by Federal and State conservation and forestry 
services, the Army, Navy, and Air Force, the merchant marine, railroads, and 
airlines. It is light, dependable and economical. The other type of fire hose, 
namely, cotton rubber lined, is a heavy, high-pressure hose generally used by 
trained fire departments. Both types of fire hose have their particular necessary 
uses in fire fighting. 

Unlined fire hose is made entirely from flax. It is so woven that when water 
flows through it, the flax of which it is made swells up closing all pores except 
for a designated amount of seepage which keeps the outside of the hose wet and 
thus helps to prevent fire or heat from burning holes in it. This makes linen fire 
hose particularly necessary in fighting forest fires and other conflagrations where 
hose has to be run over smouldering and hot areas. 

The domestic fire hose industry is very important to our national security and 
defense, although it is small in size. Such can be appreciated from the important 
part which linen fire hose plays in fire fighting. The last war really showed the 
necessity of having an ample and efficient fire hose industry in the United States. 
Imported linen fire hose was almost nonobtainable. The same was true of cotton 
rubber-lined hose. The United Kingdom supplies practically all linen fire hose 
to other parts of the world, and in another war we would not only be cut off 
from such sources of import, but would doubtless have to supply in addition to 
our own needs, those of our allies. Moreover during the last war when we had 
only our own requirements to meet, our domestic production which was about 
double what it is today as shown by the following approximate figures, was 
hardly sufficient for our military needs and our civilian defenses, forestry services 
and the public had to be neglected. Luckily we were not bombed, but in another 
war we undoubtedly will be bombed and will have wholesale conflagrations with 
which to deal. 


Noisy TETATAT TART TeTTAAT (OAS AA TTRATRA SAIN AT UGC GC 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3309 


Linen fire hose manufacture in United States 


Volume Volume 
(pounds) (pounds 
1, 265, 984 | 1946___- . ; 623, 488 
1, 479, 469 | 1947___ . , tas 693, 070 
1, 733, 580] 1948 715 
781) 1949__ ; 72 
508 | 19% Es . 18H 


», 588 
4, 273 
), 000 


1 Estimated. 


Domestic manufacturers of linen products are largely dependent on imports of 
flax in one form or another. The principal suppliers are the United Kingdom and 
the low countries of Western Europe. Some flax fiber is grown in the United 
States, but it is only a verv small fraction of our needs and the quantity suitable 
for linen fire hose is negligible. Niedner has to import almost all of its material 
requirements in the form of flax yarn. The prices therefor which are not controlled 
by the United States have increased over 50 percent since December 1949, of 
vhich increase about half has been since March 15, 1951. In order to obtain 
ieliveries, Niedner has had to place its orders 6 to 12 months in advance, with 
prices to be set by the foreign suppliers generally about 3 months after the order 
is placed. 

Since Niedner obviously could not absorb such large increases in material costs, 
t sought relief from OPS commencing in April of this vear. As a manufacturer- 
importer, Niedner believes that it should come under CPR 31 wherein OPS 
recognizes that the prices of foreign suppliers are uncontrolled, and therefore 
permits current cost adjustment to base ceiling prices on imports. However, in 
CPR 31 importers are defined as wholesalers, retailers, and processors who do not 
change the character of theirimports. Thus manufacturer-importers are excluded 
from the benefits of CPR 31 although the same considerations should applv to 
them as to other importers. Moreover manufacturer-importers are an important 
group of importers who not only account for a large portion of the total volume 
of imports, but are also important to our economy since they take imported 
material and emplev American labor to fashion it into goods for our domestic 
markets. Nevertheless manufacturer-importers are relegated to CPR 22 with a 
March 15, 1951, cut-off date for ceiling price adjustment on account of increased 
costs of imported materials. 

Since the mandatory date for filing under CPR 22 has been postponed from 
time to time Niedner has remained under general ceiling prices in order to avoid 
further losses it would have to suffer under CPR 22 unless it is granted relief. In 
the latter regard a formal petition for relief was filed by Niedner on June 19, 1951 
OPS Docket No. 2022-7—P), and was referred to the Durable Goods Division, 
Hardware and Accessories Branch. All pertinent and requested facts and 
figures were furnished, and a number of conferences were had. OPS took the 
position that Niedner was not vet under CPR 22 although it will be required to 
come thereunder, and that the relief provisions of CPR 22 are not available to an 
individual manufacturer. Therefore OPS suggested that Niedner apply for relief 
under GOR 10, which is inadequate since the relief thereunder is conditioned 
upon price ceilings of other manufacturers and at best cannot exceed a break-even 
point with no profit. 

The Capehart amendment apparently removed the above mentioned obstacles 
to relief by providing for individual adjustment to base period prices for increases 
and decreases in costs through July 25, 1951. It is only right that present ceiling 
prices which are determined separately for each business should be adjusted on 
an individual business basis to prevent undue hardship caused by substantial 
increases in costs since the period upon which the ceiling prices are predicated. 

Accordingly, on August 23, 1951, Niedner filed a further petition with OPS 
for relief under the provisions of the Capehart amendment. It furnished there- 
with detailed facts and figures in support thereof, which showed increases in 
costs since the base period. It has only received an acknowledgment from OPS 
dated September 12,-1951, saving, ‘Please be assured that your communication 
will reeeive expenditious handling. A reply to your petition will be forthcoming 
as soon as possible.”” On inquiry it appears that nothing will be done at OPS 
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in that regard until new regulations are issued and that such regulations wil! 
probably not be issued until after the Administration’s proposals to change the 
Capehart amendment have been acted upon. Meanwhile, Neidner and other 
businesses are not being provided sorely needed ceiling price adjustments a 
prescribed by law. 

It is therefore urged that the Congress not change the individual cost-adjust- 
ment provisions of the Capehart amendment except to provide that the July 
25, 1951, cut-off date for adjustment be moved forward from time to time so as 
to permit adjustment for current costs, and that if a business applies to OPS 
with supporting facts and figures for adjustment under the Capehart amendment 
and OPS does not deny the same within 30 days for good and sufficient cause, 
the adjustment applied for shall automatically become effective. 

Respectfully submitted. 

Cuas. NIEDNER’s Sons Co. 
By Giegs L. Baxer, Attorney, 


STATEMENT OF AMERICAN RETAIL FEDERATION, ROWLAND JONES, JR., PRESIDEN? 


Mr. Chairman, the American Retail Federation, composed of 22 national retail 
trade associations and 32 State retail associations, is opposed to any change at 
this time in the Defense Production Act of 1950 as amended. 

The retailers of the United States are proud of their record of conformance wit! 
the spirit and letter of price and wage controls. Immediately after the Korea: 
attack, retailers in all trades joined to make available to Government the benefit 
of the industry’s experience in the field of economic controls. Specialized com 
mittees of top industry men were created to assist Government in the development 
of effective, realistic regulations, When and if necessary, for the retail field. 

Retailing did not oppose the enactment of the Defense Production Act of 1950 
Instead, guided by the experiences during World War II, it recommended to th 
Congress that, if and when prices were to be controlled, all cost elements in tt 
economy, including wages, should be controlled simultaneously. 

During the months which followed enactment of the law, retailers were di: 
appointed at the delay in setting up the administrative agencies and procedure: 
essential to making it an effective instrument for stabilization. However, with the 
establishment of the Office of Price Stabilization, our industry has worked closely 
with Mr. DiSalle and his staff, and retailers believe that a sound system of pric 
stabilization has been developed at the retail level. 

With the assistance of our industry’s organization, the Retail Industry Com- 
mittee, OPS instituted in the base retail regulation, CPR 7, the principle of 
margin control which experience in World War II had shown to be the most 
effective way of controlling retail prices for those categories of consumer goods 
which lend themselves to the margin-control technique. 

In its recent revisions of the act, the Congress through the Capehart and 
Herlong amendments took further recognition of the necessity of shaping controls 
wherever possible in accordance with the accepted business methods and practices 
which have been established by competition and are traditional in our economic 
system. 

These amendments recognize the basie economic truth that the valid costs of 
production and of doing business must be reflected in the price of the finished 
article or it will either not be produced or it will be distributed through black 
markets. Approval by the Congress of these important.amendments provided 
assurance to the business community that while traditional methods and practices 
were to be controlled they would not be destroyed. 

In the light of the congressional action, which made for a more effective stabili- 
zation law, the business community was shocked at the statements of the President 
that the law was ‘“‘unworkable”’ and ‘‘could not be administered.” 

First, no attempt has been made to administer the amended law to determin 
whether it is workable. Effective administration of any law depends entirel) 
upon a concerted, sincere effort in the administrative agency and the cooperatio! 
of the individuals affected. 

Lhe retailers of America are ready today as they have been in the past to 
cooperate fully in giving the amended law a fair trial and making it work, for 
retailers suffer from inflation along with everyone else and they fear its effects. 
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Secondly, the Defense Production Act of 1950, as amended, closely follows the 
accepted pattern of doing business. Certainly it would appear logical that con- 
trols under a familiar and recognized business system would be more easily 
administered than to attempt to impose a new and foreign system. In a time of 
crisis there must be a@ minimum of confusion and floundering. In the opinion 
of retailers, the present act does minimize such confusion. 

Likewise, unless a clear course is charted, business cannot operate efficiently. 
It is indicated that the President would endeavor to put business on a day-to-day 
basis pricewise, With no businessman knowing from one day to another what his 
prices were to be, what costs he would have to absorb, and whether or not he 
could break even at the end of the vear. 

In analyzing the approach now proposed by the President, it seems abundantly 
clear that instead of sound administrative principles, the political-approach has 
become the attitude of the day. What else can be concluded when the amended 
provisions of the 1950 act are inecongruously labeled ‘‘cost-plus,”’ ‘‘guaranteed 
profits,” and retailers are described as ‘‘agents for inflation”? The act has been 
termed a “fraud”? upon the American people. Can there be a greater fraud than 
denouncing a statute seriously considered by the Congress of the United States 
and signed by the President, without an honest effort to administer it? 

Retailing recognizes that no law is perfect. But retailers always reserve 
judgment on a product until it is tested. Good business sense has established 
that principle. Therefore, it is hoped that this committee and the Congress, in 
its good judgment, will require a test of this act before hastily altering or amending 
it. If after 3 or 4 months’ sincere effort to carry out its provisions it is shown 
that defects exist, changes could and should be made. Only then could real 
defects be determined, and sound remedies suggested. 

The transcript of the hearings before the Banking and Currency Committee 
in executive session on the proposed amendment pinpoint our anxiety in regard 
to premature changes in the 1951 act. Mr. Charles E. Wilson, Director, Office 
of Defense Mobilization, in response to questioning, admitted freely that recent 
increases in wages granted by the Wage Stabilization Board would be certain to 
foree increases in prices throughout the economy. He also admitted that when 
these increases in prices have occurred it will be necessary to again increase wages. 

Thus, the business community finds itself on a merry-go-round without end 
and must take the position that business firms at all levels in the economy must 
not be made the whipping boy of price control through compulsory absorption 
of wage and other cost increases. 

To allow such to happen would simply represent a concealment of inflation 
and a damming up of economic forces which sooner or later must find release. 
The experience following World War II price control and the results following its 
repeal serve as abundant evidence of this fact. For these reasons, the American 
Retail Federation respectfully urges that the present act not be reopened for 
amendment during the closing days of the present session of the Congress, 


UNITED StTares SENATE, 
CoMMITTEE ON PurLic Works, 
Se ple mber 1] h 1951. 
Hon. Burner R. Maypank, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C, 

Dear Mr. Cuarrman: I wish to hand you herewith two resolutions adopted 
by the board of directors of the South Dakota Stock Growers Association at the 
quarterly meeting held on September 11. 

Resolution No..1 asks that all controls on livestock and livestock products be 
lifted. 

Resolution No. 2 opposes enactment of any legislation which would grant 
authority to the Office of Price Stabilization to reimpose slaughtering quotas. 

[ trust that the above-mentioned resolutions will be considered by the members 
of your committee when amendatory price-control legislation is considered. 

With kindest regards, I am 

Sincerely yours, 
Francis Case. 
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ReEso.uTion No. 1 


PRICE CONTROL 
Whereas price control has caused only uncertainties in our industry and has 
resulted in less meat for the American table and higher prices than we would ha 
or will have had without it; and 

Whereas OPS is failing in the control of wages and prices of other commoditi 
and has placed the control of livestock and meat in the hands of those who are 1 
only unfamiliar with it but unfriendly tothe industry, who have consistently point: 
out the erroneous belief that the livestock industry is owned by rich cat 
barons making fabulous fortunes from the industry ; and 

Whereas the truth is, with the exception of a very small percent, the industry 
owned by those whose incomes are no more than those working in industry a: 
putting in from dawn to dark, 7 days a week, and many living in very remo 
circumstances: Therefore be it 

Resolved, That we urge OPS to release all controls on livestock and livesto 
products and give the industry an opportunity to furnish the necessary meat [ 
the American table; and be it further 

Resolved, That a copy of this resolution be sent to the Director of OPS and ea 
of our congressional delegates. 
























REso.utTion No. 2 
SLAUGHTER QUOTAS 


Whereas a bill has been introduced in Congress to reenact the power of tly 
Director of Price Control to establish slaughter quotes; and 

Whereas the imposition of slaughter quotas will permit @ surplus of cattle at 
the terminal merkets at the end of each quota period to the extent that the 
cause severe breaks on the markets, which in turn will result in less productio: 
encourage black markets, and with a final result in less meat for the America 
table: Therefore be it 

Resolved, That we urge our Congressmen and Senators to use their best effort 
in defeating this bill. 




























STATEMENT OF CoopERATIVE Foop DistrisutTors oF AMERICA, Epwarp G. 1): 
SrautTe, GENERAL PRESIDENT 


My name is Edward G. De Staute. I am general manager of Spartan Grocer: 
Inc. of Los Angeles, Calif., and president of the Cooperative Food Distributors 
of America. I appear in opposition to the proposed bill 8. 2092 for three reaso: 

First, the proposed bill eliminates retailers and wholesalers from its benefits 
It limits the applicability of its relief provisions to manufacturers and processors 
We see no reason to eliminate wholesalers and retailers in any amended form o! 
the Capehart amendment (sec. 402 (d) (4)). What is fair for the manufacturer 
and processor is also fair for the retailer and wholesaler. Advocates of S. 2092 
may argue that the Herlong amendment (sec. 402 (k)) affords adequate protectio 
to the retailer and wholesaler. This new section of the amended act require> 
that retailers and wholesalers must get the customary percentage margins pr 
vailing during the period May 24 to June 24, 1950. But the Herlong amendm« 
has no individual relief or appeal provision as does the Capehart amendment 
and we feel such individual appeal right is necessary. This brings me to my nex! 
point. 

Second, the proposed bill weakens the right to apply for adjustments in the 
ease of hardship or inequity. The Capehart amendment gives any perso! 
subject to a ceiling-price regulation the right to apply for adjustment of his ceiling 
price if he is entitled to such adjustment using the costs standards set forth in th: 
Capehart amendment. This specific appeal provision by an individual on t! 
basis of his individual business is very valuable. We have been informed by ow: 
counsel that such appeal could not be effectively made under the old law. W: 
have been further informed that it could not be made under the proposed 8. 2092 
which simply states that ‘‘the President shall make appropriate provision fo: 
adjustment” in hardship cases. Experience with price control has shown that 
such general language results usually in no relief at all. 

Third, the proposed bill lists costs which may be made the basis for ceiling-pri: 
adjustments in a much less specific manner than a similar list in the Capehar' 
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amendment. The proposed bill also gives the President the right to determine 
which of these costs are “properly allocable” to production and sales by manu- 
facturers and processors. We think this is undesirable if any such adjustments 
are to be allowed. The specific list of costs set forth as a basis for adjustment in 
the Capehart amendment, with the proviso that the President may exclude such 
of those as he finds are unreasonable and excessive, gives ample administrative 
elbow room to the OPS. 8S. 2092 widens the elbow room to a gaping hole, and 
we do not see the basis for such increase in the exercise of discretionary authority. 

For all of the foregoing reasons, we oppose the passage of the bill 8. 2092, which 
would place the penalty of increased cost on one segment of our economy while 
arbitrarily allowing other segments to escape the burden. 


STATEMENT OF GENERAL FEDERATION OF WOMEN’S CiuRs, Mrs. GILBERT 
F. Lorss, CHAIRMAN, ConsuMER DivIsION 


The General Federation of Women’s Clubs is an organization with an aggregate 
membership in the United States of some 5% million women, of whom nearly 
800,000 hold per capita or active membership. These women, representing 
largely the homemakers of America, are deeply concerned and alarmed by the 
current high cost of living, the further inflationary pressures which threaten as a 
result of the national-defense program, and the inadequacy of the National 
Production Act, in its present form, to control these pressures. 

In May 1951 the delegates at the General Federation’s convention in Houston, 
Tex., adopted the fotlowing resolutions: 

‘‘Whereas inflation is second only to war itself as a menace to the national 
economy and to individual welfare; and 

“Whereas the United States now faces grave dangers of uncontrolled inflation; 
and 

‘Whereas temporizing with the situation undermines our whole economic 
structure as @ nation and brings disastrous and unjustifiable hardship to our 
people: Therefore be it 

‘Resolved, That the General Federation of Women’s Clubs, in convention 
assembled, May 1951, urge the Government of the United States to act with 
promptness and firmness in this emergency by adopting and enforcing control 
measures without regard to partisan, political considerations, or the interests of 
special groups; and be it further 

“Resolved, That the General Federation of Women’s Clubs declare its con- 
viction, despite difficulties involved, that food prices should be rolled back to 
those prevailing on or about November 1, 1950, and all other vital consumer 
items to levels relatively in balance with the food prices of that date.’’ 

Because the Defense Production Act as amended falls far short of the control 
measures called for by the above resolution, the General Federation of Women’s 
Clubs urges the repeal of the following crippling amendments to the National 
Production Act: 

1. Section 402 (d) (4) (the roll-back limitation, roll-forward requirement for 
manufacturers and processors). 

2. Section 402 (k) (the percentage-margin provision for distributors). 

3. The last sentence of section 101 (the prohibition of slaughter quotas). 
The General Federation objects to section 402 (d) 4 because — 

1. The wage-price spiral will prove disastrous to people with fixed and 
limited incomes, thereby affecting our whole economy. 

2. The section places a heavy burden of computation and reporting on 
business, which is complicated, unwieldy, and, in many cases, will not be a 
true picture. 

3. The section also encourages violation of regulations; promotes dis- 
honesty. 

To section 402 (k) because— 

This needlessly boosts prices, proves a hardship to the consumer and en- 
courages inflation. 

To section 101, last sentence, ‘“‘prohibition of slaughter quotas,” because— 

It is inconsistent with the desire expressed by Congress to have price 
ceilings effective and workable. Quotas are necessary to (1) make ceilings 
effective, (2) discourage black markets, (3) protect civilian needs, and (4) 
uphold the whole system of price control. 
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Hanson, Loverr & Dats, 
Washington, D. C., September 19, 1951. 
Hon. Burnet R. MayBank, 
Chairman, Committee on Banking and Currency, United States Senate, 
Senate Office Building, Washington, D. C. 

Dear Senator MAayYBANK: Safeway Stores has directed me to make its position 
in opposition to the repeal of the Capehart amendment known to your committee 
with a request that it be incorporated in the record of your committee on the 
proposal to repeal this provision of the Defense Production Act. 

Safeway is a food chain operating approximately 2,000 retail stores in 23 States 
and in the District of Columbia. It is affected by all of the regulations of the 
Office of Price Stabilization affecting the sale at retail of foodstuffs. 

Safeway desires to call to your committee’s attention particularly the fact that 
whereas its prices on many of the items which it sells were frozen by the pro- 
visions of general ceiling price regulation as of the base period December 19, 
1950, to January 25, 1951, its suppliers’ prices to Safeway were not similarly 
frozen. 

The result of the operation of general ceiling price regulation and other regula- 
tions issued by the Office of Price Stabilization has been to diminish—even in 
some cases wipe out—the small margin of profit realized by Safeway in the nor- 
mal conduct of its business. That this margin never was exorbitant is demon- 
strated by the fact that on sales in excess of $1 billion in 1950 Safeway realized a 
profit of but 1.4 percent on sales. 

The Capehart amendment provides that applications for adjustment in prices 
may be made by those adversely affected by the regulations of the Office of 
Price Stabilization. Furthermore, this amendment provides that ceiling prices 
promulgated shall reflect adjustment for increases or decreaess in cost occurring 
subsequent to the date on which the applicant received its highest price and prior 
to July 26, 1951. 

Safeway has filed applications for adjustment and has submitted evidence to 
the Price Director in support thereof. To date no action has been taken thereon 
and Safeway has been informed that no such action will be taken until (a) Congress 
determines whether or aot to repeal the Capehart amendment without first having 
it thoroughly tried out; or (b) in the event Congress refuses to repeal the Capehart 
amendment a study of retail prices Nation-wide is completed by the Office of Price 
Stabilization. The study in turn will consume several months of the 12-month 
period during which the law is operating. 

Safeway’s operating costs for the United States as a whole have increased 18.5 
pereent during the period January 1950 through July 1951. These in turn when 
related to sales amount to approximately 2.5 percent of sales. Thus it can be 
seen that the application of the Capehart amendment to a food retailer will not 
result in material increases in price. 

Safeway itself has surveyed some 858 grocery items of which it found that 82 
percent are entitled to increases under the Capehart amendment. Of these, 
however, approximately one-third were for only 1 cent per item. 

The average grocery item sells for about 30 cents. <A l-cent profit on such an 
item, therefore, equals about 3 percent on sales. Conversely if costs go up as 
they have done, the merchant operating on a narrow margin of profit on sales as 
does Safeway and who is prohibited from using them as a factor in making his 
prices is threatened with bankruptey. It is Safeway’s opinion that the applica- 
tion of the Capehart amendment in the retail food business is essential to that 
business and that adjustments in price should be made, as costs increase or de- 
crease just as is provided for in the amendment. 

The retail food business is not a static one. The turn-over of merchandise is 
great. There are many fluctuations in cost to the retailer from week to week. 
His prices to his customers must be calculated upon his actual costs if he is to 
remain in business. Flexibility in the handling of such fluctuations is imperative. 
To date no equitable, fair or proper substitute has been found for the practice of 
basing prices at retail on a margin over cost. 

Very truly yours, 
EvisHa Hanson, 
Attorney for Safeway Stores, Inc. 
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Mitx INpustry FOUNDATION, 
Washington 6, D. C., September 17, 1951. 
Hon. A. Wituis Ropertson, 
United States Senate, Washington, D. C. 

My Dear Senator: I note that you are conducting brief hearings regarding 
the so-called Capehart amendment to the Defense Production Act of 1950. 

The Milk Industry Foundation is interested in the topic being given considera- 
tion by your committee because of the fact that a procedural regulation has just 
been issued by the Office of Price Stabilization. This procedural order omits four 
basic costs in the computation of total allowable expenses and distribution to 
plant delivery costs, as shown on the form accompanying the order, The omitted 
costs are: 


1. Purchased fuel and power. 

2. Ordinary repairs and ordinary maintenance. 

3. Licenses and taxes (excluding income and certain property taxes). 
4. Purchased transportation of materials and supplies. 


It would appear that in striking the cited cost items from the schedule of 
allowable costs, Mr. DiSalle’s office was assuming that the Capehart amendment 
is not effective or that your committee will vote to amend it so that the procedural 
order referred to with accompanying form will actually be legal. As I write I 
cannot see but what the omission of the four cost factors cited is contrary to the’ 
provisions of the Defense Production Act. 

The costs which have been included as allowable are: plant wages, delivery 
wages, and containers including cans and cases. Obviously these three cost 
factors are of the greatest importance but as the combination of materials and 
wages exceeds 80 percent of the sales dollar in the fluid milk industry, you will 
readily perceive that the four items which have been omitted also become of 
great importance. I would like to point out also, as shown by the enclosed report 
of a survey by the University of Indiana, that the profit per dollar of sales after 
taxes is 2.06 cents (the profit per quart of milk is two-fifths of a cent). 

The fact that this order has come out with the omission of the four cost factors 
cited gives, I believe, a criterion of the intent of the Office of Price Stabilization 
when it is following out the suggested amendment (suggested by the administra- 
tion) to clear up administrative problems of section 402 (d) (4) wherein it says 
“the President shall make appropriate provisions for adjustment for any such 
manufacturers or processors whose ceiling prices result in financial hardships to 
such manufacturers or processors’’. I would conclude that ‘appropriate provi- 
sion for adjustment’”’ in the case of fluid milk distribution would not inelude all 
essential costs. 

We respectfully recommend that your committee consider in any revision of 
the Capehart amendment inclusion of a mandatory direction to the Office of 
Price Stabilization that it recognize established and legitimate costs of doing 
business. We make this recommendation with thorough knowledge of the atti- 
tudes which prevail at certain levels in the Office of Price Stabilization, many of 
whose staff members are of the opinion that processors and distributors can by 
a process of “cost absorption’? hold down sales prices. This opinion is obviously 
based on the belief that as sales volume increases unit costs of overhead decrease. 
Certainly for some manufacturing industries, notably the airplane industry, this 
is true. However, in the great fluid milk industry (the sixth largest industry in 
the United States) it most emphatically does not apply for the reason that in- 
creases in volume are dependent on a change in diet of the American people. 
It is true that experience has shown that in a war emergency when there is a 
scarcity of other proteins, sales of milk increase, but it is also true that the in- 
creased sales volume is very small compared to that in many manufacturing 
industries, especially those having war orders. It may be stated that an increase 
of 5 percent per annum for the industry in the United States is considered very 
large. 

Very truly yours, 
BENJAMIN F. Cast ep, 
Executive Director. 
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STATEMENT OF NATIONAL ASSOCIATION OF MANUFACTURERS 


The National Association of Manufacturers believes that price controls will 
intensify rather than aid in solving the economic problem confronting the Nation. 
We are on record before your committee to that effect. , 

However, the question for consideration now is whether the so-called Capehart 
amendment, approved overwhelmingly by the Congress, or the administration 
amendment contained in 8. 2092 would be most effective and equitable to industry 
and to the public. 

The Capehart amendment, recognizing total manufacturing costs, authorizes 
the inclusion of all cost increases up to July 26, 1951, in establishing price ceilings, 
and permits price roll-backs only after these cost increases have been taken into 
consideration. 

The administration substitute, on the other hand, would nullify the provisions 
of the Capehart amendment to the Defense Production Act of 1950, as amended. 
It would not aid in the efficient administration of the act nor does it contain 
clarifying language. Instead, 8. 2092, if enacted, would give broad discretionary 
powers to the Office of Price Stabilization and prices and profits would become 
subject to the arbitrary dictates of officials of that agency. 

This association believes that S. 2092 would be detrimental to the national! 
defense effort and would not have the slightest constructive effect in turning 
back the forces of inflation. ' 

The major reason for this belief is that 8. 2092 would give to the Office of Price 
Stabilization the widest latitude in determining the level of prices and profits 
The Capehart amendment, if fairly interpreted and put into regulatory form, 
would have a stabilizing effect in that it would end some of the uncertainty which 
has plagued manufacturers in regard to their price ceilings. The Capehart 
amendment spells out definitively what are allowable costs and gives industry a 
reasonable assurance that the “rules of the game’’ will not be changed by arbitrary 
action of a Government agency. Another advantage of giving the OPS a minimum 
of discretion in determining allowable costs is that it would tend to insure that the 
intent of Congress is carried out. 

Use of the broad discretionary powers in S. 2092 carries a grave threat to the 
economy in that profits could be reduced to a point where the financial resources 
of companies would become inadequate to finance new plants and expansion 
programs so vital to the defense effort and to the maintenance of a high standard 
of living. 

PRICE ROLL-BACKS 


OPS has given every indication that it would administer the provisions of 
S. 2092 in a manner which would not permit industry to recoup all legitimate cost 
inereases. For example in CPR 22X, a tentative regulation dodened to put into 
effect the Capehart amendment, many legitimate overhead costs are disallowed 
and it is so difficult to calculate those that are allowed that manufacturers who 
have seen the order contend that for all practical purposes it is little better than 
the original which did not allow any overhead costs. 

Testifying before your committee on August 30, 1951, Mr. Michael V. DiSalle, 
Director of the OPS, defended the OPS’s cost-absorption theory. He stated in 
part that ‘‘business has practiced cost absorption for years’’ but failed to point 
out that such absorption has not been achieved through the elimination of profits 
but through increased efficiency and productivity. Such increases in efficiency 
and productivity result from large investments in new machines and new plants 













EFFECT ON PLANT-EXPANSION 





PROGRAMS 





It is obvious that prices must reflect legitimate costs or else companies could 
not long stay in business. If instances of chiseling or gouging come to light the 
Capehart amendment, if properly administered, provides adequate protection 
to the public. Inadequate profit margins would seriously threaten plant-expan- 
sion programs which are needed in order to meet the greatly increased production 
which will be needed in the long-range defense effort. Such increased production 
is not only required for our defense effort but is also needed to put a brake on 
inflation. In recent years business has had to rely heavily on retained earnings to 
finance plant-expansion programs. 

It is estimated that business will have to spend $25 billion for plant and equip- 
ment in 1951 as compared with $18% billion in 1950. If a further drain on profits 
is to occur as a result of the cost-absorption theory of OPS, how will the capital- 
expansion program so vital to the defense effort be met? Will corporations bx 
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forced to forego in part their plans for expansion of plant and equipment? Will 
their only alternative be to resort to a large volume of debt financing with a 
consequent inflationary pressure on the economy? Or will the net result be that 
proponents of Government-owned manufacturing plants will be successful in 
the ir quest for the powers and funds to carry out their programs? 

If 8. 2092 became law it is evident from OPS regulations that legitimate increases 
in overhead costs since Korea would not be considered in adjusting price ceilings. 
Such cost increases are just as real as direct-cost increases. In this connection 
it must be remembered that the wage-stabilization program, which is designed to 
permit wage increases, will result in certain increases in overhead cost. Overhead 
costs in numerous industries are many times those of direct material and labor 
costs. It is true that overhead costs per unit tend to decline in periods of marked 
sales and production increases but such a situation has not prevailed for all 
industries since Korea. In fact in some industries, particularly in the consumer 
durable goods field, substantial decreases in volume have been recorded. 

S. 2092 would substitute for affirmative price relief only the financial hardship 
type of relief. The bill does not give a definition of financial hardship but it is 
evident that it means that a company must be in a loss position before relief would 
be considered. That is the standard of relief which was set up in OPS General 
Overriding Regulation 10 and it is evident that OPS is anxious to stick to that 
standard despite the clear intent of Congress to the contrary. 


PROBLEMS OF ADMINISTRATION 


OPS has grossly exaggerated the administrative problems arising out of section 
102 (d) (4). Even if these problems were as formidable as OPS says, which is not 
true, S. 2092 does not solve any administrative problems nor clarify the language 
of the existing act. : 

Mr. DiSalle objected to section 402 (d) (4) of the current Defense Production 
Act on the grounds that the use of individually computed prices would block the 
application of broad techniques of price control. This statement does not carry 
the ring of conviction. After all, the OPS announced on several occasions since 
early 1951—and prior to passage of the Capehart amendment—that its next major 
objective would be specific individual dollars-and-cents price ceilings. 


What OPS is asking is an opportunity to return to that arbitrary objective 
without being obliged to adjust each price on the basis of actual increases in total 


costs. 


ALLOCATING OVERHEAD EXPENSES 


OPS complains about the difficulties of allocating overhe: ad expe nae s to different 
products, vet such allocation has been achieved with great skill in large concerns 
uid they need only be required to continue their usual practice in this respect. 

As for small concerns with inadequate costing systems, the OPS has already 
suggested tentatively a possible solution which is to prorate overhead in proportion 
to the sales of each product. It is obvious that in no case can the allleations total 
more than 100 percent of the actual overhead. 

It is not necessary to abandon the Capehart amendment because of the cost- 
accounting problem. This problem, for example, has been met adequately by the 
procurement agencies of the Armed Forces and by the Renegotiation Board. 

To repeat, the Capehart amendment does not block the use of broad techniques 
of price control. In fact, section 402 (d) (4) as a whole definitely calls for the 
ise of broad techniques and general regulations—which to date have been very 
slow in coming. 

The Capehart amendment supplements the broad techniques and takes some of 
he sting out of the preemptory general regulations. It also tends to prevent the 
imposition of purely artificial and arbitrary dollars-and-cents ceilings 


COST INCREASES AFTER JULY 26, 1951, NOT ALLOWED 


The Capehart amendment is not an inflationary bulldozer. It has a cut-off 
late of July 26, 1951—rather than the date of an individual application for cost 
ljustment. No account is taken of any cost inereases bevond Julv 26, 1951, 

cluding labor cost increases resulting from the Wage Stabilization Board’s cost 
f living formula. 

By the time individus] applications are prepared and submitted to OPS 
and then processed by OPS—many further cost increases might well have occurred, 
bevond the cut-off date. 
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ELABORATION OF 





PRICE-CONTROL LEGISLATION 


The elaboration of price-control legislation conceivably could go on constant], 
and indefinitely, fanning out into more and more amendments and changes with; 
profoundly disconcerting and confusing effects upon the business and economic 
structure. 

The Congress can write many laws on the books and the governmental agencies 
‘an write thousands of regulations, but there is no substitute for the flexibilit, 
and resourcefulness of the competitive price system. 

It is true that practically all of the price regulations issued so far will have to be 
revised or replaced for one reason or another, in the light of legislative amendment 
recently passed by the Congress. We feel that if S. 2092 is to be added to th 
general confusion, there will probably be a still greater burden of paper work 
thrown upon the regulatory agencies and business concerns. 

Industry, as this association pointed out in its previous testimony before this 
committee, recognizes inflation as the greatest economic hazard of the defens 
program. It knows, however, that economic stability can be achieved only by 
eliminating the causes of inflation and not by controlling its symptoms. Price 
controls as is well known deal only with symptoms. What is needed is a progran 
that will deal effectively with the features that influence production and price 
Specifically, we propose: 

1. Through effective use of the powers of the Federal Reserve System, thi 
private credit system can be prevented from contributing to further inflatior 
The Federal Reserve System must maintain supervision and direction of the mone: 
and credit system and use the interest rate and whatever other available powers 
are necessary to restrict credit. 

2. Through a serious program of economy, Government expenditures must 
be held to the minimum necessary for meeting the present emergency. 

3. The total cost of the military program, as well as other Government. ex 
penditures, must be covered by taxes. 

1. Taxes imposed to cover expenditures must curati!l spending—not savings 
and investments. This means that the program must be finane<d largely through 
broadly based consumption taxes. It must not be financed in such a manner 
as to siphon off funds which are essential to the expansion of production facilities. 


































































STATEMENT OF TEXTILE MAINTENANCE INDUSTRIES, NATIONAL PLANNIN 
COMMITTEE, STANLEY I. PosNER 








My name is Stanley I. Posner. My offices are located at 1367 Connecticut 
Avenue NW. I am a member of the National Planning Committee for Textil: 
Maintenance Industries, which is composed of representatives of the major trad 
associations in these service trades. The specific associations which are includ 
in this National Planning Committee are: 

‘he American Institute of Laundering 

“he Institute of Industrial Launderers 

‘he Linen Supply Association of America 

} 

‘| 


J 
‘I 
| 
The National Institute of Diaper Services 

The National Institute of Cleaning and Dyeing 

Diaper Service Institute of America 

The National Association of Institutional Launderers 

These industries, according to the census of business in 1948, included more than 
44,000 establishments, employing a total of more than 500,000 employees. The 
business volume of these companies was in excess of $2 billion during 1948, wit! 
a payroll of more than S1 billion. 

These industries comprise one large segment of the American economy, whic! 
is known broadly as the service trades. Although the textile-maintenance indus 
tries perform a most vital role in the civilian economy and in the military pro 
gram, their work is performed in a very undramatic fashion, when compared to 
the more glamorous, large-scale manufacturing industries. All too often, laws 
and regulations are enacted by Congress, or administered by other governmenta 
avencies, Without explicit recognition of the functioning of these service trade: 
However, when the failure to recognize the essential activities of these industries 
results in a breakdown of their services to the public or to the defense program, 
emergency measures are taken to prevent injury to the public health. Remedia 
measures come, usually, only after unpleasant and dangerous situations have bee! 
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created. For that reason, the attention of this committee is called to the serious 
gap Which exists in the proposed amendment to the Defense Production Act of 
1950, as set out in 8. 2092. 

If we turn, first, to section 402 (d) (4) of the Defense Production Act of 1950. as 
amended, we find that the so-called Capehart amendment specifically applies to 
“any service,” and the provisions of that paragraph entitle ‘‘any person subject 
to a ceiling price to apply for a necessary adjustment of such ceiling prices.” 

The proposed amendment (S. 2092) removes all reference to services, and con- 
fines its application solely to ‘‘the sales of manufacturers or processors of any 
materials.” 

No justification whatever can be made for the exclusion of the service trades 
from this amendment, or any other revision which may be made of the Defense 
Production Act of 1950. : 

Accordingly, it is suggested that a clause be inserted in line 8 of the proposed 
amendment, after the word “materials,’’ so that it shall read: ‘After the enact- 
ment of this paragraph, no ceiling-price regulation applicable to the sales of manu- 
facturers or processors of any materials, or suppliers of any services Weal 

Further, it is suggested that, on page 2 of the proposed amendment, at line 4, a 
similar clause be inserted, so that it shall read: ‘Nothing in this paragraph shall 
prohibit the establishment or maintenance of a ceiling-price regulation 
to the sales of manufacturers or processors or suppliers of services : 

A similar clause should be added on page 2, at lines 19, 20, and 22, after the 
word “‘processors,”’ adding, in each such case, the phrase 
services.” 

In order to provide a clearer picture of the essential role of the 
nance industries, I should like to submit, for the record, a short statement pre- 
pared by the National Planning Committee, entitled *‘The Textile Maintenance 
Industries: Their Essential Role in the Military Program and in the 
Economy.” 

I wish to thank the committee for the privilege extended me of making t 
statement. 
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STATEMENT OF THE AMERICAN LABOR Parry, BY CLiIFFoRD T. McAvoy 


In behalf of the American Labor Party, I respectfully urge that the current 
public hearings before your committee, which have been limited to the con- 
sideration of S. 2092, S. 2104, and S. 1928, be continued and broadened to permit 
testimony concerning the general subject of price control, effective 
backs, and an end to the wage freeze. 

Such action by the committee is essential to insure that the American peopl 
have a chance to be heard adequately on the vital issue of their living standards 

The American Labor Party recommends the outright repeal of the so-called 
Capehart amendment (sec. 402 (d) (4) of the Defense Production Act 
of technical language, the Capehart amendment is a legal 


price roll- 


Stripped 
galization of profiteering 
Instead of an effective price roll-back to pre-Korea levels, it grants big business 
a license to impose an indefensible cost-plus pricing formula upon every con- 
sumer. It directs an adjustment to be made in the price of anv product or servic: 
based “on the highest price between January 1, 1950, and June 24, 1950” and 
requiring that such adjusted price must reflect ‘‘increases or decreases in costs 

The insertion of the phrase ‘‘decreases’’ is a vast jest at the expense of 
American family. This committee knows very well that one can put 
evedropper the number of decreases that would take place in 
formula. On the other hand, the increases would be 
a law that is supposed to control prices. 

The living standards of American families are being dragged down by an orgy 
of profiteering by big business. The Consumers’ Price Index of the United 
States Bureau of Labor Statistics reached an all-time high on July 15, 1951, for 
the second time within a 3-month period. The peak now stands at 185.5 of 
1935-39 average prices of the articles and services which are bough 

The bipartisan formula is: Wage freeze against workers, but 
for big business. 

It is an incontrovertible fact that 10% million American families received less 
than $2,000 in 1949 (Making Ends Meet on Less Than $2,000 a Year—Cas« 
Studies of 100 Low-Income Families, Joint Committee on the Economic Report, 
1951). It is an incontrovertible fact that 60 percent of Negro families had in- 
comes of less than $2,000 a vear (National Guardian, June 27, 1951, p. 4). It 


prices under this 


legion—and sanctioned by 


vy workers 
billions in profits 
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is an incontrovertible fact that 60 percent of families and households in early 1950 
either had no liquid assets at all or had liquid assets of less than $500 (Federal 
Reserve Bulletin, December 1950, p. 1591). 

At the same time as the wage freeze and high prices bears down on consumers, 
corporation profits climbed to a high of $51 billion. 

"In the face of these facts, it is essential to act at once in defense of the living 
standards and welfare of the American families. 

Such action requires: 

1. Repeal the Capehart amendment. 

2. Price roll-backs to pre-Korea levels; i. e., to June 1950 levels. 
3. End the wage freeze. 

4. Effective Federal price and rent controls. 

The American Labor Party respectfully urges that this committee report legis- 
lation to insure price roll-backs, an end to the wage freeze, and the establishment of 
effective price and rent controls. 

The American Labor Party further respectfully submits that this committee 
should, as a most timely and proper exercise of its powers and responsibilities, 
recommend prompt resumption of the truce talks in Korea and an immediate 
cease-fire as a first essential step in achieving peace. We make this point because 
we recognize that profiteering does not exist in a vacuum. It flows from the entire 
bipartisan program for war. It flows from the bipartisan policy of spending bil- 
lions for armaments instead of for schools, hospitals, housing, health, education, 
and social services. 

Should this committee speak out concerning the need for resumption of the 
truce talks and a cease-fire in Korea, the profit-wallowing monopolists who are 
gorging themselves on lush war orders will be sorely upset. But the American 
people—no matter what differences there may be among them on other issues—- 
will welcome it as the beginning of a return to the peace policies of Franklin 
Delano Roosevelt. 





S. 1928 
SLAUGHTER QUOTAS 


SEPTEMBER 17, 18, 19 AND 21, 1951 


SPECIAL SUBCOMMITTEE 
BURNET R. MAYBANK, South Carolina, Chairman 
J. ALLEN FREAR, JR., Delaware ANDREW F. SCHOEPPEL, Kansas 
BLAIR MOODY, Michigan EVERETT M. DIRKSEN, Illinois 











SLAUGHTER QUOTAS 


MONDAY, SEPTEMBER 17, 1951 


UniITeD STATES SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Wash ington, PR te 

The subcommittee met, pursuant to notice, at 10 a. m., in room 
301, Senate Office Building, Senator Burnet R. Maybank (chairman), 
presiding. 

Present: Senators Maybank and Schoeppel. 

The CuarrMan. The subcommittee will please come to order. 
Before we begin I shall insert in the record three tables pertaining to 
meat quotas and prices. 

(The tables referred to are as follows:) 


Selected prices for cattle and sheep and lambs and of thei 
retail, by months 1951 


Jan- | Feb 


Marcl I May 
vary | ruary larch) April , 


inimal prices 
Average cost to packers 
Cattle dollars per 100 pound 
Sheep and lambs do 
Chicago Market prices 
Beef steers:2 
Prime do 
Choice... do 
Good do 
Commercial do 
Utility do 
Average do 
Cows 
Commercial do 
Utility do 
Canner and cutter do 
Lambs, slaughter 
Choice and Prime 3 do 
areasses, Wholesale, Chicago: 
Beef steer: Choice 500 to 600 pounds. do_.__/54.57 |55 55 56. 51 [5 56. 50 
Lamb: Choice 30 to 40 pounds do 53. 55 |55. 62 ; ¢ 56 5 58. 00 
Byproducts, wholesale, Chicago: 
Prime inedible tallow_cents per pound 17.5 } 14.7 |12.8 
Heavy steer hides 4 do__..|884% /354¢ 35 3434 (3434 (3434 
Retail meat, United States average: ° 
Beef rib roast do__._'83.2 (85.0 84.6 85 83.5 [83.6 
Beef round steak ..do__../105.6 |107.4 , 107.5 |108.2 108.4 (108.9 
3eef chuck roast cesnb we 71.2 {73.0 73.2 (73.7 (73.9 (73.9 
Beef hamburger. -- ne ee eee 1s 67.0 (67.2 |66.4 66.0 


Leg of lamb ee ae ee 80.7 (81.8 (83.2 (84.2 


United States average cost to federally inspected packers. 

? Corn Belt, for slaughter. 
Wooled through May, Spring beginning June. 

‘ Native steers. Average of weekly prices as reported by National Provisioner. 
From U.S. Bureau of Labor Statistics, August prices are as of August 27. 


Source: Bureau of Agricultural Economics. 
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Production of meat in millions.of pounds under Federal inspection and in all com- 
mercial establishments, by months, March to August 1951 ' 














March April | May | June | July | 
| | | | | | | August 
Commodity | | Per- | Per- Per- | Per- | Per- | perce: 
Quan-| cent |Quan-| cent |Quan-| cent |Quan-| cent |Quan-| cent | of 195 
| tity | of | tity | of | tity | of | tity | of | tity | of | 
| 1950 | 1950 | | 1950 | | 1950 | | 1950 | 
j | | i 
Beef: | | 
Federal inspection.._- | 535 | 90.8 | 499 | 94.9! 552) 94.4 | 435 76.0) 503 | 88.2 
All commercial é 696 | 89.8 | 658 | 94.8 716 | 92.5 591 | 78.5 | 676 | 89.7 (3 
Veal | | | | 
Federal inspection.........| 42] 76.4] 39|780| 43/796] 49/860! 54/| 96.4 2g 
All commercial ___--_—- 73|76.0| 67/77.0| 71|76.3| 78/80.4| | 887! ( 
Lamb and mutton 
Federal inspection 37 | 80.4) 33/825] 31 I 72.1} 36) 81.8 38 | 90.5 rs 
All commercial 39 | 79.6) 35 | 79. 5- 34 172.3} 39] 81.2 42 | 91.3 ( 
Pork: | | | | 
Federal inspection.........| 684 |103.5 | 672 |117.1 665 jll2 1 673 (111.2 577 111.8 | 212 
All commercial _- 817 1103.2 795 (115.6 782 |110.9 786 |110.7 676 \111.2 | (3 
Total meat: | | j | | j | 
Federal inspection... 1,297 | 96.0 |1, 243 [104.5 |1,292 |101.3 {1,193 | 93.4 [1,172 | 99.1 2 102 
All commercial : --|1, 625 | 94.9 1, 555 )102. 8 11, 603 99. 0 11, 494 92.9 |1,480 | 98.3 (3) 
i i 1 ! ' 





! Slaughter quotas were in force April to July on cattle and May to July on other livestock 
? Preliminary estimate based on weekly reports. 
3 Not available. 


Source: Bureau of Agricultural Economics. 


Federally inspected cattle slaughter by market centers and areas, and total noni 
spected slaughter, 1951 to date, as percentage of 1950 


No quotas |\Slaughter quotas in effect} No quotas 
———— —- | —— —- —— 
Market center or area | Week 
Jan. | Feb. | Mar.} Apr. | May | June | July | Aug. | ended 
| Sept . 
| j i 


| 
Federally inspected slaughter: 
North Atlantic: 


New York, Newark, Jersey City. .__/124.9 |112.7 |103.3 }113.8 | 99.6 {102.3 |124.7 |120.6 109 











Baltimore, Philadelphia ; }104.4 | 89.2 | 84.5 | 96.2 | 85.9 | 79.5 | 105.3 1107.3 | 105 
North central: | | | | 
Cincinnati, Cleveland, Indianapolis | 96.0 | 80.8 | 76.5 | 82.8 | 79.6 | 63.9 | 93.2 1101 5 91.2 
Chicago, Elburn - 1105.9 | 95.5 | 85.7 | 94.7 | 91.7 | 59.4 | 67.2 69.7; 68.4 
St. Paul-Wisconsin. . - SS 104.6 | 84.2 | 81.7 | 76.1 | 86.9 | 60.1 | 66.0 | 63.7] 64 
St. Louis area te oe ae 98.7 | 83.4 | 85.1 | 90.0 | 89.6 | 58.3 | 68.8 | 79.8 83 
TITERS ‘ -| 95.2 | 90.4 | 86.2 | 90.0 | 96.8 | 72.8 | 68.9 | 56.8 50 
Omaha. - . Salcntulansiaemene : -.{107.3 | 98.7 | 95.5 1101 1 106.1 | 75.1 | 73.9 | 72.2 64 
Kansas City ca | 97.9 | 85.1 | 91.7 | 94.7 96.2 | 66.1 |!27.3 |144.4 1 26, 
Iowa and southern Minnesota. - - 1102.9 | 95.6 | 88.7 | 89.9 | 85.8 | 42.0 | 60.6 | 63.1 65 
Southeast . ’ .--}116.7 | 91.1 | 59.7 66.5 | 71.6 | 65.5 |101.0 |128.8 134. | 
South Central West. .- .- sok ...---|106.3 | 87.8 | 77.1 | 87.6 | 82.3 | 61.5 | 98.4 j117.3 97.8 
Rocky Mountain. 1104.0 |100.7 | 98.4 | 97.7 | 98.0 | 88.3 |109.5 |100.0 94 
Pacific J 1135.4 1114.9 |116.6 |117.0 |108.1 (109.1 |124.9 |117.6 111 
Fe iene enn ie | 99.7 | 99.0 | 90.7 | 95.2 | 89.5 | 87.9 (104.2 |110.5 | (?) 
United States total. --- ‘ ..|105.2 | 94.5 | 89.2 | 93.3 | 91.6 | 73.8 | 86.0 | 89.9 | 75.8 
Other commercial slaughter 3. _.._.._.- --}102.2 | 93.3 | 83.2 | 91.5 | 83.7 | 81.6 | 90.7 (2) @ 


j 
' ! 





11951 slaughter reduced during July and early August and again in early September by flood condition 
2 Not available. 
3 United States total noninspected slaughter (excludes farm slaughter). 


Source: Bureau of Agricultural Economics. 


The CHarrRMAN. Our first witness is Senator Butler. 
Go ahead, Senator. 
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STATEMENT OF HUGH BUTLER, A UNITED STATES 
SENATOR FROM THE STATE OF NEBRASKA 


Senator Burier. Senator Maybank, I am delighted to have the 
opportunity of opening this hearing this morning. I feel it is quite 
an honor. 

As a former member of this committee, I want to congratulate 
you on the big improvements that have been made in the committee- 
room. I have not been in here for quite a while. 

The CuarrMan. We appreciate your beirig the first witness before 
this subcommittee. We often sat together on the full committee. 
It was always a pleasure. 

Senator Bur.er. I appreciated the experience I had on this com- 
mittee. I served here for a number of vears and would still be here 
except for the Reorganization Act which decided that we couldn’t 
have but two committees. I happened to be on two other com- 
mittees where I had higher ranking than I did on this committee. 

In the President’s message calling for this legislation he particularly 
singled out three or four amendments for criticism and contended 
that these amendments would make price controls unworkable. One 
of the amendments thus singled out is the one which I sponsored in 
the Senate, forbidding the imposition of any quotas or other limita- 
tions on the quantity “of livestock that could be slaughtered. 

T am still very firmly of the opinion that these quotas are not at all 
necessary to proper enforcement of the various price-control orders. 
Furthermore, I feel that the quotas, if imposed, would probably 
seriously hamper the production of meat and thereby perhaps lead to 
a real shortage and to rationing at the consumer level. 

Even without the power to impose quotas on livestock, the Office of 
Price Stabilization has very broad powers over the operations of 
slaughterers and meat packers. Ina release dated last July 13, which 
I would like to place in the record, the OPS took the trouble to men- 
tion some of the powers which it has to control slaughtering opera- 
tions, 

According to this release, OPS is continuing to require registration 
of all meat “slaughtere ‘rs and may refuse to grant registration to any 
meat-packing plant, either for good reason or merely on the basis of 
an arbitrary whim. The OPS has ac tually denied the right to operate 
to a packing plant in my State, a fine, large establishment, well 
equipped to do an efficient packing business. If a packing plant is 
not granted registration by OPS, it is not permitted to operate. 

The OPS also has established ceilings on the wholesale and retail 
prices of all cuts of meat, and ceilings on the average prices at which 
cattle may be bought. It has the right to check all records and books 
of account of all meat-packing firms. It requires carcasses to be 
stamped with their registration numbers. It has even established 
regulations over the manner in which the meat shall be cut, over 
certain marketing practices of meat retailers, and over other phases 
of the operations of the industry. 

With all these powers, it is hard to see why the OPS insists on having 
the additional power of applying quotas. Frankly, I suspect it is 
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because the OPS is simply regulation-crazy. Whenever one set of 
regulations does not work too well, the bureaucrat’s solution is to 
impose additional regulations. I am fearful that if this quota power is 
granted we may after a while be faced with the request that OPS have 
authority to decide which market the farmer must ship his cattle to. 
Then, if that still does not work, we might be asked to grant authority 
for OPS to tell the farmer when to ship his cattle. 

It may be recalled that back in 1946 the President announced that 
he had given serious consideration to the idea of sending men onto the 
farms and ranches to seize the cattle and force them to be sold for 
slaughter. He rejected the idea at that time, but evidently such an 
action might seem like a logical step to a bureaucrat in a system of 
regulations like this. I do not claim we are close to that point vet, 
but I do say that if Congress permits quotas to be imposed again, we 
may be taking a long step toward the day when farmers will be told 
when and where to sell their livestock. 

Incidentally, our neighboring Republic, Cuba, has already reached 
the point of attempting to seize cattle owned by ranchers and have 
them slaughtered. 

I shall not try to analyze this whole subject in detail. There are a 
number of very well qualified witnesses from the cattle industry who 
IT am sure will be in a position to discuss the technical aspects of the 
subject with the committee. 

I would like inserted in the record the OPS release I referred to. 

The Cuarrman. With no objection, Senator, whatever you wish to 
insert in the record will be done. 

(The release referred to follows:) 


OrFrice OF PRICE STABILIZATION 
[For immediate release, Tuesday, July 31, 1951] 
Re Livestock Quotas 
(Amendment 7 to DR 1—Canceling livestock quotas, effective August 1, 1951 


The Office of Price Stabilization today canceled the livestock slaughter quota 
provisions of its meat control program, effective August 1, 1951, but continued 
the requirement that slaughterers must be registered with the agency to engage 
in slaughtering operations. 

Elimination of the quotas conforms to the Defense Production Act Amendments 
of 1951, which prohibit imposition of quotas on livestock slaughter. 

‘Lhe step was taken by amending Distribution Regulation No. 1 to strike out 
provisions which set up the slaughter quota machinery. 

Provisions in the regulation requiring slaughterers to register to engage in 
business, to stamp animal carcasses with their registration numbers and to keep 
records of their operations are left untouched, however, OPS emphasized. 

OPS officials said this should prevent fly-by-night operators from springing up 
over the country. Only registered slaughterers can legally slaughter livestock. 

The legislative history of the 1951 congressional action extending the Defense 
Act, OPS said, ‘‘makes clear that the Office of Price Stabilization may continue 
its present program of requiring registration as a condition of engaging in slaughter- 
ing operations.” 

OPS said a revised Distribution Regulation No. 1 will be issued in the near 
future preserving the registration and other features of the regulation, but omitting 
quotas. 
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Under the quota system each registered slaughterer was permitted to slaughter 
his equitable proportion on a live-weight basis of cattle, calves, sheep and lambs, 
and swine that OPS estimated would come to market during a specifie period. 

The quotas were based on the live-weight quantity of livestock slaughtered by 
a slaughterer during a corresponding period of 1950. The quotas did not restrict 
marketings of animals in any way, but prorated among registered slaughterers, 
on a live-weight basis, the animals that were marketed. 

Quotas were designed to channel livestock into legitimate hands to prevent 
black market operations. 

Senator Burier. It will be noted that in the fifth paragraph of the 
release, OPS says that its present regulations (without quotas) should— 
prevent fly-by-night operators from springing up over the country. 

In the last paragraph it says: 
quotas were designed to channel livestock into legitimate hands to prevent black- 
market operations. 

It is obvious that these two statements are in flat contradiction. If 
present regulations are sufficient to keep out the fly-by-nights, then 
quotas should not be necessary to channel livestock into legitimate 
hands. ° : 

[ also would like to have placed in the record tabulations supplied 
me by the Union Stock Yards of Omaha,-showing the disposition of 
livestock receipts at Omaha for the 3 months of June, July, and 
August, 1951. 

It will be recalled that quotas on livestock were in effect during 
June and July, but not in August. Yet it is clear from these tables 
that the quotas completely failed to assure legitimate packers of their 
fair share of the cattle durmg June and July when the quotas were in 
effect. The only effect of the quotas has been to add one more regu- 
lation to the multitude of other regulations that slaughterers must 
comply with. 

I also would like to have in the record a short news clipping giving 
an Associated Press story, entitled ““Cuba Moves To Seize Cattle 
Held Off Market.” 

The CHarrMan. Without objection, they will be admitted in 
record. 

Senator Burter. The order that was issued on July 31 from the 
Office of Price Stabilization and the tables submitted from the Union 
Stock Yards of Omaha, show that while quotas were in effect they did 
not accomplish what they claim now they would accomplish if they 
were in effect again. 

(The material referred to follows:) 
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Disposition of salable livestock receipts at Omaha 


























AUGUST 1951 AND AUGUST 1950 H 
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Cuspa Moves To Seize Catrte Hetp Orr Market 


HaBaNna, Cusa, August 15 (AP).—Cuba has put in motion legal machinery to 
seize cattle being held off the market by ranchers. 


Ranchmen contend the meat shortage is because the animals are thin and the 
official price of 12 cents per-pound on the hoof is low. 

The Ministry of Commerce held that the price is reasonable and called on the 
Ministry of Justice to initiate expropriation proceedings. 

The Government on Sunday published a decree giving it broad powers to take 
over agricultural, industrial and other products wherever the 
siders this in the public interest. 


The official retail price of first-grade beef is 36 cents a pound, and for second 
grade, 20 cents. First-grade beef includes round steaks, roasts and similar cuts. 
The favorite Cuban cut, fillet, sells at around $1.20 per pound. 

The CuarrMan. Thank you, Senator. 

Senator Schoeppel, do you have any questions? 

Senator ScHornPrPE.. No; I believe not. 

I appreciate that statement. 

The CuatrrMan. Thank you very much. 

Senator Schoeppel wanted to ask you a question. 

Senator ScHoEpPEeL. Senator Butler, I would like to ask you if you 
have not received some complaints from some of the smaller packers— 
you may have received some from the larger packers in your area 
and throughout the c 


Government con- 


sharp drop in 


the byproducts, such as hides ar tallow, and that that has caused 
an undue hardship with reference to the operation of these plants? 
Senator Butter. That is correct, Senator Schoeppel, and in the 
morning press today vou will note that OPS is incre asing the price of 
certain cuts of meat in order to make up to the packers what they are 


not able to get on some of the byproducts which have been declining. 

Senator ScuorpreL. That adverse result that has followed has 
certainly not come about by reason of the cattle going to market or 
the lack of them going to market, but it has come about by missing 
the calculations as to the price differentials on these byproducts, has 
it not? 

Senator Burier. It is just the natural law of supply and demand, 
Senator Schoeppel. At times the demand for certain byproducts is 
stronger than it is at other times and prices go up, and at such times 
packers, when conditions are normal and they are permitted to oper- 
ate under normal conditions, are able to lower the price of their meat 
products because what they aim at is a net over-all income from the 
main products as well as from the byproducts. 

[ at one time was in the flour-milling business myself, and it was a 
little difficult sometimes for certain people to understand why flour 
would fluctuate in price; perhaps when wheat went up just a little 

flour might even go down a little bit, because the flour miller 
was able to get more for the bran, the shorts, and the offal that came 
as & byproduct from the milling operations, so that he could sell for 
less. Competition puts it down right away, because there are always 
plenty of. millers who are looking for new customers and give that 
advantage to them. 

It is exactly the same problem in the slaughtering of animals for 
food. If they can get additional money from the byproducts, their 
main product perhaps sells for a little less. Competition puts it 
down. 
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It can’t be done by regulation, Senator Schoeppel. 
Thank you. 

The CuHatrman. Thank you, Senator Butler. 

(The prepared statement of Senator Butler follows: ) 


STATEMENT oF Huan Butier, A Unrrep States Senator From THE STATE or 
NEBRASKA 


Mr. Chairman and members of the committee, I appreciate the opportunity of 
appearing before you this morning. 

In the President’s message calling for this legislation, he particularly singled 
out three or four amendments for criticism, and contended that these amend- 
ments would make price controls unworkable. One of the amendments thus 
singled out is the one which I sponsored when I was in the Senate, forbidding tt 
imposition of any quotas or other limitations on the quantity of livestock thai 
could be slaughtered. 

I am still very firmly of the opinion that these quotas are not at all necessary 
to proper enforcement of the various price-control orders. Furthermore, I fe: 
that the quotas, if imposed, would probably seriously hamper the production of 
meat, and thereby perhaps lead to a real shortage and to rationing at the con- 
sumer level. 

Even without the power to impose quotas on livestock, the Office of Pric 
Stabilization has very broad powers over the operations of slaughterers and meat 
packers. In arelease dated last July 13, which I would like to place in the record, 
the OPS took the trouble to mention some of the powers which it has to control 
slaughtering operations. 

According to this release, OPS is continuing to require registration of all meat 
slaughterers and may refuse to grant registration to any meat-packing plant 
either for good reason or merely on the basis of an arbitrary whim. The OPS 
has actually denied the right to operate to a packing plant in my State—a fin: 
large establishment, well-equipped to do an efficient packing business. If a 
packing plant is not granted registration by OPS, it is not permitted to operate. 

The OPS also has established ceilings on the wholesale and retail prices of all 
cuts of meat, and ceilings on the average prices at which cattle may be bought 
It has the right to check all records and books of account of all meat-packing 
firms. It requires carcasses to be stamped with their registration numbers. It 
has even established regulations over the manner in which the meat shall be eu 
over certain maiketing practices of meat retailers, and over other phases of the 
operations of the industry. 

With all these powers, it is hard to see why the OPS insists on having additional 
power of applying quotas. Frankly, I suspect it is because the OPS is simpl 
reguiation-crazy. Whenever one set of regulations does not work too well, th 
bureaucrat’s solution is to impose additional regulations. I am fearful that if 
this quota power is granted, we may, after a while, be faced with the request 
that OPS have authority to decide which market the farmer must ship his cattle { 
Then, if that still does not work, we might be asked to grant authority for OPS 
to tell the farmer when to ship his cattle. 

It may be reealled that back in 1946, the President announced that he had 
given serious consideration to the idea of sending men on to the farms and ranches 
to seize the cattle and force them to be sold for slaughter. He rejected the idea 
at that time, but evidently such an action might seem like a logical step to a 
bureaucrat in a system of regulations like this. I do not claim we are close t 
that point yet, but I do say that if Congress permits quotas to be imposed again, 
we may be taking a long step toward the day when farmers will be told when and 
where to sell their livestock. 

Incidentally, our neighboring republic, Cuba, has already reached the point of 
attempting to seize cattle owned by ranchers and have them slaughtered. 

I shall not try to analyze this whole subject in detail. There are a number 
of very well qualified witnesses from the cattle industry who I am sure will be 
in a position to discuss the technical aspects of the subject with the committee. 

I would like inserted in the record the OPS release I referred to. It will be 
noted that, in the fifth paragraph of the release, OPS says that its present regu- 
lations (without quotas) should “prevent fly-by-night operators from springing 
up over the country.’’ In the last paragraph, it says, ‘‘quotas were designed to 
channel livestock into legitimate hands to prevent black-market operations.”’ 
It is obvious that these two statements are in flat contradiction. If present 
regulations are sufficient to keep out the fly-by-nights, then quotas should not 
be necessary to channel livestock into legitimate hands. 


La 
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The CHarrmMan. I read these articles, too, that Senator Butler 
talked about, showing that there was quite a decline in hogs, for 
instance, but I do not see how it affected the cost of living. It appears 
to me that if we put meat up and hides and tallow and all down, the 
over-all price of the animal may be less. I do not know, but I wish 
vou would get me some statistics on that so we could have it in the 
record here, as to just exactly, what is happening: w)hcther the pric e 
has gone down, as to whether hides and tallow have gone down. That 
is what I would like to see. 

The next witness is Mr. L. Blaine Liljenquist, of the Western States 
Meat Packers Association. 


STATEMENT OF L. BLAINE LILJENQUIST, WESTERN STATES 
MEAT PACKERS ASSOCIATION, INC. 


The CuHarrmMan. Do you want to read this or just make it a part 
of the record? 

Mr. Linsenquisr. Senator Maybank, I would like to read it if I 
may. 

The Western States Meat Packers Association is a nonprofit trade 
association representing the inde pe ndent meat- -pac king industry in 
the Rocky Mountain and Pacific Coast States. There are 380 com- 
panies in the association. Our members are sincerely interested in 
stabilizing the dollar and in doing what is best for the Nation’s welfare. 
The association’s headquarters | are in San Francisco. Mr. E. F. 
Forbes is president and general manager. I serve as the association’s 
Washington representative. 

In April 1951 the Office of Price Stabilization started its livestock 
slaughter quota program on cattle. It had decided that the slaughter 
pattern established by packers in 1950 was typical for the industry 
and that under Government control a limitation should be placed on 
each packer so that his slaughter of animals this year and in each 
succeeding year would equal the same percentage of the total United 
States kill that he slaughtered in 1950. The cattle quotas were in 
effect during April, May, June, and July of this vear and were e’imi- 
nated in response to public demand when the Defense Production 
Act of 1950, as amended, became effective August 1, 1951. 

The OPS compliance regulation on live cattle purchased by packers 
for slaughter became effective June 4, 1951. Beginning on that date 
packers were directed to hold down cattle prices on the average equal 
to a calculated price established under the regulation for each packer. 
Since that date every slaughterer was ordered to buy his cattle at a 
cheaper price in order that his purchases of cattle for a month would 
average no more than his OPS compliance price. 

It was believed by OPS that its compliance regulation on live cattle 
could not succeed in the absence of livestock slaughter quotas. But in 
this connection it is interesting to note that packers were not able to 
buy in compliance in June and July when livestock slaughter quotas 
were in effect. It is also true that packers are having difficulty in 
purchasing cattle in compliance since the removal of livestock slaughter 
quotas, but there is little or nothing to indicate that the elimination 
of slaughter controls has made it more difficult to buy in compliance 
than it was when quotas were in effect prior to August 1. 

Unfortunately, price and slaughter controls, which look like they 
might work in theory, do not work in practice, and meat packers find 
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themselves innocent victims of severe price squeezes and loss 0! 
business. Also, many packers are unable to buy enough cattle « 
OPS compliance prices to operate their plants at economic levels o! 
production and their overhead costs soon threaten them wit), 
bankruptcy. 

It is a sad state of affairs that our Government continues to burde: 
the livestock and meat industry with unworkable controls when eve), 
Russia recognizes that such controls won’t work. It is reporte: 
that Russia depends on demand and supply to keep production an 
consumption of meat in balance in the Soviet Union. 

Our industry has often stated that America can outproduce th, 
Russians but we eventually may not be able to outproduce them {| 
we also try to outcontrol them. 

We have seen how Government price and slaughter controls in th 
meat industry are ineffective in accomplishing the purpose for whic): 
they are designed. We have often pointed out the dangerous pit 
falls that lie in the path of such controls and have shown how these 
controls contribute little or nothing to stabilization. It should b 
noted also that price controls have the harmful effect of lulling many 
Americans into the belief that something important is being done to 
fight inflation, thereby tending to prevent effective measures from 
being taken. 

Members of Congress and many officials in the Government's 
executive department know that price and slaughter controls do not 
get at the causes of inflation. They do not cause an increase in the 
production of goods nor do they cause a decrease in demand, but on 
the contrary price controls tend to cause a decrease in supply and an 
increase in demand. This insures scarcity and black markets. 

The livestock and meat industry has no confidence in Government 
price and slaughter controls because they bring confusion, red tape, 
and disrespect for law. They disrupt meat distribution and force 
honest businessmen either out of business or into illegal practices to 
save their assets. 

Knowing the evil effect of these controls in the meat industry as we 
do, it seems inconceivable that we would again be saddled with these 
economic burdens which destroy the free-enterprise system and make 
every businessman dependent on Government favor for existence. 

The OPS declares that slaughter quotas are necessary to make 
price controls work in the meat “industry. Our members would hav: 
less objection to the granting of this additional power to OPS if th: 
OPS program could thereby be made to work. But whether OPS 
has quota power or not, there will be no difference in the net result of 
the OPS program on meat. It will still be the same dismal failure 
We believe this is true for several reasons. 

Livestock quotas do not prevent black markets. The OPS has 
stated that it cannot control black markets without livestock slaughter 
quotas. During the spring of 1946 when livestock slaughter quotas 
were in effect it was known by both industry and Government that 
about 90 percent of the beef was in the black market. At that time 
legitimate slaughterers were unable to buy hardly any cattle whatever 
Quotas did not distribute the cattle supply equitable or prevent black 
markets in 1946. 

On the other hand, we are of the opinion that slaughter quotas 
create artificial shortages of meat and cause livestock slaughtering to 
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be done outside inspected plants with loss of inedible byproducts. 
There is much evidence that slaughter quotas actually cause black 
markets rather than preventing them. 

For instance, in the State of California we had in 1951 a supply 
of fed cattle equaling 125 percent of the supply in 1950. It is by far 
the largest supply of fat cattle for slaughter that California has ever 
produced. In spite of this large supply, the OPS ordered packers in 
the United States, including those in California, to slaughter in June 
only 80 percent of the amount of cattle which they slaughtered in 
June of 1950. 

This unsound action by the OPS opened the door for black market- 
ing because it prevented packers from slaughtering many cattle which 
were available and ready for slaughter and for which there was a 
strong demand in the civilian trade. Under these conditions, we had 
reports that the demand for meat was filled in part with black market 
beef from animals which were not slaughtered in inspected slaughter- 
ing plants. When this occurs, there is a loss of inedible byproducts 
and valuable medicines, and the health of the people is placed i 
jeopardy by the consumption of uninspected black market beef. 

OPS in its testimony before your committee called attention to 
what it called the flexible operation of the chaaties quota program, 
pointing out that quotas would be raised in a given area whenever 
a showing is made that more livestock are marketed than was antici- 
pated, In practice, this doesn’t work out as OPS dessribed, because 
it is impossible to get OPS to act quickly short of a national disaster. 
They do not have sufficient information in most instances available 
in the national office in Washington on which to act. The type of 
proof that must be submitted to get an increase in quotas to absorb 
the supply of livestock marketed is difficult to accumulate and present. 
As a result, livestock are in short supply in some areas, while searching 
desperately for a buyer in other areas. OPS quota adjustments are 
too few and too slow. The quota program is unmanageable. 

In the meat industry there are hundreds of small, independent 
packing companies that are always just getting established. Many 
small companies cease operating due to ‘the death or retirement of 
the owner, and new companies are constantly being formed. These 
new companies face ¢ severe struggle to become established in the 
industry and usually suffer a loss for a time in the process. Conse- 
quently, the action of OPS to freeze the livestock slaughter quotas 
on the basis of the 1950 slaughter works a severe injustice upon the 
independent companies whose slaughter in 1950 had not yet risen to 

profitable level. OPS has not been willing to make satisfactory 
quota adjustments for these small packers. 

Some of the large national packers whose kill in 1950 was tremen- 
dous seem to be satisfied with the quotas because of their favorable 
position in the industry. Four companies in the United States 
slaughter about 50 percent of the Nation’s livestock, and 10 com- 
panies slaughter approximately 70 percent. It is an injustice upon 
small companies, who have not yet increased their business to a 
profitable level, to freeze their slaughter at a volume which guarantees 
that they will have to remain in a ‘loss position. 

It is suspected that OPS desires to regain its authority over quotas 
as a weapon to enforce its meat regulations. When quotas were in 
effect in April, May, June, and July of this year, a slaughterer who 
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violated any OPS regulation could be penalized by the loss of his quota. 
Unfortunately, when a packer loses his quota the innocent retailers 
who depend upon him for their meat supplies are unable to buy meat. 
This in turn creates a scarcity and beckons the black market. This is 
reason enough in itself to deny OPS the right to utilize quotas. It is 
an enforcement club that you would expect only in a police state. 
The Congress wisely prescribed that OPS should enforce its regulations 
through established court procedures, but OPS has attempted to 
substitute in the meat industry the power to deprive a packer from 
operating his business by taking away his slaughter quota. This is 
too much power to entrust to a Government agency. 

Slaughter quotas are just an added burden to the cattleman, the 
packer, and the retailer. They create shortages and black markets. 
They favor the big packers while penalizing innocent retailers and 
small packers. ‘They are inflexible in operation. And, finally, quotas 
should not be used as a police club when Congress has directed the 
Administration to enforce its regulations by established court pro- 
cedure. The disadvantages of livestock slaughter quotas, in our 
opinion, far outweigh any possible value they could have. 

We appeal to you to protect the livestock and meat industry by 
denying OPS the power to administer livestock slaughter quotas. 

Senator ScHoEPPEL. I want to express my appreciation for your 
statement here. 

I want to ask just a few brief questions, because we want to keep on 
schedule as much as possible. 

Il want to say that I agree with you on certain phases of your 
conclusion. I am sure that you know that during 1950 there were 
about 4,000,000 more cattle by way of cattle population i in the country 
than there were in the year preceding. 

Mr. Linsenquisr. That is true. 

Senator ScHorrreL. There are about 6,000,000 more cattle antici- 
pated in 1951 than there has heretofore been. 

When they reduce the slaughtering quotas to certain of these 
concerns, is it not an inevitable result that follows: namely, that you 
reduce the amount of meat that is going to be available to the public? 

Mr. Linsenquist. Well, it has a tendency in that direction. Of 
course, the theory of the quota-control program as established by 
OPS is that it will not freeze the amount of cattle that can be marketed, 
but only freeze the percentage of the total that does come to market 
for each slaughterer. tn theory, it would work, but in practice, it 
doesn’t work out so well. 

Senator ScHonppe.. As a matter of fact, the historical factual pic- 
ture that has developed does not show that situation to be true; 
namely, that it has distributed the supply and has kept the market- 
able meat available in these areas. 

Mr. Litsenquist. You are absolutely correct, Senator, because the 
Department of Agriculture earlier in the year said that the supply of 
meat, including beef, this year would exceed that of last year. But 
because of the operations of the OPS program, including the slaughter- 
control program, they have now had to revise their estimate, showing 
that we will have less meat production and consumption this yea 
even though we have a much larger cattle population, as you have 
pointed out. 
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Senator ScHOEPPEL. One other question here: You make mention 
of the fact that new slaughterers art coming onto the operating scene; 
that is the independent slaughterers. They are registered, licensed, 
or registered. If they are legitimate—and we have to assume that 
that are—they receive a license to operate, do they not? 

Mr. Litsenquist. Yes, sir. 

Senator ScuorppeL. And is not every carcass or every certain par- 
ticular cut of meat, if it is cut, labeled or demarcated with that license 
number? 

Mr. Litsenquist. Yes, sir. 

Senator ScHOEPPEL. And a decent, fair administration and follow- 
up can show where that meat goes; is that not true? 

Mr. Litsenquistr. That is true. 

Senator ScHOEPPEL. | take it that you, representing your associa- 
tion here, desire more flexibility on the part of the administration 
and those administering this act to process the applications of new 
slaughterers in the field. They have been rather slow on that. 

Mr. Litsenquist. That is right. 

Senator ScHOEPPEL. I can see where some legitimate slaughterer 
would go into certain areas. We have great defense plants, with a 
great influx of population moving into certain areas. I recognize it 
very quickly in my home city of Wichita. Here is a new plane 
plant expansion, new expansions in the airplane industry, expansion 
of a large air base there. It would be an injustice not to permit a 
legitimate slaughtering concern to go in there or an established one 
to increase its facilities. Would that not seem practicable? 

Mr. Litsenquist. Yes, that is true, Senator, and in order to illus- 
trate how slow the OPS program is and how unmanageable, I might 
say that the OPS at a meeting of its Beef Industry Advisory Com- 
mittee on August 23 promised the industry that it would give prompt 
relief and Resediane announcement of changes in the beef regulation 
which would help the packers escape from a desperate squeeze in 
which they had been placed. That announcement was expected 
daily and weekly until issued today, on the 17th of September. 

Think of the harm and the damage that has been done during that 
interval, and especially when you consider that under a demand and 
supply program which we have had heretofore in the free-enterprise 
system, those adjustments are made promptly and instantaneously, 
every minute in the day, prices changes affecting the meat industry, 
so that meat can go in all channels and all retail stores throughout 
the country. 

We have a perfect distribution system in the meat industry, if it is 
allowed to work, but price controls, including slaughter controls, foul 
up the economy; they put monkeywrenches into the process; and we 
say that if the committee wants to do a favor to the American people, 
and also to the meat industry, they will strike out these price controls 
now as unnecessary, unworkable, and an abomination to the American 
people. 

Senator ScHoErpPEL. I am seriously alarmed at what has happened 
the last 2 months, namely, hides and tallow have done down in price, 
upon which price ceilings and roll-backs were established. The 
packers had every reason to anticipate or believe that OPS would take 
these developments into consideration in the over-all price that they 
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would set for the product. When they started sliding down, leavin: 
those byproducts really not able to be sold at anything like a profit 
it has left a lot of these packers, the smaller ones who could no 
weather the storm, in a position where they were operating daily anc 
weekly at a terrific loss, and some of them have gone out of busines: 
or closed down. Is that not true? 

Mr. Livsgenaquist. That is true. 

Senator ScHOEPPEL. Is that true among some of the people yo. 
represent? 

Mr. Linseneutist. That is true. Most all of them have had to 
curtail their operations to reduce their losses. They can’t continu 
long in that situation, and if these price controls continue, along with, 
slaughter controls, we fully expect the situation will develop as bac 
as it did under the OPA meat program. We feel that there is no 
worthy reason for having price controls in the meat industry and that, 
if they continue, we will find more and more meat going into the black 
market. The temptation will be before every honest packer who is 
faced with the loss of his assets, to disregard the law, and it is a great 
temptation. Businessmen shouldn’t be tempted to that extent. 

Those who love price controls are the black marketeers, the gangte r 
elements in this country, while every honest businessman hates price 
controls because he can see where they are leading him. They ar 
leading him to destruction. 

Senator ScHorppe.. As I said before, I think a great injustice has 
been done because of the time lag on the part of those administering 
this act in realizing that those byproducts, the prices of which hav: 
dropped, the prices of which should have been taken into consideratio: 
in the over-all price, go into the price the beef sells for. This problem 
has not been met realistically or quickly by the administering author- 
ities, and it has caused a feeling in the industry that it is almost futile 
to expect, let us say, not only seasonable changes but timely readjust- 
ments of these prices. 

I think the point that you have made there is very important. It is 
one of the things I am sure this committee is going to have to consider 

Mr. Litsenquist. We don’t blame the personnel of the OPS for this 
situation. There are many fine men in that organization, honestly) 
trying to do their best, but the job is just too complex and hopeless to 
expect to get results in this type of a control program. 

Senator ScHoepPe.. | share that view with you, but the point I am 
making is: It is something that we must constructively point out, and 
I am hoping that this series of hearings is going to bring those things 
out. If that is the pattern that is developing all over this country, 
then I think there should be more expeditious readjustment if we are 
going to get the supply of meat. When one of these packing plants 
goes out of business or when they reduce quotas, or whatever follows in 
this thing closes that plant or shaves that plant off on its, let us say, 
efficient operational status, the thousands of retailers all over the 


country that are dependent upon that plant, are out. They are the 


innocent bystanding sufferers. 

Mr. Linsenquist. That is right. 

Senator ScHoepPe.. The public then gets the reaction. 

Mr. Linrenquisr. Yes. 

And I would like to leave this one thought, if I may in regard to 
how prices of meat are set. 
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We hear a great deal about the high cost of meat, and it is high, 
but it has to be considered in relation to income. Consumers set the 
price of meat. I would like to empahsize that more than anything. 

Cattlemen don’t determine the price of meat. We all know that. 
The ‘re are too many cattlemen. And the packers don’t set the price 
of meat. There are about 1,500 commercial packing companies in 
the United States, besides thousands of small slaughterers that supply 
their own butcher shops. The retailers don’t set the price of meat, 
but the consumers set it based on their willingness to spend part of 
their disposable income for meat. They buy meat in competition 
with many other things, and every pound of meat that goes to market 
is a perishable product. It has got to be sold at whatever price 
the housewife is willing to pay. 

Over the period of the last 30 vears housewives have agreed to pay 
and have paid 5.6 percent of their income, on the average, for meat. 

In 1950, when consumers spent 5.6 percent of their income for 
meat, which was the same percentage they spent in 1939, they got 20 
pounds more meat per person than ‘they received in 1939, and that is 
the way it should be. They are getting a better buy today on their 
expenditures for meat than they have ever gotten before. 

And I think that is important because any inequity that arises 
because of price control is corrected in the black market. ‘There is not 
justification, in the opinion of our industry, for price controls on meat. 

Senator ScHoepPe., | have no further questions. 

The CuarrMan. Thank you for your testimony. 


The next witness is Mr. Petersen of the National Lamb Feeders 
Association, 


STATEMENT OF J. C. PETERSEN, PRESIDENT, NATIONAL LAMB 
FEEDERS ASSOCIATION 


The CHarrMan. Mr. Petersen, will you make your statement a part 
of the record? 

Mr. Perersen. It is really short, Senator. It is about 10 minutes. 

The CHarrMan. That is all right. I am not going to shut you off 
if you want to read it. 

Mr. Prrersen. I could perhaps just read high lights. 

The CuarrMan. When | said make it a part of the record, I just 
meant you should speak of that part which you want to call to the 
attention of the Senators. You can emphasize certain parts of it. 

Mr. Perersen. Yes, sir. 

The CHairMan. Go ahead, sir. 

Mr. Perersen. My name is J. C. Petersen. I represent the 
National Lamb Feeders Association, with headquarters at Denver, 
Colo. My home and place of business is at Spencer, Iowa. 

Through the operation of a feeder lamb and feeder cattle business 
shipping 3,500 cars of livestock annually to 32 States, I am familiar 
with the movement of livestock, both lambs and cattle, in the United 
States, 

Our organization is opposed to slaughter quotas for the following 
reasons: (1) Inabilitv of Washington Government agencies to move 
fast ea to properly allocate slaughte ‘r supplies; (2) the continual 
changing of supply of livestock av ailable for slaughter; (3) decentrali- 
zation of slaughter which has been developing for 25 vears dooms the 
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plan to failure; (4) it is a business license and a Government threat 
to private industry; (5) experience of permit system during OPA of 
World War II was a complete breakdown, particularly on hog market- 
ing; (6) it is a device of breaking markets to producers and feeders; 
(7) livestock is perishable and cannot be shipped around the country 
looking for a quota; (8) when freedom of marketing in the ‘United 
States is restricted and when the seller loses his right to choose a 
market, you are moving toward a dictatorship. 

During the hearings on the Defense Production Act of 1951 before 
this committee, Michael DiSalle submitted a statement on an economic 
justification of the slaughter-control program. I would like to read 
to you a portion of that statement, which appears on page 2767, 
hearings before the Committee on Banking and Currency, 5. 1397, 
part 3. I want you to listen to the wording and the theoretical 
approach to this program. 

The intent of slaughter quotas is not to restrict, but is to allocate equitably. 
The percentage factors provided slaughterers each month in advance represent 
the informed expectation of OPS officials of livestock receipts for that month as 
a percent of the 1950 base; and if correctly estimated, total quotas outstanding 
will just clear the market of livestock at ceiling prices. 

Going on there, the next two or three paragraphs continue Mr. 
DiSalle’s statement. 

In the second paragraph he states: 

Assume that 100 animals were slaughtered in X month of 1950. Eighty-five 
animals are expected to come to market in X month of 1951. If we had no in- 
flation of quota bases, the quota for X month would be 85 percent. But if total 
quota bases are inflated, say, to 105 animals (this, of course, is a paper inflation), 
and current marketings are unchanged at 85 animals, the current quota is 81 
percent. 

Gentlemen, do you understand that type of hypothetical language? 
Even if it looked good on paper, it just doesn’t work out that way in 
its practical application. While we are in sympathy with the desired 
objectives of the OPS agency in trying to work out methods whereby 
the legality of the act can be upheld, nevertheless, past experience 
with OPS regulations convinces us that they cannot and will not 
change their regulations where irreparable damage is about to take 
place in livestock marketing. Under our complex and intricate 
method of marketing livestock, we cannot solve the problem through 
an algebraic equation. 

Theoretically, if all slaughter plants were located around Chicago 
and the supply of slaughter livestock arrived at Chicago livestock 
markets, the slaughter quota system probably could be made to 
work, but the supply of slaughter livestock and slaughter plants are 
located in all States and all sections of the country. 

The continual changing of supply of livestock available for slaughter: 

The success of any slaughter quota system would have to be based 
on a never-changing slaughter supply of livestock contiguous to a 
packing plant, particularly with cattle and lambs. The supply 
available in any locality is continually changing. Here are a number 
of examples: 

A packing plant in Lexington, Ky., only slaughters lambs during 
the period of the native spring run out of Kentucky. The balance 
of the year they do not slaughter lambs at all. Let it be said that 
during the period of June and July the estimate of lamb slaughter 
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was correct nationally but was not correct by territories. We have 
had a continual drought in Texas; therefore, this spring 250,000 
lambs that ordinarily would be slaughtered in plants such as are 
located at Forth Worth and Oklahoma City came up in feeder flesh 
to Missouri, Iowa, Illinois, Indiana, and Ohio, reducing slaughter 
lambs in the South and raising the supply of slaughter lambs farther 
north. It would be an economic fallacy to have to ship these lambs 
back to St. Louis or Oklahoma City. 

Because of the heavier supply of slaughter of Texas wethers, the 
Wilson & Co. packing plant at Albert Lea, Minn., had filled its 
quota during July. Because of this, the feeders were unable to have 
their livestock slaughtered and in this case the lambs became older in 
age and the price reduced because the *y could not be sold as lambs 
and had to be sold as yearlings. 

A heavy supply of slaughter lambs developed this spring in what is 
called the north coast area of San Francisco. OPS had to make a 
quick adjustment of slaughter quotas in that area. Because of feed 
and weather conditions, the OPS, if fair to all plants, would be 
continually changing quotas to fit changing conditions. 

The Idaho lamb run started while California lambs were still in 
excess supply and slaughter quotas depressed the price because any 
packers who wanted to ‘buy those lambs and slaughter them could not 
do so because their quota was filled. It is difficult to foresee this 
changing supply of slaughter livestock. 

Normally, 250,000 to 300,000 lambs go into southeastern Kansas to 
feed on wheat pastures. Last spring, bec ause of the drought there, the 
volunteer wheat was plowed up and put into milo maize, so there is 
no wheat to ship to now. As a consequence, the Corn Belt has al- 
ready received 181,000 lambs more than normal during July and 
August, that otherwise would have gone into Kansas. 

As a further result, because milo maize has been planted in exeess 
and this being cattle feed, there will no doubt be heavier shipments of 
cattle to that section with a decrease to other sections. The supply of 
slaughter lambs there will be decreased; less quota needed. Supply of 
cattle iereased; higher quota needed. 

In a large part of the Corn Belt, Nebraska, South Dakota, Minne- 
sota, and lowa particularly, the corn crop is in danger of not maturing. 
These sections are taking increased supplies of feeder livestock because 
the corn may not be storable, and the location of slaughter livestock 
will again be disrupted. 

Floods in northeastern Kansas and Missouri cut down the amount 
of livestock that can be fed in that area with the result that slaughter 
plants in that section will probably have a short supply of livestock, 
would have an excess quota, but other areas who have absorbed this 
excess livestock will have additional slaughter livestock and no facili- 
ties to slaughter if we were operating under a quota. 

The manager of a Seattle, Wash., plant told me this spring that 
there were lambs in the State of Washington available for slaughter. 
There was a good demand from consumers but that particular slaugh- 
terer had no quota left, with the consequence that these lambs had to 
ship to the east coast with a consequent loss because of a high freight 
rate and excessive shrink. 

In many sections, such as northeastern Illinois, the feeding of beef 
cattle has replaced to a large extent dairying. Who is going to adjust 
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the slaughter quotas to fit the increased supply of slaughter livestock? 
What slaughterer will absorb the livestock caused by delayed fattening 
because of excessive rains, resulting in washy grass which would delay 
the marketing from those areas to where slaughter supplies available 
would compete for a quota at a later date? 

Hail in the heavy livestock feeding country near Scottsbluff, Nebr., 
will no doubt cause a reduced supply of slaughter lambs and slaughter 
cattle in that area. Every individual packing house must adjust 
their slaughter to the supply of livestock available in their immediate 
area and if livestock must be shipped to that packing plant from 
excess areas, it can only result in a loss to the feeder or producer 
because he is not familiar with the market conditions in a deficit area 
without considering the tremendous losses incurred through excessive 
freight, shrinkage, and deterioration in grade and quality. 

1 could go on and on listing the change in the supply of slaughter 
livestock available in the various sections of the country. Because of 
the eternal search by livestock producers for economical gains in 
order to increase production, both cattle and lambs are moved about 
the country and are not necessarily available at all to a slaughterer 
in the area historically where the livestock originated. 

Decentralization of slaughter which has been developing for 25 years 
dooms the plan to failure. 

We point out there, Senator, originally the slaughter of livestock 
centered around Baltimore and then has moved west until now it is 
located, the center I think is located in lowa. The decentralization 
of slaughter which began in 1920 has been of inestimable value to the 
producers and feeders of livestock and this trend should not be 
disturbed. 

I also point out in this next paragraph that 50 to 60 percent of the 
livestock in the United States is marketed direct to slaughterers and 
not through a public terminal market. Therefore, there are no 
market receipts to be allocated. In the majority of the cases, the 
livestock remains on the farm until it is purchased and sold and 
delivered direct to a slaughter plant. 

The allocation of slaughter quotas to individual plants can never 
be done equitably from Washington. There will also be variations of 
efficiency and economy by the various slaughtering plants and experi- 
ence in the past has been that adjustments ‘of slaughter quotas cannot 
be secured from the OPS. The problem would be staggering. 

Experience of a permit system during OPA of World War II was a 
complete breakdown, particularly on hog marketing. 

The CuHairMan. Let me ask you something. 

If I remember, Senator Thomas had an amendment about hogs and 
this committee passed it. I have forgotten what happened; whether 
it was held up in the House or what happened. Do you remember? 

Mr. Prrersen. I| think the story is told. 

The CHarrMan. I read ahead. We passed an amendment, this 
committee, in 1943, as remember it. Senator Thomas was a Senator 
from Idaho at the time. He was a member of this committee and he 
introduced it and we passed it. I have never thought about it since 
that time until you mentioned it. 

Mr. Perrersen. We knew, Senator, there was a heavy supply of 
hogs coming to market that fall and what we tried to do was to have 
ration points taken off of hogs, and we were unable to do that, and 
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they said that the OPA used the permit system, more or less a quota 
system or permit system for slaughterers, and that a farmer couldn’t 
come to a slaughterer unless he h: ad this permit. 

As a consequence, farmers were compelled to hold their hogs until 
their corn supplies were eaten and the hogs grew to such large size 
that they went beyond she bracket of prices by weight at which the 
Government was supposed to support the market. 

With their corn supplies gone, farmers were compelled not only 
to dump the hogs they had on hand when conditions finally eased 
and the packers ‘could take them, but the ‘y also dumped their abed 
sows. The result was the most drastic cut in the pig crop between 
1943 and 1944 ever in the history of the American Nation. 
eut 35,000,000 head. 

Up to 1943 the normal slaughter of calves in this country was a 
little under 10,000,000 head. But in 1944, with the cut of the pig 
crop, packers were unable to get pork with which to supply the trade, 
so they turned to the slaughter of calves. As you can see, in the 
table brought out in that testimony, the slaughter jumped from 
9,940,000 head in 1943 to 14,242,000 head in 1944. 

The OPS approach to the numbers of livestock available for slaugh- 
ter can only be hypothetical. There is nothing in the regulation 
to prohibit the OPS from making a slight error and agen livestock 
quotas below what can be expected to be marketed 1 


7 
it was 


any ce ‘rtain 


month. When there are 100 head of livestock ali: for slaughter 
and the quota says that only 80 can be killed, a new slaughterer must 
be found for the additional 20 animals. During the short period that 


the slaughter quota system was in effect during June and July, 
was a period of light marketings and we had no way of knowing what 
would happen to the system ‘under heavier marketings which could 
be expected during the fall and winter months. 

In conclusion, our experience in the past with cure-alls of this type 
has been that they have only intensified the problems of livestock 
marketing. 

Practically all of the 1951 crop of western feeder lambs has now 
either been shipped to feed lots or is under contract for delivery in the 
next 30 days. 

At the present time the lamb industry is still operating under the 
temporary freeze order of last January 25 with its attendant evils of 
un-uniform individual packer ceilings. 

Production of sheep, lambs, and wool has been increasing sub- 
stantially for the past 2 years, and we sincerely hope that no law is 
written or that no regulation is issued which will interfere with the 
desire of sheepmen to increase production of meat and fiber which are 
so vital to our national security effort. 

Therefore, we respectfully urge the Congress to refrain from re- 
instating slaughter quotas. 

The Cuatrman. Let me ask you something: Is there any black 
market in lambs that you know of? 

Mr. Perersen. Well, I don’t know personally, Senator. You hear 
reports; yes. There is a wide variation in price, legally or illegally, 
they tell me in Washington—— 

The Cuarrman. Have they not frozen the price? 

Mr. Prerersen. Yes; each individual packer was supposed to be 
frozen at his original—at his December 19-January 25 level, but that 
means there are a number of different ceilings. 
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The CuatrmMan. Because, of course, of different prices at which they 
are produced by different packers. The freight rates may be higher 
or something like that? 

Mr. Perersen. Well, one packer might have been selling light 
premium or premium and ended up with a 70-cent ceiling. Another 
packer perhaps was selling light or heavy lambs at a lower price and 
ended up with a 58- cent ceiling. They are still operating under those 
ceilings. 

The Cuarrman. Have the prices advanced materially to the public? 

Mr. Perersen. I wouldn’t know, sir. 

There is one thing I would like to mention—— 

The CuarrMan. You say here: 

At the present time the lamb industry is still operating under the temporary 
freeze order of last January 25 with its attendant evils, 
and so forth and so on. 

Do you believe in the same ceiling for all? 

Mr. Pererson, Well, it would be the only reasonable way to oper- 
ate, if you have to operate under controls. Certainly, all packers 
should be at the same level; that is, in those immediate areas, freight 
differentials discounted. 

A regulation was issued recently, Senator, I think the number was 
C—54, which allows—this is happening—which allows this to happen: 
A slaughterer can have a ceiling of 60 cents, and I think some of the 
large slaughterers have ceilings of that kind, but a jobber in New York 
can go to San Francisco and buy lambs and pay 59 cents, pay the 
freight clear across the country of 8 cents, plus the jobber’s commis- 
sion of 2 cents, and sell legally at 69 cents. 

I am not saying that one should be pulled down. We think that 
we should have a reasonable mark-up. But what I wanted to call 
vour attention to, Senator, was that we believe that slaughter quotas 
are the same as alloc: ation of supplies or rationing of supplies. 

The CuatrmMan. Under the present law has not the OPS enough 
authority to change that, in a case such as you mentioned, that is, 
where they can sell at 69 cents by adding on the freight plus the com- 
mission, when the ceiling is supposed to be 60 cents? 

Mr. Perersen. Yes, sir; that can be changed. 

The CuarrmMan. Without any quota? 

Mr. Petersen. Without any quota; yes, sir. 

I wanted to mention this one item: That when you allocate supply, 
which you are actually doing, it is rationing supply. 

The CuarrmMan. That is right. 

Mr. Pr TERSEN. And if you are going to ration supply, it seems to 
me you’ve got to ration demand. ‘Tf it is true on the one hand, that 
the supply must be rationed, then the demand should be rationed. 

The CHATRMAN. Senator Schoeppel? 


Senator ScHOEPPEL. Mr. Petersen, do you have a feeling that what 


is sought here in the end is to tell the producer and the farmer and 
the feeder exactly what his price is going to be for that animal and 
take it out of the competitive picture? 

Mr. Perersen. Yes, sir. 

Senator ScHorpPe.. I think you agree with me on this. I am no 
economist, but certainly prices tell the manager of any kind of a plant 
which product the consumer really wants; is that not true? We can 
start with that? 
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Mr. PeTerRsEN. Yes, sir. 

Senator ScHorPPEL. When we put in controls or when prices are 
fixed, that chain is broken, is it not? 

Mr. PErerRsEN. Yes, sir. 

Senator ScHorpre:. I think you will further agree with me, Mr. 
Petersen, that millions of livestock go to market by way of trucks. 

Mr. PerrerseEN. Yes, sir. 

Senator ScHoEPPEL. They move in from the farms or a small pro- 
ducer, 50 head or 60 head, maybe 20 head, and there is a world of 
that type of producers and sellers. When they hit a market that is 
rationed insofar as quotas are concerned, those cattle have to be fed 
and taken care of and they go through a shrink, do they not? 

Mr. PErersEN. Yes, sir. 

Senator ScHorpre.. Then, if they pile up in those markets, de- 
pressed prices result; is that not the case? 

Mr. PrererseEn. Yes, sir. 

Senator ScHoEPPEL. Is that not one of the very serious reasons 
why you find that the farmers and the producers of cattle all over 
this country are skeptical of these quotas, because a lot of them have 
experienced that; is that not the case? 

Mr. Perersen. That’s right. 

Senator ScHoEprEL. Not only in cattle, sometimes in hogs, but 
also in your industry, the sheep industry? 

Mr. Perersen. That is right. As you say, price is what clears the 
market, and where it is unnecessary to have livestock held over day 
after day at a market, in order, like I say, to find a quota. 

Senator, in our business, we are in the feeder lambs and feeder 
cattle business, and we have no price ceilings as yet 

Senator ScHOEPPEL. | understand. 

Mr. Perersen. On feeder lambs and feeder cattle, and we note day 
after day our continually changing prices. If the receipts of feeder 
lambs and feeder cattle are heavy, down they go. 

Actually, what a happened recently is that rece ipts have been 
light and the prices are going up on feeder cattle daily. Daily the 
prices of cattle have advanced, for 2 or 3 aualin, But I mean that is 
the function that price does in a market. 

Senator ScHoerPet. Of course, now we are having the seasonable 
run from, let us say, the grass-fed areas all over the country. It is 
starting now. 

Mr. Perersen. They are starting to load all over. 

Senator ScHorpPreL. That seasonable run there, if there is a good 
feeder or any number of feeders all over the country, they seek 
to stay out of that market, do they not, because that is a compe titive 
market that is likely to be forced down; is that not true? 

Mr. Perersen. That’s right. 

Senator ScHoEPPEL. Which might account, to a degree, for a lack 
of some of those heavy feeder cattle moving to market that ordinarily 
follow later on after the grass run is in? 

Mr. Perersen. I might say, Senator, there is quite a movement of 
heavy—beginning to be a movement—of heavy feeder cattle now to 
feed lots. 

Senator ScHorPPEL. But, generally speaking, the feeder types 
ease off until they get away from that depressed condition following 
the, let us say, grass-fed run of stock? 
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Mr. Perersen. That’s correct. 

Senator Scnorpre.. That is all. 

The CuarrMan. We thank you very much, Mr. Petersen. 
(Mr. Petersen’s prepared statement follows:) 


STATEMENT OF J. C. PeTeRsSEN, NarioNaL LAMB FEEDERS ASSOCIATION 


My name is J. C. Petersen, I represent the National Lamb Feeders Associa- 
tion, with headquarters at Denver, Colo., of which I am president. My home 
and place of business is at Spencer, Iowa. Through the operation of a feeder- 
lamb and feeder-cattle business, shipping 3,500 cars of livestock annually to 32 
States, 1 am familiar with the movement of livestock, both lambs and cattle, 
in the United States. 

Our organization is opposed to slaughter quotas for the following reasons: 

(1) Inability of Washington Government agencies to move fast enough 
to properly allocate slaughter supplies. 

(2) The continual changing of supply of livestock available for slaughter. 

(3) Decentralization of slaughter which has been developing for 25 years 
dooms the plan to failure. 

(4) It is a business license and a Government threat to private industry. 

(5) Experience of permit system during OPA of World War II was a 
complete breakdown, particularly on hog marketing. 

(6) It is a device of breaking markets to producers and feeders. 

(7) Livestock is perishable and cannot be shipped around the country 
looking for a quota. 

(8) When freedom of marketing in the United States is restricted and 
when the seller loses his right to choose a market, you are moving toward a 
dictatorship. 

(1) During the hearings on the Defense Production Act of 1951 before this 
committee, Michael DiSalle submitted a statement on An Economic Justification 
of the Slaughter Control Program. 1 would like to read to vou a portion of that 
statement which appears on page 2767, hearings before the Committee on Bank 
ing and Currency, S. 1397, part 3. I want vou to listen to the wording and the 
theoretical approach to this problem. 

“The intent of slaughter quotas is not to restrict, but is to allocate equitably. 
The percentage factors provided slaughterers each month in advance represent 
the informed expectation of OPS officials of livestock receipts for that month as 
a percent of the 1950 base; and if correctly estimated, total quotas outstanding 
will just clear the market of livestock at ceiling prices. 

“If the quota program were working perfectly, the above statement would 
hold without exception. But we know that total quota bases have become 
inflated—that is, total quota bases for all slaughterers for 1950 exceed the actual 
volume of slaughter in 1950. This has come about in two ways: (1) by over- 
statements of kill during 1950 by some slaughterers and (2) the upward adjust- 
ment of quota bases by OPS in those cases where plant and facilities have been 
expanded. It is estimated that total quota bases may exceed total slaughter 
for 1950 by as much as 5 percent. This means that percentage allocations in 
any current period, say, July 1951, must be reduced to squeeze the ‘‘water’’ out 
of the quota system—to make total quotas in July equal to marketings in that 
period. 

‘“‘We see how this works in the following example: Assume that 100 animals 
were slaughtered in X month of 1950; 85 animals are expected to come to market 
in X month of 1951; if we had no inflation of quota bases, the quota for X month 
would be 85 percent (85+100). But if total quota bases are inflated, say, to 
105 animals (this, of course, is a paper inflation), and current marketings are 
unchanged at 85 animals, the current quota is 81 percent (85~-105).” 

Mr. DiSalle continued as follows: ‘‘In sum, where quota bases become inflated, 
quota percentages for a current period must be reduced (must be reduced to make 
the total quota outstanding equal to livestock receipts.) This reduction in quota 
percentages does not reduce the number of livestock coming to market. On the 
other hand, if the total quota outstanding exceeds the receipts in a given period, 
individual quotas become little more than hunting licenses; the individual 
slaughterer is no longer assured of his fair share of the market. He must compete 
in seller’s market for supplies. Thus, in operating the quota program, any 
inflation in quota bases must be offset by a reduction in the current quota 
percentages.” 
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Gentlemen, do you understand that type of hypothetical language? Even if it 
looked good on paper, it just doesn’t work out that way in its practical application. 
While we are in sympathy with the desired objectives of the OPS agency in trying 
to work out methods whereby the legality of the act can be upheld, nevertheless, 
past experience with OPS regulations convinces us that they cannot and will not 
change their regulations where irreparable damage is about to take place in live- 
stock marketing. Under our complex and intricate method of marketing live- 
stock, we cannot solve the problem through an algebraic equation. 

Theoretically, if all slaughter plants were located around Chicago and the 
supply of slaughter livestock arrived at Chicago livestock markets, the slaughter 
quota system probably could be made to work, but the supply of slaughter 
livestock and slaughter plants are located in all States and all sections of the 
country. 

(2) The continual changing of supply of livéstock available for slaughter: The 
success of any slaughter quota system would have to be based on a never-chang- 
ing slaughter supply of livestock contiguous to a packing plant, particularly with 
cattle and lambs. The supply available in any locality is continually changing. 
Here are a number of examples: A packing plant in Lexington, Ky., only slaugh- 
ters lambs during the period of the native spring run out of Kentucky. The 
balance of the year they do not slaughter lambs at all. Let it be said that during 
the period of June and July, the estimate of lamb slaughter was correct nationally 
but was not correct by territories. We have had a continual drought in Texas; 
therefore, this spring 250,000 lambs that ordinarily would be slaughtered in plants 
such as are located at Fort Worth and Oklahoma City, came up in feeder flesh to 
Missouri, Lowa, Illinois, Indiana, and Ohio, reducing slaughter lambs in the South 
and raising the supply of slaughter lambs farther north. It would be an economic 
fallacy to have to ship these lambs back to St. Louis or Oklahoma City. 

Because of the heavier supply of slaughter of Texas wethers, the Wilson & Co. 
packing plant at Albert Lea, Minn., had filled its quota during July. Because of 
this, the feeders were unable to have their livestock slaughtered and in this case, 
the lambs became older in age and the price reduced because they could not be 
sold as lambs and had to be sold as yearlings. 

A heavy supply of slaughter lambs developed this spring in what is called the 
north coast area of San Francisco. OPS had to make a quick edjustment of 
slaughter quotes in that area. Because of feed and weather conditions, the 
OPS if fair to ell plants, would be continually changing quotas to fit changing 
conditions, 

The Idaho lamb run started while California lambs were still in excess supply, 
and slaughter quotas depressed the price because any packers who wanted to 
buy those lambs and slaughter them, could not do so because their quota was 
filled. It is difficult to foresee this changing supply of slaughter livestock. 
Normally 250,000 to 300,000 lambs go into southeastern Kansas to feed on wheat 
pastures. Last spring because of the drought there the volunteer wheat was 
plowed up and put into milo maize so there is no wheat to ship to now. As @ 
consequence, the Corn Belt has already received 181,000 lambs more than normal 
during July and August. Asa further result, because milo maize has been planted 
in excess and this being cattle feed, there will no doubt be heavier shipments of 
cattle to that section with a decrease to other sections. The supply of slaughter 
lambs there will be decreased less quota needed. Supply of cattle increased 
higher quota needed. 

In a large part of the Corn Belt—-Nebraska, South Dakota, Minnesota, and 
Iowa particularly—the corn crop is in danger of not maturing. These sections are 
taking increased supplies of feeder livestock because the corn may not be storable, 
and the location of slaughter livestock will again be disrupted. 

Floods in northeastern Kansas and Missouri cut down the amount of livestock 
that can be fed in that area with the result that slaughter plants in that section 
will probably have a short supply of livestock, would have an excess quota, but 
other areas who have absorbed this excess livestock will have additional slaughter 
livestock and no facilities to slaughter if we were operating under a quota. 

The manager of a Seattle, Wash., plant told me this spring that there were 
lambs in the State of Washington available for slaughter. There was a good 
demand from consumers but that particular slaughterer had no quota left, with 
the consequence that these lambs had to be shipped to the erst coast with a con- 
sequent loss because of a high freight rate and excessive shrink. 

In many sections such as northeastern Illinois, the feeding of beef cattle has 
replaced to a large extent dairying. Who is going to adjust the slaughter quotas 
to fit the increased supply of slaughter livestock? What slaughterer will absorb 
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the livestock caused by delayed fattening because of excessive rains, resulting in 
washy grass which would delay the marketing from those areas to where slaughter 
supplies available would compete for a quota at a later date. 

Hail in the heavy livestock feeding country near Scottsbluff, Nebr., will no 
doubt cause a reduced supply of slaughter lambs and slaughter cattle in that 
area. Every individual packing house must adjust their slaughter to the supply 
of livestock available in their immediate area and if livestock must be shipped 
to that packing plant from excess areas, it can only result in a loss to the feeder 
or producer because he is not familiar with the market conditions in a deficit 
area without considering the tremendous losses incurred through excessive 
freight, shrinkage, and deterioration in grade and quality. 

I could go on and on listing the change in the supply of slaughter livestock 
available in the various sections of the country. Because of the eternal search 
by livestock producers for economical gains in order to increase production, both 
cattle and lambs are moved about the country and are not necessarily available 
at all to a slaughterer in the area historically where the livestock originated. 

(3) Decentralization of slaughter which has been developing for 25 years dooms 
the plan to failure: Originally slaughter of livestock in our country was centered 
around Baltimore, Md., then it moved west to Cincinnati, then to Chicago, now 
the center is located somewhere in Iowa. For 25 years, slaughter supplies at 
many of the old terminal markets has gradually declined. This trend did not result 
because of-the desire to violate price control laws but was the result of a desire by 
the slaughterer to have his plant located in a section where the actual livestock 
existed. The decentralization of slaughter which began in 1920, has been of 
inestimable value to the producers and feeders of livestock and this trend should 
not be disturbed. 

The OPS made the statement, “If the total quota outstanding exceeds the 
receipts in a given period.’? We must remember that 50 to 60 pereent of the 
livestock in the United States is marketed direct to slaughterers and not through a 
public terminal market. Therefore, there are no market receipts to be allocated. 
In the majority of the cases, the livestock remains on the farm until it is purchased 
and sold and delivered direct to a slaughter plant. 

(4) It is a business license and a government threat to private industry: The 
allocation of slaughter quotas to individual plants can never be done equitably 
from Washington. There will also be variations of efficiency and economy by the 
various slaughtering plants and experience in the past has been that adjustments 
of slaughter quotas cannot be secured from the OPS. The problem would be 
staggering. 

There has been a great deal of discussion about granting a Government agency 
the power to license business men. We believe that Congress in its considera- 
tion of this proposal decided that it would be too dangerous to grant that license 
and power to a Government appointee during peace time. In effect, however, 
the OPS was licensing or refusing to license slaughterers. The authority of a 
life or death license over a slaughterer and his quota should not be extended in 
the livestock industry. 

(5) Experience of a permit system during OPA of World War II was a com- 
plete break down, particularly on hog marketing. 

The permit system was tried during World War II with disastrous results. 
The Corn Belt Livestock Feeders Association called to the attention of this 
committee on page 2576, Defense Production Act amendments of 1951, section 3, 
the following explanation of what happened through the permit system in the 
slaughter of hogs. 

“That fall, the then Congressman Dirksen from Illinois, wrote the authorities 
of OPA and the Department of Agriculture pointing out to them that with such a 
huge pig crop about ready to come to market, with consumers restricted in their 
purchases by red ration points and with packers having limited storage facilities, 
there was very liable to be a market catastrophe unless action was taken, Con- 
gressman Dirksen suggested in September of 1943 that the ration points be taken 
off so that consumers could purchase and store as much of this product as pos- 
sible and that farmers be permitted to help in the slaughter if the run got so large 
that the packers could not take care of it. 

“But OPA and the Department of Agriculture informed Mr. Dirksen that 
there woula be no market glut. They had a plan. 

“The plan was to market hogs only thapugh a permit system. A farmer could 
send his hogs to market only if he had a permit showing that they could be taken 
care of. 
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“It proved completely disastrous. Farmers were compelled to hold their hogs 
until their corn supplies were eaten and the hogs grew to such large size that they 
went beyond the bracket of prices by weight at which the Government was sup- 
posed to support the market. 

“With their corn supplies gone, farmers were compelled not only to dump the 
hogs they had on hand when conditions finally eased and the packers could take 
them, but they also dumped their brood sows. The result was the most drastic 
cut,in the pig crop between 1943 and 1944 ever in the history of the American 
Nation. It was cut 35 million head. 

“Up to 1943, the normal slaughter of calves in this country was a little under 
10 million head. But in 1944, with the cut of the pig crop, packers were unable 
to get pork with which to supply the trade, so they turned to the slaughter of 
calves. As you can see in that table I, the slaughter jumped from 9,940,000 
head in 1943 to 14,242,000 head in 1944 according to official figures.’ 

(6) The OPS approach to the numbers of livestock available for slaughter can 
only be hypothetical. There is nothing in the regulation to prohibit the OPS 
from making a slight error and place livestock quotas below what can be expected 
to be marketed in any certain month. When there are 100 head of livestock 
available for slaughter and the quota says that only 80 can be killed, a new slaugh- 
terer must be found for the additional 20 animals. During the short period that 
the slaughter quota system was in effect during June and July, it was a period of 
light marketings and we had no way of knowing what would happen to the 
system under heavier marketings which could be expected during the fall and 
winter months. 

In conclusion, our experience in the past with cure-alls of this type has been 
that they have only intensified the problems of livestock marketing. 

Practically all of the 1951 crop of western feeder lambs has now either been 
shipped to feedlots or is under contract for delivery in the next 30 days. 

At the present time the lamb industry is still operating under the temporary 


~ 


freeze order of last January 25 with its attendant evils of ununiform individual 
packer ceilings. 

Production of sheep, lambs, and wool has been increasing substantially for the 
past 2 years and we sincerely hope that no law is written or that no regulation is 
issued which will interfere with the desire of she®pmen to increase production of 
meat and fibre which are so vital to our national security effort. Therefore, we 
respectfully urge the Congress to refrain from reinstating slaughter quotas. 

The CHairman. Mr. Shaw, of the SafewayjStores. Mr. Shaw, 
will you come up? 


STATEMENT OF SETH SHAW, SAFEWAY STORES, INC, 


The CuHatrman. If there is no objection, Mr. Shaw’s statement 
will be made part of the official record. 

Mr. Shaw, will you high light what you believe you desire the 
Senators to know from whatever part of this statement you wish? 

Mr. SHaw. My name is Seth Shaw. Iam emploved by and appear 
in behalf of Safeway Stores, Inc. 

We operate approximately 2,000 stores in 23 States and the District 
of Columbia. In addition, we operate a number of specialized meat 
warehouses and two packing plants. These two slaughter plants 
supply less than 7 percent of our total supply. 

The Cuarrman. Where are your slaughter plants? 

Mr. SuHaw. We have one at Los Angeles, Calif., and one at south 
San Francisco, Calif. 

Mr. Chairman, I have prepared a brief summary of my statement 
and, if that is all right, I will read that summary. 

The CHatrMANn. We want you to do exactly what you wish. 

I merely suggested that sometimes you can emphasize the parts 
you are interested in. Sometimes the Senators do not get a chance 
to read the entire record but they can read that part. 
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You will proceed in your own way. 

Mr. Suaw. Our appearance is against Senate bill 1928, which woul: 
establish livestock-slaughter quotas. Our objections can be con- 
sidered under three categories. 

First, there is nothing in the record, or in our experience in procuring 
meat supplies, that provides any evidence that slaughter quotas wil! 
either control black markets or result in a better distribution of meat 
supplies. 

In my written statement, I showed the extent to which our meat 
supply was diverted away from us during 1943 when Meat Restriction 
Order 1, issued by OPA, and a succeeding order, FDO 27, issued by 
the War Food Administration, were in effect. 

In the appendix to that statement, I explained that, while those 
orders did not limit the number of head or the poundage live weight 
that a slaughterer could deliver or could slaughter, those orders 
limited the amount of meat that a packer could deliver based on his 
1941 deliveries. So, they did limit livestock slaughter. 

Also presented in my written statement is evidence that during the 
period of cattle-slaughter quotas under OPS similar situations devel- 
oped which again made it difficult to obtain supplies. 

We maintain that the basic reason for this difficulty is faulty price 
regulations, coupled with faulty administration. 

We cannot subscribe to the principle of correcting bad regulations 
with additional controls which further saddles an industry with 
more records, more compliance, and more expense. 

Our second reason for objecting to Senate bill 1928 is that we do 
not like the punitive feature of slaughter quotas as oe by 
OPS. The agency, as you know, under Distribution Order , had 
authority to asses penalties against a packer’s quota. 

We object to such procedure because a penalty against a packer, 
charged against his quota, punishes every retailer or other depending 
on that packer for a supply. Once a retailer has an established source: 
of supply, it is extremely difficult to turn to others for a product that 
is in tight supply. 

Our third reason for opposing Senate bill 1928 is that we do not wish 
to see quota limitations placed on legitimate slaughterers who are 
making every effort to supply their trade with meat according to 
historical trade practices. 

My written statement gives examples of practices developing 
which are created by price regulations. Such practices are th: 
reason legitimate packers are at a buying disadvantage and why 
retailers are further squeezed if they have to purchase a supply via 
those routes. 

And one of the few examples that I gave in my statement was that 
many slaughterers are now offering their supplies to the trade through 
wholesalers. In order to buy that supply, you have to pay, or | 
should say that the orders provide the wholesaler with an additiona! 
$2.25 a hundredweight for the services that a wholesaler renders. 

Now, I am not contending that that is too much for the whole- 
saler who puts the meat through his place of business, takes possession 
of the product, breaks the carcass, delivers the wholesale cuts, docs 
whatever processing is necessary. I don’t say that that is too much 

But when the retailer and others have to buy a supply through a 
wholesaler where the wholesaler does not take possession of the meat 
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and does not put it through his place of business, where we have to 
pay an extra $2.25 a hundredweight to get the supply—— 

The CHAIRMAN. You pass that on to the consumer; do you not? 

Mr. Suaw. Well, we don’t have an opportunity, Senator, in that 
we are under ceiling prices at the retail level. 

That is a case where our supply is costing us more, but our retail 
ceilings are fixed; so, we have no opportunity to pass it on. 

The CuatrMaNn. As I understand, you are making money off 
with the $2.25 under the ceilings, 

Mr. Suaw. We are not making any money on the beef, and this is 
beef that is involved here. As a matter of fact, we’re not making 
money off our meat operations, our total meat operations, even though 
we buy itwithout paying this $2.25. 

The Cuarrman. Wholesale. 

Mr. Suaw. Yes. 

Now, the reason that I brought those facts in is the fact that, when 
we have suppliers who are willing to quote us according to historical 
practices, then we don’t want to be hampered with any quota. 

The CHarrMAN. From what I understand, there are so many whole- 
salers buying the meat you cannot buy direct, can you? 

Mr. SHaw. Well, no; we can’t. And, as a matter of fact, we 
forced to buy some of our supply via that route. 

The Cuarrman. If you put quotas on, that would not change this 
condition; would it? 

Mr. Suaw. The only change that quotas would make there mould 
be that it would limit those individuals to 100 percent or whatever 
that percentage may be. 

The Cuarrman. But they would still get the mark-up, whatever 
it might be? 

Mr. Suaw. They would. 

The CHarrMaNn. I read your statement. That is why I asked those 
questions. 

Mr. Suaw. Yes. 

Senator SCHOEPPEL. | would like to ask a question, Mr. Chairman. 

The CuHarrMan. Go ahead. 

Senator ScHOEPPEL. Where you are required or maybe forced in 
some of your many, many enterprises all over chia country to go to a 
wholesaler who gets $2.25, or you are required to pay $2.25 a hundred 
pounds additional, and where that wholesaler does nothing but vou 
get your order filled straight from the packer’s plant to your establish- 
ment, is a practice that should not be permitted. That is an adminis- 
trative procedure that should be checked into and remedied. Is that 
not the case? 

Mr. Suaw. The wholesaler in that case is rendering a broker’s 
service. He is merely taking an order and placing an order for you. 

Senator ScHoEpPEL. Frequently, have vou had previous connections 
with some of the same packing plants so vou would not have to pay 
that? 

Mr. Suaw. Yes; we have. 

Senator SCHOEPPEL. Yes. 

Mr. SHaw. We have bought from them direct and we are now 
forced, in order to get or try to get our requirements—we’'re not 
vetting .our full requirements, but in an attempt to, we are buying 
some of this supply through wholesalers and paying this extra $2.25 
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Now, a broker is only permitted to charge an extra 17.5 cents a 
hundred, because he places an order for you. The wholesaler is given 
$2.25 because he renders additional services. 

But in this specific instance he is only rendering a broker’s service 
and charging a full wholesaler’s addition. 

Now, the reason for bringing this up is the fact that we have many 
suppliers who are furnishing us a supply direct from their packing 
plants, and we do not wish to see those packers hampered or limited 
by quota restrictions. 

The CHarrMan. You are talking about your company? 

Mr. Suaw. Yes. 

The Cuarrman. That would be applicable to other companies? 

Mr. Suaw. I am sure that it is; ves. 

The CHarrMan. I mean other big corporations like yours. They 
would be up against the same thing. Customers who have been 
supplying them would be subjected to the same thing that you speak 
of that you are subjected to by the wholesaler? 

Mr. Suaw. I am sure that is correct. 

Is the answer to limit those who resort to these unhistorical practices 
to 100 percent of their 1950 kill and by such limitation order saddle 
every packer following historical patterns to all of the inequities in 
the price regulations? Our answer is in the negative. 

In closing, let me answer the question regarding quotas giving 
OPS an enforcement tool for controlling black markets. 

We say that those who will falsify price records will falsify quota 
records. 

Let me quote from an official USDA publication: 

OPA tended to resist increases in quota bases 
now, this is back in OPA days— 


OPA tended to resist increases in quota bases and to resist grants of quotas to 
new slaughterers. The program offered no solution for local meat shortages or 
for shortages of meat to wholesalers, institutions, and nonslaughtering 
processors. 

Nonslaughtering processors and wholesalers of meat were not getting their 
customary share of meat under restriction order 1. Many of their sources of 
supply were not getting their share of slaughter animals. Small killers, against 
whom enforcement was ineffective, increased their operations. Nonslaughtering 
meat processors and wholesalers appealed to the Government to amend the order 
providing for allocation of meat by slaughterers to nonslaughtering processors 
and wholesalers. Government regulation was becoming unpopular. 


This was in 1943. 


Slaughterers, wholesalers, retailers, and consumers in shortage areas were 
petitioning the Government for relief. 

The slaughter-control program was one of the most difficult to administer of 
all the wartime food programs. During the 1943 fiscal vear, 794 investigations 
were made for alleged or apparent violations of USDA food orders. Of the total, 
277, or more than a third, related to FDO No. 27— 


which was their meat restriction order. 

OPA conducted more than 11,000 investigations and filed 1,026 civil and crim- 
inal suits against 1,361 defendants for violation of meat restriction order 1 which 
was in operation for a period of 6 months. 

Now, I put that in because of the contention that it is difficult to 
violate a livestock slaughter quota. 

Senator Scuorerre.. You are reading, Mr. Shaw, are you not, from 
a report that was made by the Department of Agriculture, summariz- 
ing their experiences from 1942 to 1946. Am I correct in that? 
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Mr. SHaw. That is correct. And I have attached that as an ap- 
pendix to my written testimony. 

The CHAIRMAN. I saw that in your testimony. 

Any further questions? 

Senator ScHOEPPEL. Let me ask you this, Mr. Shaw: 

According to this control situation, why is meat so difficult to con- 
trol? You are a part of a great organization that is in every section 
of this United States, and I do not know of a man who is better quali- 
fied to express a judgment or give us an opinion on this thing. | 
would like to have you say something about that, if you have anything 
to offer. 

Mr. Suaw. Well, if we have to have controls, | still think we are 
foolish to try to work controls on perishable products. On those 
ent that we buy and sell in the same form—take a can of 
peas, for instance. We buy it; we pay so much; we have a ceiling 
prio eonit. We put it on the shelf. If it will not move at the ceiling 
price, we can let it set, or we can decide sooner or later to reduce the 
price to sell it, but at least it is not perishable. It can stay there 
until we can get the ceiling price out of it. 

In the case of perishables, you either sell them or you smell them. 
That is, you have to get them sold before they spoil. 


The Guarrman. We went all through that with perishable foods 
last time. 


Mr. Suaw. Yes. 

The Cuairman. On perishable fruits and vegetables. 

Mr. Suaw. We have exactly the same situation on meat as we have 
on fruits and vegetables. 

And another thing is that on meats, we don’t sell them in the form 
in which we buy them. Neither does the packer. ‘The packer buys 
an animal. He sells the hide, the heart, the liver, tongue, brains, 
offals, and he sells the carcass. Now, supply and demand varies for 
every one of those products. They are up and they are down, so he 
is not selling the product in the same form that he buys it. 

When we “buy a carcass, that carcass is not all retail cuts. A 600- 
pound carcass will yield about 480 to 490 pounds of retail cuts, and 
those cuts vary in desirability and we have to price them according 
to tnat desirability. Consumer demand is such a changeable thing 
that one day or one week customers are willing to pay this kind of a 
price for that kind of a cut,-and then next week it falls off. We are 
constantly, in a free economy, having to juggle those prices in order 
to keep those cuts moving in the same proportion as they occur in 
the carcass. And that is the big problem. 

That is why, under any one set of controls, and controls at the 
retail level where week after week and month after month we have 
T-bone steaks at the same price and chuck roasts at the same price 
and shank at the same price, flank, and what not, you just can’t make 
the thing work. 

Now, I don’t know whether that answers your question, Senator. 

Senator ScHorpreL. That certainly does, and | do not know of a 
better-qualified individual than you, representing this type of an 
organization that daily comes in contact with millions of customers. 
If your experience of this is not some enlightment for us when we are 
asked to change or alter or give authority to alter a law or permit this 
or that to be done, I do not know who we can really turn to. That 
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is why I thought it was extremely important to have your judgme:| 
on this. 

1 would like to ask you something else: You may not want tv 
answer this, but I have wondered about it: 

Is there not a degree of temporary advantage to be gained out «| 
controls that honestly makes certain individual groups or certai) 
organizations come in and insist on it when they see their business is 
falling off? Do you have any experience to relate on that or a judy 
ment backed by experience? 

Mr. Suaw. I don’t know that I really get your question, Senato: 

Senator ScHorerPeL. Put it another way: There are folks in here 
who are going to be before this committee who honestly are advo 
cating controls and quotas, slaughtering quotas, things like that. 

Mr. SHaw. Yes. 

Senator ScHoEPPEL. It is because they have been put in some kin 
of squeeze, is it not? Are they not looking at it from a temporary, 
relief standpoint rather than the long pull? 

Mr. SuHaw. Well, that is certainly my opinion. That is, it always 
seems that by adding one more control, one more safeguard, that 
maybe you can correct that situation, and correct the situation that 
was made back by some other regulation. But I don’t believe that 
that is the way to accomplish a thing. I believe that each new con- 
trol that we bring in to bolster one that is not working is going to 
produce new problems which will require more controls to bolster it. 

And I thoroughly agree with you that it may appear at times that 
one more control there might be able to accomplish some aim, but as 
far as accomplishing a more equitable distribution of livestock and 
meat, I don’t think it will. 

Se ‘nator ScHOEPPEL. Just as one Senator representing the State 
of Kansas, I cannot feel that controls are the answer when we have 
the greatest cattle population in the history of this Nation. That 
has been pointed out by the Department of Agriculture and livestock 
processors of products of livestock, when they say that we have around 
6,000,000 more head of livestock. I just cannot understand why we 
would want to restrict the quotas and, frankly—I am going to be 
honest about it—I think we would be far better off with perishables 
to forget the quotas and let it go on a competitive market because of 
its perishable character, which would tend, with the consumer re- 
sistance, to bring it in line. 

Mr. SHaw. Right. 

Senator ScHoEPPEL. Maybe I am all wrong. 

Mr. Suaw. Those are our sentiments exactly. 

The Cuarrman. Have you had any experience with controls on 
meat? 

Mr. Suaw. Yes; we have had a number of cuts of meat that 
wouldn’t bring ceiling price. 

The CHarrmMan. What did you do in that instance? Reduce them? 

Mr. Suaw. We had to reduce them because if we kept them an 
longer we would have had to reduce them more. 

‘The CuarrMan. I just wanted to know. 

Mr. Suaw. That might be a matter of that cut being priced out o! 
line with other cuts under the order, and it may be just because o! 
pure consumer resistance. And, as a matter of fact, 1 believe we hav: 
the prices just as high now as consumers will take them. I think that 
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if we were to pull off these controls right now and eliminate a lot of 
the shenanigans that are created by the controls, that certain prices 
as of now, with this supply and this demand, I don’t think they would 
change. 

Senator ScHoreprPe.. I would like to ask you something else, because 
1 know you have had some experience in it. I know you have had it 
right here in the city of Washington, because you have some of your 
stores here. 

We have frequently been confronted with statements on the part 
of the gentlemen behind the meat counters who will throw out a piece 
of meat, whether it is a T-bone steak or something else, and they 
will say: ‘Well, vou see that bone and that fat? I’ve got to leave it 
on. Before these controls went on, I could trim this meat and you 
could get more meat.”’ 

Now, is he telling me a lie or telling me the truth about it? 

Mr. Suaw. He is telling you the truth, because of the standard 
of OPS trimming, and it is priced accordingly. 

Now, certainly, if we take a lot of that bone off and a lot of that 
fat off, we have to price the cut a little higher. Now, that bone and 
fat has some salvage value left in the store, but it hasn’t any salvage 
value when it is carried home. And so it is just good economy to 
trim those cuts as the industry has been trimming them. All of 
us here, | am sure, recognize that since World War II we have made a 
lot of progress in how we have trimmed these cuts for the consumer. 
Self-service in meats has been quite responsible for that, because if 
vou put that cut in there with a lot of bone and fat, they just walk 
on by it. They won’t take it. 


The Cuarrman. Any further questions, Senator? 

Senator Scoorpre.. No further questions. 

The CHarrMANn. We appreciate your statement very much. 
Mr. Saaw. Thank you. 

(Mr. Shaw’s prepared statement follows: ) 


STATEMENT OF SETH SHAW, REPRESENTING SAFEWAY SToREs, INc, 


My name is Seth Shaw. I am employed by and appear today in behalf of 
Safeway Stores, Inc. We operate approximately 2,000 retail food stores in 23 
States and in the District of Columbia. Our meat operation includes, in addi- 
tion, seven specialized meat distribution warehouse operations that include cutting 
and aging facilities, plus four other meat warehouses; we also operate two slaughter 
plants. Less than 7 percent of the meat supply in Safeway Stores come from 
these two plants. 

We oppose Senate bill 1928. Our objection to the bill is based on our experi- 
ence during the Second World War under OPA and our similar brief experience 
with livestock quotas under OPS. We contend that this bill would create another 
direet control which, in our opinion, is unnecessary. It would not stop or control 
black markets. It would not achieve an equitable distribution of livestock and 
meat. 

When we consider the burden of records, compliance, enforcement, and expense 
to administer another control, and with nothing in the record to show that quotas 
have been of any value in the distribution of meat or in the control of black 
markets, we think quotas would indeed be folly. 

During the Second World War either OPA or the Department of Agriculture 
had continuous authority to establish slaughter quotas. Yet quotas actually 
were in force only from October 1, 1942, to September 1, 1943, and intermittently 
for certain classes of slaughterers from April 30, 1945, to June 30, 1946. In the 
midst of the war when demands were greatest there were no slaughter controls. 
Perhaps a paragraph taken from Meat and Meat Animals in World War II, pub- 
ished by the Bureau of Agricultural Economics, USDA, in February 1951, will 
explain in part the reason for this minimum use of slaughter quotas: 
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ex 
“The slaughter-control program was one of the most difficult to administer o/ — 
all the wartime food programs. During the 1943 fiscal year, 794 investigation. in 
were made for alleged or apparent violation of USDA food orders. Of the tota| ad 
277, or more than a third, related to FDO No. 27. OPA conducted more than 
11,000 investigations and filed 1,026 civil and criminal suits against 1,361 defend ow 
ants for violation of Meat Restriction Order 1 which was in operation for only qu 
6-month period.” ex! 
If it was difficult to administer slaughter quotas under a wartime program of set 
complete controls, including consumer rationing, it certainly would be much mor int 
difficult to administer such controls without consumer rationing. pr 
The current over-all situation is so different than existed during World War I| at 
that it would be better to consider lifting all controls than to justify additiona! im 
controls. Supplies currently in sight are at high levels. Quantities being taken da 

for military use are inconsequential to the total. Yet in spite of these conditions 
the entire industry, from producer to retailer, is saddled with regulations whic}, Bi 
are disrupting distribution, creating black markets, driving individual firms ou! to 
of business, and causing wasteful changes in the pattern of production. pl 
di 
LET US LOOK AT THE RECORD th 
During OPA (1942-46) quotas were initiated October 1, 1942, and had the effec: : 
of limiting the amount of meat a packer could deliver to civilian outlets. This, on 
of course, had the effect of limiting the amount of livestock slaughter. (See fr 

appendix A.) The punitive feature of livestock quotas, as established by OPS, 
is new. (OPS had authority under Distribution Regulation 1 to impose penalties d 
against slaughter quotas for packer violations.) t] 
Under OPA quotas, there was widespread maldistribution of meat as evidenced q 
by the following comparison: p 
p 
Comparison of Safeway purchases of all meat and beef in a cross section of Safeway li 
distribution divisions c 
a “(a < . v 
| \ 

Average Actual pur- | 
weekly chases, Week | Percent of 0 
deliveries, of May 15, decline \ 
1941 1943 





























Oakland Bay district: | Pounds | Pounds s 
Total meat. -. } 458, 838 | 319, 589 | 30) ! 
Beef 214, 309 | 33, 243 s4 

Washington, D. C. division: . 
Total meat ; 855, 219 684, 237 20 g 
Beef tens 330, 687 124, 183 #2 t 

Los Angeles division: 

Total meat | 852, 000 607, 000 29 : 
Beef ; 478, 000 150, 000 6a 

Seattle division | 
Total meat . | 587, 588 344, 678 | +! 

Beef 300, 338 117, 100 | 6l 

E] Paso district: 
Total meat ‘ ‘ a | 94, 457 45, 206 | 52 
Beef_- ‘ ‘ ; 42, 414 17, 726 | 62 

Total | | 
Total meat i. ji | 2, 848, 102 2, 000, 710 20.8 
Beef. oe Ccuiminnste pines 1, 365, 748 442, 252 67." 
Total decrease in total meat - -- as : aol 847,392 
Total decrease in beef.------- bb weak Coa — 











In 1943 from Government data we estimated that the supply of total meat 
available to civilians was 11.1 percent less than in 1941, and the decline for beet 
was 2274 percent. 


EXPERIENCE UNDER OPS (1951) QUOTAS 





During the period April through July 1951 when OPS slaughter quotas were 
in force we were confronted with every evidence of maldistribution typical of the 
periods during OPA. Listed below are current reports telegraphed from our 
meat-buying offices giving examples of bad distribution and squeezes during the 
period OPS quotas were in effect: 

1. “In July and August it was necessary to purchase west coast lambs for New 
York and Washington, D. C., and pay $8 per hundredweight freight via railway 
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express. Prior to OPS, normal supplies of lambs for east coast were purchased 
in the midwest. One of the large national packers reported they were successful 
in diverting their midwest plant lamb quotas to their west coast plants to take 
advantage of higher dressed lamb ceilings and lower live costs.” 

2. “One west coast supplier had exhausted his lamb quota although he still 
owned live lambs ready for slaughter, wanted to slaughter them but had no 
quota. In the same area at the same time there were suppliers who had not 
exhausted their quotas but had not contracted for lambs during the contract 
season. For that reason they were slaughtering very few lambs. ‘lhese suppliers 
informed us that if they had to buy live lambs at this time it would not be a 
profitable operation. Another west coast supplier who had contracted live lambs 
at a favorable price wanted to slaughter them but had only a small quota. He 
immediately made application to OPS for an increased quota, but it took 60 
days for the OPS to increase this supplier’s quota.”’ 

3. ‘A Midwest packer operates branch houses in Washington, D. C., and New 
Brunswick, N. J. Prior to GCPR we purchased fresh pork from their Washing- 
ton, D. C., branch. Under GCPR this packer had a considerably higher ceiling 
price in New Brunswick than in Washington, D. C., and therefore practically 
discontinued selling pork loins through the Washington, D. C., branch and made 
this product available to us only through their New Brunswick branch to supply 
Washington, D. C., stores. We were required to purchase pork loins f. o. b. the 
New Brunswick branch at a considerably higher price than the established price 
on this product at Washington, D. C., plus 56 cents per hundredweight freight 
from New Brunswick to Washington, D. C.”’ 

1. “Shortly after GCPR most of our Midwest beef suppliers dropped their 
delivered sales and insisted on f. 0. b. sales because of more favorable prices to 
them. This has continued under CPR 24 and up to the present time—during the 
quota period and the nonquota period. Examples: A. U.S. Choiee Grade steers 
purchased at the OPS ceilings, $55.70 per hundredweight f. 0. b. supplier’s plant, 
plus $1.55 freight to Washington, D. C.—total $57.25 per hundredweight de- 
livered meat warehouse, or 55 cents per hundredweight over Washington, D. C., 
carcass ceiling price on which our retail ceilings are based. B. For several weeks 
we have been required to purchase a large portion of our beef supplies for New 
York and Washington, D. C., through wholesalers at the full permitted upcharge 
of $2.25 per hundredweight. In other words, our cost is $58.95 per hundred- 
weight delivered east coast meat warehouse against @ $56.75 per hundredweight 
slaughterer’s wholesale ceiling on which our retail ceilings are based.”’ 

Following are reports from our Chicago Branch Meat Buying Office on beef 
supplies—April through June 1951 when our beef supplies were short of require- 
ments. Slaughterers then were complaining they could not buy cattle within 
complianee. Our offerings during most of May and part of June were consider- 
ably below requirements and had it not been for purchases of Canadian beef for 
this period New York and Washington, D. C., supplies would have been con- 
siderably short— 

‘April 13: Beef scarce. Unable secure any offerings of choice steers for Los 
Angeles. 

‘April 14: Careass beef limited, supplies decreased mostly due to quota limita- 
tions, 

‘April 18: Beef adequate. 

‘April 25: Supplies of beef not adequate. It looks doubtful if we will be able 
to fill eastern zones beef requirements. All in all the supply situation is becoming 
serious. Some of our independent beef suppliers are in financial trouble. If 
conditions do not improve they will be forced to close. At this time we do not 
have any offerings of beef for west coast shipment. 

‘April 27: Beef very scarce. 

‘“May 1: Beef fairly adequate for eastern shipments. 

“May 2: We were able to cover yesterday’s requirements of beef for eastern 
zones. For your information, consensus of opinion among beef slaughterers that 
cattle receipts will be much lower next week. 

‘May 4: Beef plentiful for eastern shipments this week. 

‘May 8: Beef offerings coming in slow. 

‘“May 9: Many suppliers unable to buy live cattle to keep within compliance 
therefore at this writing we are short 12 cars beef for eastern shipments. 

“May 10: At this writing we are short 9 cars beef for eastern shipments. 

‘June 4: Many of our past regular beef suppliers to date have not offered beef 
this week. Reason being that they cannot buy live cattle to stay within 
compliance. 
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“June 7: Consensus of opinion obtained through our contracts around the cireui! 
is that beef offerings next week will be slim to none at all.” 

We submit therefore that if cattle-slaughter quotas as conceived by OPS cou 
have corrected this situation it would not have developed. : 

Right now our eastern stores are confronted with an acute beef shortage. | 
always happens, this time of year, when grass-fed cattle are just beginning to 
move to market and cattle feeders are clearing out their lots. Back last spring 
when OPS had authority to set quotas it could not cure a shortage and we do 1 
believe quotas could do anything about it today. 





QUOTAS A PUNITIVE WEAPON 





We do not believe that Congress intended that livestock quotas should be us: 
as a punitive weapon against packers. We as a retailer object to OPS assessin 
penalties against a packer’s livestock quotas, because such penalties are thereb 
imposed on every retailer, hotel or restaurateur depending on such slaughterer fo 
a@ supply. Once a retailer has an established source of supply it is extreme! 
difficult to turn to others for any item of merchandise in short supply. 


















QUOTAS LIMIT THE 





PRODUCTION OF MANY LEGITIMATE SLAUGHTERERS 








In recent weeks, as mentioned briefly above, many slaughterers have be: 
offering their supply to retailers—not direct as has been their custom, but throug 

wholesalers. OPS has provided in CPR 24 a $2.25 per hundredweight additio 
which a wholesaler may charge for the services he renders. I don’t know whethe: 
this is too high or too low based upon an operation where a wholesaler tak: 

possession of the meat and puts it through his place of business, but today mar 

wholesalers are merely placing orders with slaughterers and charging the fu 
$2.25 per hundredweight, yet the meat is shipped direct from the slaughterer to 
the retailer. This was called to the attention of OPS as early as August 10 
Subsequent to that date I have written a letter to Mr. J. L. Koster of the OPs 
Wholesale Meat Section suggesting that OPS immediately issue an amendmen: 
providing that ‘‘in order for a wholesaler to qualify for the $2.25 addition h 
must take possession of the meat and handle it through his place of business 

You would think an amendment so simple and proper could be issued with 

24 hours. Whether the delay is designed to make the situation appear at it 
worst for whatever pressure it may exert for the restoration of quotas is a questio 
to be resolved by vour committee. Now, I am sure, that you gentlemen ca 
well appreciate that when we have honest suppliers who are willing to furnis 
us a supply of meat at legal ceilings based upon the intent of the regulati: 

that we do not wish to have such slaughterer’s production limited by quotas. 















WHO CAN ACCURATELY ANTICIPATE SUPPLY? 





We do not believe that OPS can possibly anticipate future marketings wit 
sufficient accuracy to determine whether a quota should be based on 80 or 8° 
or 90 or 93 percent of the slaughterer’s kill in 1950. And seldom is the supp 
of livestock ever a constant in one region as opposed to another region. 












OPS HAS SUFFICIENT ENFORCEMENT TOOLS TO MINIMIZE BLACK MARKETS 





OPS now requires that every slaughterer be registered with the agency. Ea 
slaughterer is given a registration number which must be stamped on ever) 
carcass or cut which such slaughterer delivers to the trade. OPS also requires 
that the carcasses and cuts be graded by official USDA meat graders. We contend 
that with these tools OPS can obtain sufficient information regarding a 
slaughterer’s output to minimize black markets. Minimizing the black markets 
can best be achieved, in our opinion, by proper enforcement of these provision: 
combined with an OPS administration which limits registration to slaughterer: 
who have proper facilities, at a known address, and who can always be readils 
identified. 











SUMMARY 





1. The evidence from our experience during the Second World War whil 
slaughter quotas were in force, and during the period April 1 to August 1 unde: 
OPS will not support the claims that livestock slaughter quotas will either (a 
minimize black-marketing of meat, or (b) result in an equitable distribution 

livestock and meat. 
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2. If legitimate registered slaughterers are prevented by quota restrictions 
from supplying consumer demand, the black-marketers come into action and the 
meat goes into consumption through them. 

3. The reestablishment of livestock slaughter quotas would simply set up new 
controls to bolster faulty price controls. This would be a poor substitute for sound 
price regulations and their proper administration. It would be a dangerous 
precedent. Each new set of controls would create new problems. 

t. We do not believe that Congress intended that livestock quotas should be 
used as @ punitive weapon against packers. Penalties against the packer’s live- 
stock quota punishes every retailer, or other user, depending on such slaughterer 
for a supply. 

5. Quotas limit production of many legitimate slaughterers. Many practices 
develop under the regulations which results in higher cost of meat to the retailer. 
We earnestly object to a regulation which will limit the production of a slaughterer 
who will furnish a supply of meat to his customers at legal ceiling prices based 
upon the intent of the regulations. 

6. We do not believe that OPS can possibly anticipate future marketings with 
sufficient accuracy to determine a quota in advance. Uniform quotas country- 
wide, or even within one region, will not result in equitable distribution of meat. 

7. Proper enforcement of the registration provisions, and the correction of faulty 
price regulations is the soundest approach OPS could use to minimize black- 
marketing. 

APPENDIX A 


History OF SLAUGHTER Quotas Unper OPA, 1942-46 


It may assist in the understanding of the problem surrounding livestock 
slaughter quotas if we review the meat-restriction order, and succeeding orders, 
which was put into operation October 1, 1942, under the direction of the Office of 
Price Administration and the War Food Administration. The following is copied 
verbatim from Meat and Meat Animals in World War Two, by Grover J. Sims 
Produetion and Marketing Administration, and published by the Bureau of 
Agricultural Economics, USDA. [Italics ours.] 

‘Two classes of slaughterers were defined under the order: (1) quota slaughterers 
and (2) nonquota slaughterers. Quota slaughterers were those who produced 
more than 2 million pounds of meat in the base year 1941. All other commercial 
slaughterers were in the nonquota category. Quota slaughterers were required to 
restrict deliveries to civilians by certain fixed percentages of their 1941 quota base, thus 
making available for Government purchase all meat produced above those quan- 
tities. Nonquota slaughterers were required to limit their civilian deliveries each 
quarter to 100 percent of their 1941 output. As the nonquota slaughterers did not 

| meat to the Government, the order limited their slaughter to their 1941 base. 

“OPA tended to resist increases in quota bases and to resist grants of quotas to 
new slaughterers. The program offered no solution for local meat shortages or for 
shortages of meat to wholesalers, institutions, and nonslaughtering processors. 

‘Nonslaughtering processors and wholesalers of meat were not getting their 

istomary share of meat under restriction order 1. Many of their sources of 
supply were not getting their share of slaughter animals. Small killers, against 
whom enforcement was ineffective, increased their operations. Nonslaughtering 
meat processors and wholesalers appealed to the Government to amend the order 
providing for allocation of meat by slaughters to nonslaughtering processors and 
wholesalers. Government regulation was becoming unpopular. Slaughterers, 

holesalers, retailers, and consumers in shortage areas were petitioning the Govern- 
ent for relief.”’ 

Early in 1943 certain authority over food was transferred from the Office of 
Price Administration to the Department of Agriculture. On April 1, 1943, the 
Food Distribution Administration took over the operation of the meat-restriction 
order and attempted to strengthen it by issuing another order, FDO 27. This 
order required that every dealer or agent who bought livestock must obtain a 
permit, and that all dealers, agents, and producers of livestock keep records of 
their livestock sales. Issuance of permits, under FDO’s 26 and 27, was placed 
in the hands of the USDA county war boards. 

FDO 27 was superseded by FDO 75 issued in August 1943. This order (FDO 
75) operated until September 1, 1943, when because of increased marketings of 
cattle as a result of drought conditions and seasonal trends, quotas were suspended 

ir 2 months to facilitate movement of cattle to market and to prevent lower 
rices for livestock. This suspension of quotas was later extended and no quotas 
n livestock slaughter were in effect in 1944 and early 1945. 


fi 
| 
0 
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“Government procurement of meat fell below requirements in early 1945, 
This was partly the result of a marked diversion of livestock from inspected to 
noninspected plants, from which there were no set-asides for Government pur- 
chase. Effective January 29, 1945, the Department of Agriculture authorized 
the Office of Price Administration to set quotas on livestock slaughter by no: 
federally inspected slaughterers. This was intended to encourage the movemer 
of livestock into slaughtering establishments operating under Federal inspectio 

‘Lhe Stabilization Director and WFA officials feared that complete slaughic) 
quotas for all slaughterers would drive down livestock prices, especially at certain 
markets at one time or ancther. As a counterproposal, OPA suggested the lifting 
of federally inspected slaughter controls at any slaughterhouse if during a week 


the cost of livestock slaughtered fell as much as 25 or 50 cents per 100 pounds 
below the ceilings. WFA generally took the view that slaughler controls were to | 
put into effect as a last resort and were to be dropped or relaxed as supplies of 
meat increased or as Government requirements declined. 

“The slaughter-control program was one of the most difficult ta administer of a 
the wartime food programs. During the 1943 fiseal year, 794 investigations were 
made for alleged or apparent violation of USDA food orders. Of the total 277, 


or more than a third, related to FDO No. 27. OPA conducted more than 11,000 
investigations and filed 1,026 civil and criminal suits agc inst 1,361 defendants for 
violation of Meat Restriction Order 1 which was in operation for a 6-month period. 

“Any plan to allocate livestock to slaughterers would have been an intricate 
one—it would have been necessary to include under the allocation not only 
slaughterers but livestock feeders also.”’ 

The Cuarrman. The next witness is Mr. Benjamin Schwartz, who 
is president of B. Schwartz & Co. 

Mr. Schwartz, will you come up? 


STATEMENT OF BENJAMIN SCHWARTZ, PRESIDENT, 
B. SCHWARTZ & CO. 


The CuarrMan. Mr. Schwartz, I presume you want to read this 
statement. Will you proceed? 

Mr. Scuwartz. Before I do, I would like to say a word: That 
after hearing these gentlemen, and Mr. Shaw in particular—it happens 
we are one of the wholesalers who supply them with meat; we have 
done business with the Safeway Stores for a number of years—but since 
quotas were off they couldn’t get quite so much meat and we were 
helping them out, and when everything got out of hand we just had 
to cut them down, because we were cut down. 

I will go on with reading. 

I was under the presumption that controls were necessary, and 
that was the reason I made a statement. I am of the opinion that 
if we could throw out controls on perishable meat items and so forth, 
it would be the best thing for this country. 

The CuHarrmMan. I understand you are testifying for the amend- 
ment we have before us, which is to amend the present law. 

Mr. Scuwarrz. I urge the passage by Congress of the bill, S. 1928, 
reinstating slaughter quota controls to aid in a more effective opera- 
tion of price controls, more equitable distribution of beef and beef 
byproducts, and the elimination of or the reduction of the many 
faulty business practices presently in effect through the failure of the 
inclusion of quotas. 

(1) Slaughterers with properly established quotas will more gen- 
erally distribute to their historical base of doing business. This can 
be stated strongly because quotas are to be established from an 
historical background. 

(2) Plants having quotas will be required to purchase product in 
compliance of price regulations as failure to do so will not permit non- 
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compliance operators to function legally. Review of businesses 
operating when quotas were in effect will demonstrate that a more 
stable and sympathetic relation to OPS regulations existed. This 
applies to all segments of the industry. 

(3) Properly “established quotas will give slaughterers a reasonable 
profit when livestock is purchased in compliance e. A reasonable 
profit for handling is available under OPS price regulations to all 
= segments of the industr vy. 

) With the reinstatement of quotas, defense agencies will be able 
to eis their requirements above the allowable domestic slaughter 
at a cost to the Government at no more than to the domestic buyer. 

The CHarrmMan. How do you know that? How do you know what 
the defense agencies will pay? Have you any information to sub- 
stantiate that. That is quite a statement: 

With the reinstatement of quotas, defense agencies will be able to secure their 
requirements above the allowable domestic slaughter at a cost to the Government 
at no more than to the domestic buyer. 

Mr. Scuwartz. Well, the reason for that, Senator, is that it was 
indicated because of the Army’s lack of being able to get their full 
requirements, they were trying to institute in the regulation an addi- 
tional price to Armed Forces on meat. 

The CuarrMan. Do you mean to say the Army cannot get the meat 
they want now? 

Mr. Scuwartz. No, sir; absolutely not. They are falling very 
short and, if this*continues, they won’t get anything except on the 
western coast where there is a geographic: al advants age of the livestock 


operations out there. Under the price ceilings set up for the west 
coast, it makes it a very favorable position to let that livestock go, 
where the -y have never had that much production. 

(The following was submitted:) 


B. Scuowartz & Co., 
Chicago, Ill., September 19, 1951. 
Subject: Quotas for slaughterers. 
Hon. Burnet R. MayBANk, 
United States Senate, Washington, D. C. 

Srr: When I talked with you last Monday you questioned me concerning the 
availability of meat for the Defense Department. 

Enelosed you will find a copy of a wire sent us from the Quartermaster Market 
Center which is self-explanatory and confirms my statement to you that the 
Army is seriously short of beef. 

It is my firm conviction that if quotas were in effect the Defense Department 
could secure this beef without resorting to procuring it from off-shore sources. 

Yours very truly, 
B. Scuwartz & Co., 
BeNJ. Scowartz, President. 


Cuicaao, ILi., September 17, 1951. 
B. Scuwartz & Co., 
Chicago, Ill. 


tequest bids on 13 million pounds 4-way boneless beef Army grade B and C, 
equivalent to U. S. choice or carcass frozen or chilled equivalent closing 12:00 
noon, Chicago time, Wednesday, September 1%. Delivery f. o. b. Cheatham 
(Annex, Williamsburg, Va., during October and not later than November 10. 
This request necessary to preclude necessity of requesting special aut hority from 
Secretary of Army for procurement beef from offshore sources for feeding troops 
in overseas commands. If cannot submit bids advise reason. 


HEADQUARTERS, QMMC System, 
E. J. BruccErR, Colonel, OMC. 
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The CHarrman. Of course, the Army buys a lot of meat in oth 
countries, as you know, for the troops that are overseas. 

We had some testimony before the Appropriations Committee | 
the effect that they have been able to get meat from various parts © 
the world at less prices than in the United States. 

Mr. Scuwartz, That’s right. 

The Cuatrman. Of course, we could not bring any such meat, suc! 
as Argentine beef, into this country, but none of them said we we: 
short of meat. 

Mr. Scuwartz. Well, they are calling everybody in the count: 
and trying to get it, for your information, Senator. 

Do you know what they are doing now? They are bringing be 
from the west coast at a cost of an additional $2,000 or better aca 
to deliver at the eastern points. 

The Cuarrman. No, I did not know that. 

Senator ScHoreprEL. I am glad to know that, Mr. Schwart 
because when we had General Marshall here, the record will show th 
questions I asked him and what you say is at variance with wha‘ 
General Marshall told this committee. 

Mr. Scuwarrz. Senator, my inability to fill our Army commit 
ments is due to the fact that our margin of profit is very small in ow 
operations for the Armed Forces. They have asked me to try to 
hasten these deliveries. 

The CuHarrMan. To what section of the country? 

Mr. Scuwartz, To the East. 

The Cuarrman. The Army sometimes does not mind paying freight 
from the East to the West or from the West to the East. I do not 
know that they have exhausted their stockpile. 

Mr. Scnwarrz. Their stockpile is down, way under the point it 
should be, right at the moment. 

The CuarrMan. I am not questioning that. 

Mr. Scuwartz. The Army has the same problem as Safeway Stores, 
Senator. The Army’s greatest bulk of purchases on four-way bee! 
which is one of their biggest items, and carcass beef, has mostly come 
through wholesalers with that additional mark-up. They are not 
permitted $ $2.25 as they are to a chain; only permitted $1 25. 

The CHarrMan. In other words, the Army gets it a dollar less? 

Mr. Scuwarrtz. That is on carcass beef only. The four-way bee! 
is a set-up program and in actual figures it doesn’t show more than 
half a cent, probably, for them to operate. 

The CHarrman, I am glad you have brought that out. 

Mr. ScHwartz. Safeway Stores would not purchase any meat off 
of us, if there was plenty of it around that they could buy direct from 
the slaughterers, and we don’t expect it, nor do we expect the Army to 
purchase from us, if there was an open market. We always bid on the 
open market with the Army. We’ve been supply: ing them for years 
against the big packers and the little ones, and everybody else, and stil! 
operated suce essfully. It is only the fact that we handle 4,000 cattle 
a week that we are processing and that we are the largest independe nt 
operator of this kind, and we have run into these foolish practices that 
are getting worse by the day, and that I know positively the effect 
a quota has. 

People seem to be talking about a quota in a relationship to cutting 
down and rationing. When the livestock is available, the OPS is 
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vailable to make it 100 percent of your quota, or 125. It doesn’t 
matter. 

In my opinion, a quota is set up so that these people who never had 

historical pattern in doing business can now get into the business. 
| don’t know how it came about but there was one slaughtering plant 
that was closed down in the State of lowa, and he was allowed to 
have a quota, which in our opinion was not right, because historically 
he was closed down. As soon as he began to operate, and even as of 
today, he is killing to capacity. 

But when the genuine slaughterers have to go up against people 
vho find it easy to merchandise cattle, where they can add on 1,000 
pounds, which possibly means $500 a car, you are never going to get 
this thing straightened out. 

Senator ScnoreprpE:. Mr. Schwartz, did you not have this same 
practice prevailing before quotas were taken off? 

Mr. Scuwarrz. No, sir. 

Senator SCHOEPPEL. You are sure about that? 

Mr. Scuwarrz. Positive. In isolated cases, yes, where the cow 
vas a very searce item. Anything that is a real scarce commodity. 


Safeway wouldn’t give us a full mark-up for prime cattle. We 


sold them cattle at a lower figure. I mention Safeway. We do 
business with others. But our records will show we sold them at less 
than the $2.25 and at less than the $1.25 mark-up, because we had to 
move those cattle. 

Quotas are the only weapon that the OPS had to curb the illegiti- 
mate operator. When a plant through its historical background 
was allowed a quota, he normally dealt with eve rybody and distributed 


his meat where it customarily was distributed before Korea. When 
the war started, naturally, there are opportunists, there are people 
who want to do business and they want to get in on the show. They 
all made a lot of money under OPS and all the black-marketeers 
started to look for curves and angles to get back into the show, and 
they are doing a pretty good job right now. 

Senator ScHorpre.. They were licensed or registered? 

Mr. Scuwarrz. Right now in New York City they are killing at 
least 20 percent more “than the ‘'y did before quotas were taken off. 

Senator ScHorPPEL. Do you contend that there is no way to trace 
that and find out about that and stop it with a decent administration? 

Mr. Scuwarrz. Well, I did think of a pattern to do it if we don’t 
get quotas, but that is going to necessitate putting men in the plants 
that we know cannot—you ‘have four buyers on the market and you 
find out legitimate companies like Armour’s and Swift’s and all of 
them who have to curtail their kill simply because they cannot buy 
cattle in compliance, and you see the movement of those cattle going 
to these different slaughtering plants, you know that they have to 
make a deal with someone else to get their money back. Otherwise, 
they will not survive. 

Senator ScHorePrPEL. I recognize that, Mr. Schwartz, but I also 
recognize that that is not an insurmountable administrative problem, 
if somebody wants to be honest in administering it. You say New 
York City. If you mean to tell this committee, and especially the 
Senator from Kansas, that just because that happens in New York 
City—I know there are some practices going on up there in some other 
sections of that area that are not very palatable, but why is not 
something being done about it? 





3362 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Mr. DiSalle and his organization have never been refused legitimat» 
opportunities for additional financing, if he wants to ask for it. To 
come in here and say, as far as I am concerned, that you have to le: 
it continue when you can trace it in New York City does not ring true 
to this Senator. 

Mr. Scuwartz. They have started to do that. They have gut 
some very good results. 

And as far as Kansas and Wichita, we buy cattle out of Wichita, 
and what the requirements of Wichita are, I’m sure they get it right 
there in town without any trouble or any reason to believe that they 
would even have to pay a wholesaler’s mark-up. 

Senator ScHorepre.. Is there any reason why, when those cattle 
go into transportation channels, that the OPS does not have access 
to the transportation records to see where they go? 

Mr. Scowartz. No. 

Senator ScHOEPPEL. Do you know of any reason why? 

Mr. Scuowarrz. It was on my recommendation that they started 
the investigation on short weights and all that. 

Senator ScHOEPPEL. But it can be done; can it not? 

Mr. Scuwarrz. It will be done. 

Senator ScHoEprEL. It should have been done. 

Mr. Scuwarrtz. It still gives them a better weapon when they have 
a quota to work with, because they can control it. There is one 
thing that the packers and slaughterers are afraid of. They know 
that there is the Department of Agriculture record on every cow that 
is slaughtered in a BAI-inspected plant in every State. And, when 
they knew that they had a quota of 1,000 cattle, they knew how many 
they killed: and, if the ‘vy killed over, there was a reason. They were 
able to check. Now, today, when you’ve got the big runs from the 
South of cows, their historical pattern is that they took care of all 
of the cows that they wanted to have slaughtered and were getting 
them legitimate, were getting some of them under the ceiling at this 
time; but now, since quotas have been lifted, a lot of people are draw 
ing them away in different sections. They are getting to the point 
where maybe they won’t even be able to sell them at a compliance 
price. 

It is a device that OPS needs absolutely. Otherwise, you’ve just 
got price control, and everybody is going to run like an open market 

Senator Scnorppen. Of course, Mr. Schwartz, if the premise that 
you are operating from in this case is that vou are going to let them 
get away with it and charge it to quotas alone when it is an adminis- 
trative policing proposition, I cannot subscribe to that. 

Mr. Scuwartz. We have a producer down in your neck of the 
woods who I believe is one of the finest men and one of the men that is 
trying to help in every way to support the program. He sells a great 
deal of his cattle, all of them, I think, and he handles maybe 45 or 50 
thousand head of cattle a year, on a grade and yield basis. In othe: 
words, on a legitimate ceiling price. “If a slaughterer buys the cattle 
from him, and he has sold some in Wichita and so forth, here is his 
problem: In other words, it is the same as Safeway or we have. We 
have had a legitimate ceiling price and all of a sudden the market 
becomes glutted on a certain item. We have to discount. We can’t 
raise our price on the item that is scarce to overcome what we have 
to drop the other cut. Therefore, Safeway or any of these chains 
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or markets will not, outside of the percentage of profit that the OPS 
has left for them in this set-up, which is a good one, if they sell every- 
thing at ceiling price, they wil] always have something that sells under, 
as the hides and tallow did under carcass beef of the slaughterer, and 
judgments do have to be made. 

Senator ScHorrPEL. But they have been pretty slow being made 
and that is one of the difficulties that entered into your hide and 
tallow falling market; is it not? It does not permit the legitimate 
income to come in there based upon the historical ceiling price that 
they thought was adequate. 

Mr. Scuwarrtz. Well, Senator, those things come up pretty fast. 
Our tallow business is pretty well controlled by the soapers of this 
country, and without warning they pull out of the market and say 
they don’t want to buy it. 

Senator Scuorpre.. This has been going on for 2 or 3 months, 
though. 

Mr. Scuwartz. That’s true. It took a little time. 

Senator ScHoEPPEL. It looks to me like that is a quarter of a year, 
almost. 

Mr. Scuwartz. There should be more and better action on that, 
but if you don’t have your slaughter controls you will never be able 
to stop them. Everybody is afraid of that slaughter control. That’s 
why they don’t want it. The producer don’t want it because that is 
going to limit him as to how much he can get for his cattle. He don’t 
mind these people who want to go over compliance e or over Govern- 
mental regulations coming out and giving him more for his cattle. 
He don’t mind that at all. 

Senator ScuorprEL. Oh, I recognize there is a segment of people 
in this country who think that the farmer and the producer is the 
fellow who is getting it all. I recognize that. I merely want to be 
fair about it. The man who wants to bring his cattle to market when 
they are fat and ready to go, 1 do not suppose he wants to wait around 
on Kansas or Texas or lowa or Nebraska plains until the folks in 
New York or Chicago are ready for them. They have to be fed; 
they have to be w atered, and they have to be cared for. The loss in 
shrinkage and the labor factor, all of those are increasing. So, I 
am just going to string along with those folks out there who recognized 
a raw deal when they get it. 

Mr. Scuwarrz. They got a pretty good deal when they got these 
commission men to tell them when to market their cattle. As soon 
as the big run comes in and the big packers take them, they don’t 
have them in the next day and the market is tightened up again. 

Senator Scuorpre.. The only other thing they could do is to hold 
them over in the stock yards for 2 or 3 days and then take the 
depressed prices the big packers want to pay for them, and that is a 
nice development toward a monopoly. That is the thing I am trying 
to readjust some way on an equitable basis. I hope in “this series of 
hearings we can bring some of those things out and point to how they 
can be eliminated, because that is a factor we have to take into con- 
sideration. 

Mr. Scuwarrz. Well, the fact is that they don’t pay over com- 
pliance for cattle and the farmer take less for them, because, if the 
farmer wanted to cooperate with what we are trying to get done here 
and work as a team, he would be willing to take compliance for his 
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cattle. He can buy his stockers and feeders to make plenty of mone 
He’s done pretty well the last couple of years 

Senator ScHoEPPEL. Do you advocate “establishing a price at whi: 
the farmer has to sell them? 

Mr. Scuwartz. I advocate one thing. As long as we have pri: 
controls, as long as there are definite dollar and prices set up, tha 
everybody can live in this industry, why should the farmer be an 
different? He has no legal entanglements. They are not going (. 
criticize him for getting more or less. Why shouldn’t he be satisfic 
to take the full amount of what those cattle are worth? They eo 
through the packing house; if they’re Choice, he’s paid for Choice, an 
so forth, so that they can pass it on to the consumer. 

We're talking about the consumer; not these separate industric- 
like myself, our Safeway, or anvbody else, what they’re going to ge 
out of the deal. We're supposed to keep the price down to the co: 
suiners. 

Senator ScHoEPPEL. Six million farmers and their families I do no: 
suppose are consumers. 

Mr. Scuwartz. I mean, I’m for the farmer. We've got to hav: 
him. He’s our lifeblood. If we don’t give him the opportunity to 
make money, we'll have nothing here. 

Senator ScHOEPPEL. I agree with you 100 percent. 

Mr. Scnuwarrz. | mean I’m not against that. I say throw the 
thing out and you’re doing a good job. Then you have free trading 
If the ‘y want to pay more for one cut, we'll charge them, and we'|! 
sell them the rest of it for less. 

Senator ScHoEePPeL. But the point I am making, Mr. Schwartz 
what I am trying to get out of you: You are appearing here in favo. 
of these controls. You have had some disloc ations, and I am not 
questioning your sincerity. Please do not misunderstand me 
though my questioning may appear otherwise. I can see your poin' 
of view. But you do feel that what you would like to have would be « 
stated price that that animal could be sold for on the farm, and no 
more? 

Mr. Scuwarrz. Well, that’s just my opinion. That wouldn’! 
carry any weight. 

Senator ScHoEPPEL. Well, you are dealing in quite a lot of livestock. 

Mr. Scuwarrz. To all intents and purposes, this regulation is set up 
for that. 

Senator ScHOEPPEL. It is set up for that, you say? 

Mr. Scuwartz. Yes; that they should only pay so much for cattle 
to be in compliance, so that they can sell it to every legitimate buye: 

Senator ScHorpre.L. That is the thing I am afraid of. If you 
assumption is correct, that is what you are driving for. I am ‘gla: 
that you have the forthrightness to indicate they ‘have that oppo! 
tunity and maybe they should do it. 

Mr. Scuwarrz. If they did that, then there wouldn’t be an) 
problem. Anybody can be in this business today, because the demand 
is great, and anybody can become a crook overnight easily because 
the pressure is broad enough. It’s only the people. that want to live 
with this thing, and they are the most of them, that might be forcing 11 

There is one I know positively, one of the best pac kers in the country 
in a smaller way, is Gibbs in Cleveland, who happens to be a member 
of the advisory board. I know that they only do business in the right 
way. He supplies 600 customers with the 800 cattle a week that lh 
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kills. Now, when he closed up last Monday, what happened? Those 
people weren’t going to go out of business. They no doubt had to 
make deals with somebody to get meat. 

Safeway doesn’t buy from us because I’m Benny Schwartz or any- 
body else. They want the meat, and as long as they buy it legiti- 
mately—they’ve asked me for a lot more than they’ve gotten. 

Senator ScHoeppe.. | think the great overwhelming mass of 
purchasers are honest and want to comply. 

But I understood that Mr. Gibbs came in and went to some of his 
Senators, he went to Senator John Bricker, and I hope I am not 
misquoting him, but they pointed out that a lot of their difficulties 
were due to the price at which they were forced to sell their hides and 
their tallow. 

Mr. Scuwarrz. That’s what I just said, Senator. 

Senator ScHoEPPEL. Yes. But it was awfully slow coming in. 
They had to close down, and that was not fair. 

Mr. Scuwarrtz. It’s the historical pattern of everybody in the 
slaughtering business to lose money in July and August on good cattle, 
where there’s a free market or a good one. It’s always the fellow 
when I want a couple of good seats at a show in New York, I'll pay 
$5 extra for them, and I'll be down in front. Everybody wants to 
get in on the picture now. 

Senator ScHorprEL. That is the way we want to keep it, as a 
competitive proposition. 

The CuarrMan. We thank you very much, Mr. Schwartz, for your 
testimony. 

(The prepared statement of Mr. Schwartz follows: ) 


STATEMENT OF BENJAMIN SCHWARTZ, PRESIDENT, B. Scowarrz & Co. 


Iam Benjamin Schwartz, president of B. Schwartz & Co., Chicago, Ill., a meat 
wholesaler that has grown in 20 years from an annual sales volume of $50,000 to 
approximately $40,000,000 the past year; and presently handled approximately 
1,000 beef carcasses weekly selling to both domestic and governmental buyers. 

[ urge the passage by Congress of bill S. 1928, reinstating slaughter-quota con- 
trols to aid in a more effective operation of price controls, more equitable distribu- 
tion of beef and beef byproducts, and the elimination or reduction of the many 
faulty business practices presently in effect through the failure of the inclusion of 
quotas. 

1) Slaughterers with properly established quotes will more generally dis- 
tribute to their historical base of doing business. This can ke stated strongly 
because quotas are to be established from an historical background. 

(2) Plants having quotes will be required to purchase product in compliance 
of price regulations, as failure to do so will not permit noncompliance operators 
to function legally. Review of businesses operating when quotes were in effect 
will demonstrate that a more stable and sympathetic relation to OPS regulations 
existed. This applies to all segments of the industry. 

(8) Properly established quotas give slaughterers a reasonable profit when live- 
stock is purchased in compliance. <A reasonable profit for handling is available 
under OPS price regulations to all other segments of the industry. 

(4) With the reinstatement of quotas, defense agencies will be able to secure 
their requirements above the allowable domestic slaughter at a cost to the Gov- 
ernment at no more than to the domestic buver. 

(5) It is my considered opinion that the cost of livestock as outlined under the 

iota regulation will permit generous profit to the farmer and will aid him to move 
his product in an orderly and historical manner. 


The CuHarrmMan. The next witness is a representative of the National 
\ssociation of Meat Processors and Wholesalers, Mr. Joseph 
Danzansky. 


Mr. Danzansky, will you come up? 
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STATEMENT OF JOSEPH B. DANZANSKY, GENERAL COUNSEL, 
NATIONAL ASSOCIATION OF MEAT PROCESSORS AND WHOLE. 
SALERS 


Mr. Danzansky. My name is Joseph B. Danzansky, and I am a 
member of the law firm of Danzansky & Dickey, who are general! 
counsel of the National Association of Meat Processors and Whole- 
salers, Inc., anorganization comprised of approximately 500 independent 
meat processors and wholesalers, essentially in the nonslaughtering 
phase of the meat industry. 

The bipartisan sponsorship of the bill is a clear answer to thought- 
less critics who claim that controls, particularly in meat, have become 
a mere political football and that the best interests of the country 
are not being protected on both sides of the Senate aisle. 

As we have analyzed the arguments in favor of quotas, the primary 
argument is a question of fair distribution of available supplies. 
Against the livestock quotas, it breaks down into two issues: 

One, that any action that fosters a controlled economy is not good; 
and, two, when quotas were in effect, they were not administered 
properly. 

Unfortunately, the results of these hearings and the passage or non- 
passage of the amendment in question will not constitute a panacea 
for all meat-control ills. We do not agree with those on either side of 
this question who state that the passage or nonpassage will cause the 
complete breakdown of meat controls or meat production. In this 
decision, as in most other decisions involving an attempt to control 
an economy as complex as ours, no one can point to any signpost and 
say in effect: “Take that road to Utopia.’’ The members of this 
committee are in a position where they must weigh the facts developed 
at these hearings and then choose the lesser of ev vils. 

| would like first to analyze the arguments against reinstatement of 
quotas. 

The first was that: “‘Any action that fosters a controlled economy 
is not good.” 

There is no true American who will not agree with the broad prin- 
ciples behind that objection. However, in times of emergency, the 
people of the Nation, through their elected representatives, have been 
willing to give up certain of their privileges in order that they might 
enjoy them in a more fruitful abundance in the future. This attitude 
manifested itself in the passage of the Defense Production Act of 1950 
as amended this vear. 

So we start in our answer to this objection by agreeing that no one 
likes controls, but that despite that fact controls are with us. This, 
then, leads us to the next question, which is: Can we partially contro! 
our American economy? 

Within the last year this committee has been able to observe the 
practical effects of the Defense Production Act of 1950. You will 
recall that the act set out a formula for the control of the American 
economy. In effect, the act stated that the President should first 
attempt a voluntary control program. Failing in this, it gave him 
the right to introduce certain selective controls. Third, if the above 
two steps failed of accomplishment of the ultimate goal, it instructed 
the President to invoke complete mandatory controls. 
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Experience soon demonstrated that a voluntary control program 
could not be effective. The cost of living rose unconscionably. In 
the field of selective controls, the P1 esident soon found our economy 
to be so interrelated that the few selective controls which were invoke d 
did not halt runaway prices. He, therefore, finally ordered the 
institution of across-the-board controls. 

There is no reason to believe that selective or partial controls on 
price without similar controls on demand and distribution will work 
any better than eee controls of the balance of the economy did 
during the last year. What is true of the whole of the economy is 
likewise true of its et nt parts. In short, we can no more exist 
as an industry half-controlled and half-free than the Nation can or 
could with an economy half-controlled and half-free. 

The second point used by the opponents of quotas, that of malad- 
ministration, does not constitute a valid objection. Undoubtedly, as 
in every field of Government administration, mistakes through tnad- 
vertence or otherwise will occur. That is not sufficient reason, how- 
ever, to scrap an otherwise desirable program. If the administration 
of the program is too poorly managed, then those responsible should 
be scrapped. Parenthetically, from our limited experience with the 
administration of the quota program, we found it to be one of the 
best administered agencies at the Office of Price Stabilization. 

To more fully weight the proponent side of the scale, I would like 
to respectfully pomt out the following: 

The essential purpose of this quota system is to provide for fair 
distribution of meats and meat products. 

I will not burden vou with a complete history of the failure of the 


Office of Price Administration to properly distribute meats during 
World War II. Suffice it to say that the Congress of the United 
States, through its combined Senate and House Small Business Com- 
mittees, following extensive hearings that lasted over a month, issued 
a resolution on March 10, 1943, reading in part, and I am quoting: 


Whereas the breakdown in the civilian supply of meat and meat products has 
further resulted from the failure of the Office of Price Administration and the 
Department of Agriculture properly to guide the flow of meat and meat products 
through the orderly channels of distribution, it is 

Resolved, That the Department of Agriculture and the Office of Price Adminis- 
tration immediately establish quotas for nonslaughtering packers as well as 
slaughtering packers and allocate adequate supplies to the small wholesalers and 
retailers in all areas of the country * * ¥*, 

In addition, the United States Department of Justice, through the 
Small Business Unit of its Antitrust Division, made a thorough inves- 
tigation and report of the meat distribution picture during World War 
ll. This culminated in its recommendation to the Office of Price 
Administration that adequate provisions be made for the proper flow 
of meats through normal channels of distribution. 

When the Defense Production Act of 1950 was being considered, the 
Honorable Kenneth S. Wherry and the Honorable John Sparkman, 
both of whom are eloquent champions of small business—the former 
having served as chairman of the Senate Small Business Committee in 
the Eightieth Congress, a position now held by Senator Sparkman- 
sponsored an amendment which clearly expressed the intent of 
Congress in this field of fair distribution and allocation of product. 
This amendment went to conference and found its way into the 
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Defense Production Act of 1950, where it still remains. I quote the 
language of section 701 (c) of the Defense Production Act: 

Whenever the President invokes the powers given him in this act to allocate or 
approve agreements allocating any material, to an extent which the President 
finds will result in a significant dislocation of the normal distribution in the civilian 
market, he is to do so in such a manner as to make available, as far as practicable, 
for business and various segments thereof in the normal channel of distribution of 
such material, of a fair share of the available civilian supply based, so far as 
practicable, on the share received by such business under normal conditions duriny 
a representative period preceding June 24, 1950, and having due regard to the need: 
of new business. 

Significantly, in the fields of steel, copper, and aluminum, the 
National Production Authority has set up an effective program for 
the fair distribution of the available civilian supply as called for in 
section 701 (c) above quoted. We cannot see either the fairness or 
the logic for not permitting this to extend to the meat industry. 
Meat also goes to war, and also builds a backlog of demand of civilian 
supply. 

There can be no argument against the logic of fair distribution. 
All the opponents of the quota system can say is that it should be done 
voluntarily. History demonstrates clearly that in a short-supply 
market the integrated slaughterer will not voluntarily give up any 
portion of his supply to a nonintegrated meat dealer, despite the 
latter’s purchases from him during a more plentiful supply period. 
In a controlled economy, with its attendant short supply of product, 
the independent dealer can no longer attract his supply with a price 
premium. He is dependent entirely on either a voluntary or manda- 
tory system. 

The voluntary system has completely failed. Therefore, the only 
alternative is a mandatory plan. We cannot now see how there can 
be effective mandatory allocation of product to the independent 
processor and wholesaler unless the quota system under debate here 
is reinstated. 

The real cause of the black markets during OPA days was the failure 
of the Administration to enable legitimate distributors of meat to 
get their fair share of the available civilian supply. If this had been 
done, the legitimate businessman would soon have driven the Johnny- 
come-lately’s and the malice-aforethoughters from the market place. 

Senator ScoorrpeL. Mr. Danzansky, do you object to being ques- 
tioned? 

Mr. Danzansxy. Not at all, sir. 

Senator ScHorprPe.. Of course, there is a decided difference here 
over what we experienced in the war period; namely, we did not have 
the registration of slaughterers or the lic ensing of slaughter ers at that 
period, which we have now. Does not that very fact give the admin- 
istration officials, I mean those who are administering this act, an 
opportunity to trace and further check up on, let us say, those who 
are operating outside of the pale of the legitimate r regulations? 

Mr. Danzansky. Sir, I subscribe to the fact that they do have the 
right, and I assume that they should exercise that right. But they 
would have no right, unless there were a quota system, to tell a fellow 
how much he could slaughter. Unless they could tell him how much 
he could slaughter, they could not then allocate that product from 
him down into the normal channels of distribution. Without this 
kind of a law, they can’t allocate that product. 
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Now, unless they can allocate it, it is going to get into other hands 
and make their problem of enforcement almost impossible. 

Even assuming they would sell at the ceiling price, Senator; even 
assuming there were no black markets without a quota system, and 
assuming everyone sold their product at ceiling, it still wouldn't 
mean that we would have the proper distribution or that the proper 
people would get their normal supply of meat or their fair share of 
what was available. 

Senator ScHoEpPPEL. Of course, I can see a very decided difference 
when you talk about metals and things of that sort. Meat is a 
perishable product and does not lend itself to being stored. It has 
to be refrigerated and processed and shipped and all those things 
enter into it. Unless you are contending, Mr. Danzansky, that 
in order for all of those to have their historic or reasonable supply, 
that we should go to rationing? 

Mr. Danzansky. Well, this, in effect, is a rationing program down 
to the consumer, and if it would get in very short supply, I assume 
we would have to ration to the consumer, too. 

I don’t want you to misunderstand me, Senator. I don’t favor 
controls. I hate them just as much as you do. 

Senator ScHOEPPEL. I appreciate your frankness in that respect. 

Mr. Danzansky. But once we have controls on any one part of 
this product, if we have price controls on meat then we have got to 
also control its distribution. 

I am in favor of wiping out the whole business. But if they can’t 
do that—and frankly, 1 don’t see how they could fairly do it and 
still keep it on a lot of interrelated products—if we can’t wipe out 
price controls on it, then we should, in effect, maintain controls on 
its distribution. 

The CHarrMaAn. Without objection, I will make your statement 
part of the record. 

Now, would you like to comment on it? 

There is a quorum call and we have to be there. I do not mean to 
hurry you, but that is what we are up against. 

Mr. Danzansky. I will do exactly that. 

When the slaughter-quota program was eliminated by action of 
Congress this August, an allocation plan beyond the slaughtering level 
was Deing actively worked on and considered by OPS officials. 

However, an allocation program is not an absolute requirement 
even of the amendment as it is being proposed. 

The CuHarrMan. I noticed that statement. About 2 weeks ago 
when the President’s message came out, he stated at that time that 
in order to be fair with everyone that we leave everything open—as 
I remember, it was Friday evening—until the next week, the follow- 
ing Monday, for the introduction of amendments. It was about 
10 days. 

Mr. Danzansky. I might say, sir, that I did submit this amend- 
ment to Senator Capehart. As a matter of fact, | had a meeting with 
him on the question and he indicated he favored it. 

The CHarrMan. That is all right. I just wanted to get the record 
clear. You submitted it to Senator Capehart. 

Mr. Danzansky. Yes, sir. This was submitted several weeks ago; 
I think the day after you and he submitted 5S. 1928. 
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The CHairMan. When we submitted our amendment, we expected 
to have very extensive hearings, but you can understand now we 
are trying to get through the legislation by the Ist of October, if 
possible. 

Mr. Danzansky. I might say, in justice to the Administrator, if 
he gets quotas back, he says he is going to do this anyhow, but very 
frankly, because of the sad experience—we don’t doubt his personal 
integrity or sincerity—but because of the sad experience we had 


during OPA days, we can’t trust anybody, and we would like to have 
this amendment. 


The CHarrMan. I understand. 

Mr. Danzansky. Which we propose in this bill to force him to 
allocate beyond the slaughtering level, down into the normal channels 
of distribution, and that, gentlemen, would in our opinion keep the 
meat in legitimate channels and take these Johnny-come-latelys and 
malice-aforethoughters out of the market place. 

It may be imteresting for you to know, and I am just using New 
York City now as an example, because I happened to get this in- 
formation on the phone this morning, that approximately 70 percent 
of all meat supplies in New York City are distributed through the 
independent meat wholesaler. Wholesalers in New York report a 
reduction of 40 percent in volume for the month of August. Firms 
that have been in business for 30 to 70 years report no beef supplies 
for this week. New suppliers are already appearing in the market 
place. One railroad reported that for the month of August there 
were 800 cars of dressed meat less than the previous month and 1,500 
cars of live cattle more than the previous month coming into New 
York City on this one railroad. New York depended in normal times 
for a major portion of its supply in the form of dressed carcasses from 
the West. Already this significant dislocation has taken place. And 
other areas of the country have likewise been affected. 

Now, that means that this meat is coming into New York. The 
consumer may get the same amount of meat. They may get the same 
amount of meat, but he’s getting it through nonnormal channels. 
And if we are coing to control, we have got to keep the fellow who 
was in business in 1950, pre-Korea, we've got to keep him in business. 

Senator ScoorpreL. Mr. Danzansky, is there any reasonable doubt 
in your mind that if a legitimate effort was made to follow that meat 
from the slaughterer to the wholesaler to the retailer, that it could 
not be done in an area like New York? 

Mr. Danzansky. They could follow it, sir, but they couldn’t force 
them, without some enabling legislation they couldn’t force them to 
give the proportionate share to these various people who got it in 1950. 
They can follow it. 

Senator ScHorerret. I see. That is the reason why you have 
suggested that type of an amendment? 

Mr. Danzansky. Yes, sir. 

Senator Scnorpre.. Before going into this type of amendment, 
under the present act my thought was that we have them licensed and 
registered with numbers. We have the transportation mediums that 
can be checked up, with an effort try to keep it through the regular 
distribution channels. I do not know beyond the marketing channels. 
That is something else. But is there any reason why it could not be 
traced? It would take more administrative work and responsibility, 
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but to make some glaring examples of a number of those areas that 
were operating outside the bounds of the rules and regulations would 
certainly be a deterrent factor. But I see your idea is that you cannot 


get your normal distributing share without some additional enabling 
legislation? 


Mr. Danzansxy. That’s correct. That is exactly Now, they 
could trace that from hell to high water, Senator, fat the "Vv couldn't 
stop it from going into these channels as long as the price was within 
OPS ceilings. 

For example, suppose a chain store—and I’m sure that’s happening 
in New York City—has a large slaughtering plant and they want 
to get all the meat they can in their own retail stores. Now, = 
why this movement of live cattle is coming into New York Cit 
It’s bypassing the wholesaler who has thousands and thousands of 
retailers depending on him, and it is going to these slaughtering 
plants. These slaughtering plants then slaughter it at ceiling; they’re 
in compliance, and they sell to their own stores, their own retail 
outlets, forgetting about everybody else in this distributor picture, 
and unless there is this type of enab is legislation, both the Maybank- 
Capehart amendment, sir, and this amendment which we are pro- 
posing here, then you are going to get those very significant disloca- 
tions. Then you're going to have the attempt of the honest business- 
man to stay in business, and then we’re going to have this outbidding 
each other for the available product without regard to ceilings. 

The CuHarrmMan. Do you have anything more to say? 

Mr. Danzansky. That is all. 

Senator ScHorpret. I have no questions. 

The CuarrMan. We thank you for your testimony. 

(Mr. Danzansky’s prepared statement follows: ) 


STATEMENT OF JosEPH B. DANZANSKY, GENERAL COUNSEL OF THE NATIONAL 
ASSOCIATION OF Mrat PROCESSORS AND WHOLESALERS 


Gentlemen, my name is Joseph B. Danzansky. I am a member of the law 
firm of Danzansky & Dickey, general counsel of the National Association of 
Meat Processors & Wholesalers, Inc., an organization comprised of approximate] 
500 independent meat processors and wholesalers. We appreciate this oppor- 
tunity to appear before this committee to express our views on the Maybank- 
Capehart amendment reinstating the right of the President to provide for slaugh- 
tering quotas among processors of livestock. The bipartisan sponsorship of the 
bill is a clear answer to thoughtless critics who claim that controls, particularly 
in meat, have become a mere political football and that the best interests of the 
country are not being protected on both sides of the Senate aisle. 

As we have analyzed the arguments for and against the proposed Maybank- 
Capehart amendment, and in connection with the Butler-Cole amendment which 
denied the President the right to institute slaughtering quotas, they break down 
as follows: 

1. Arguments in favor of quotas: (a) Primarily a question of fair distributio: 
of available supplies. 

2. Arguments against livestock quotas: 

a) Any action that fosters a controlled economy is not good 
(b) When quotas were in effect they were not administered properly. 

Unfortunately, the results of these hearings and the passage or nonpassage of 
the amendment in question will not constitute a panacea for all meat-control ills. 
We do not agree with those on either side of this question who state that the 
passage or nonpassage will cause the complete breakdown of meat controls or meat 
production. In this decision, as in most other decisions involving an attempt to 
control an economy as complex as ours, no one can point to any signpost and say, 
in effect, “Take that road to Utopia.’’ The members of this committee are in a 
position where they must weigh the facts developed at these hearings and the 
choose the lesser of evils. 
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I would like first to analyze the arguments against reinstatement of quotas. 

The first was that ‘‘Any action that fosters a controlled economy is not good.” 
There is no true American who will not agree with the broad principles behind that 
objection. However, in times of emergency the people of the Nation, through 
their elected representatives, have been willing to give up certain of their privileges 
in order that they might enjoy them in a more fruitful abundance in the future. 
This attitude manifested itself in the passage of the Defense Production Act of 
1950, as amended this year. 

So we start in our answer to this objection by agreeing that no one likes controls, 
but that despite that fact controls are with us. This, then, leads us to the next 
question, which is, Can we partially control our American economy? 

Within the last year this committee has been able to observe the practical! 
effects of the Defense Production Act of 1950. You will recall that the act set 
out a formula for the control of the American economy. In effect, the act stated 
that the President should first attempt a voluntary control program; failing in 
this, it gave him the right to introduce certain selective controls. Third, if the 
above two steps failed of accomplishment of the ultimate goal, it instructed the 
President to invoke complete mandatory controls. 

Experience soon demonstrated that a voluntary control program could not be 
effective. The cost of living rose unconscionably. In the field of selective 
controls, the President soon found our economy to be so interrelated that the few 
selective controls which were invoked did not halt run-away prices. He, there- 
fore, finally ordered the institution of across-the-board controls. 

There is no reason to believe that selective or partial controls on price without 
similar control on demand and distribution will work, any better than selective 
controls of the balance of the economy did during the last year. What is true 
of the whole of the economy is likewise true of its component parts. In short, 
we can no more exist as an industry half-controlled and half-free than the Nation 
can or could with an economy half-controlled and half-free. 

The second point used by the opponents of quotas—that of maladministration— 
does not constitute a valid objection. Undoubtedly, as in every field of Govern- 
ment administration, mistakes through inadvertence or otherwise will occur. 
That is not sufficient reason, however, to scrap an otherwise desirable program. 
If the administration of the program is too poorly managed, then those responsible 
should be scrapped. Parenthetically, from our limited experience with the ad- 
ministration of the quota program, we found it to be one of the best-administered 
agencies at the Office of Price Stabilization. 

To more fully weigh the proponent side of the scale, I would like to respectfully 
point out the following: 

The essential purpose of this quota system is to provide for fair distribution of 
meats and meat products. 

I will not burden you with a complete history of the failure of the Office of Price 
Administration to properly distribute meats during World War II. Suffice it to 
say that the Congress of the United States, through its combined Senate and 
House Small Business Committees, following extensive hearings that lasted over a 
month issued a resolution on March 10, 1943, reading in part, and I am quoting: 

‘Whereas the breakdown in the civilian supply of meat and meat products has 
further resulted from the failure of the Office of Price Administration and the 
Department of Agriculture properly to guide the flow of meat and meat products 
through the orderly channels of distribution, it is 

Resolved, That the Department of Agriculture and the Office of Price Adminis- 
tration immediately establish quotas for nonslaughtering packers as well as 
slaughtering packers and allocate adequate supplies to the small wholesalers and 
retailers in all areas of the county * * *.” 

In addition, the United States Department of Justice, through the Small 
Business Unit of its Antitrust Division, made a thorough investigation and 
report of the meat distribution picture during World War IT. This culminated 
in its recommendation to the Office of Price Administration that adequate 
provisions be made for the proper flow of meats through normal channels of 
distribution. 

When the Defense Production Act of 1950 was being considered, the Honorable 
Kenneth 8S. Wherry and the Honorable John Sparkman, both of whom are 
eloquent champions of small business—the former having served as chairman of 
the Senate Small Business Committee in the Eightieth Congress, a position now 
held by Senator Sparkman—sponsored an amendment which clearly expressed 
the intent of Congress in this field of fair distribution and allocation of product. 
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This amendment went to conference and found its way into the Defense Produc- 
tion Act of 1950, where it still remains. I quote the language of section 701 (c) 
of the Defense Production Act: . 

“Whenever the President invokes the powers given him in this act to allocate 
or approve agreements allocating any material, to an extent which the President 
finds will result in a significant dislocation of the normal distribution in the 
civilian market, he is to do so in such a manner as to make available, as far as 
practicable, for business and various segments thereof in the normal channel of 
distribution of such material, of a fair share of the available civilian supply based, 
so far as practicable, on the share received by such business under normal con- 
ditions during a representative period preceding June 24, 1950, and having due 
regard to the needs of new business.”’ 

Significantly, in the fields of steel, copper, and aluminum, the National Pro- 
duction Authority has set up an effective program for the fair distribution of the 
available civilian supply as called for in section 701 (c) above quoted. We cannot 
see either the fairness or the logic for not permitting this to extend to the meat 
industry. Meat also goes to war, and also builds a backlog of demand of civilian 
supply. 

There can be no argument against the logic of fair distribution. All the 
opponents of the quota system can say is that it should be done voluntarily. 
History demonstrates clearly that in a short-supply market the integrated 
slaughterer will not voluntarily give up any portion of his supply to a noninteg- 
rated meat dealer, despite the latter’s purchases from him during a more plentiful 
supply period. In a controlled economy, with its attendant short supply of 
product, the independent dealer can no longer attract his supply with a price 
premium. He is dependent entirely on either a voluntary or mandatory system. 

The voluntary system has completely failed; therefore, the only alternative is 
a mandatory plan. We cannot now see how there can be effective mandatory 
allocation of product to the independent processor and wholesaler unless the quota 
system under debate here is reinstated. 

The real cause of the black markets during OPA days was the failure of the 
Administration to enable legitimate distributors of meat to get their fair share of 
the available civilian supply. If this had been done, the legitimate businessman 
would soon have driven the Johnny-come-latelys and the malice-afore-thoughters 
from the market place. It was pathetic indeed to observe the plight of these 
independent businessmen. During normal times they purchased a majority of 
their supplies from integrated packers, who now refused to give them a scintilla 
of their former purchases. And OPA was completely to blame, by reason of its 
short-sighted policy. They gave the integrated packers the weapons with which 
to cut the throats of their customer-competitors. 

Early in the present program the Office of Price Stabilization Administrator 
recognized the necessity for an allocation program when he stated, in connection 
with the issuance of the first meat distribution order, that ‘‘We will follow up this 
regulation with another which will keep meat supplies moving through legitimate 
channels of distribution and enable the housewives to buy adequate meat supplies 
from her regular butcher or market at legal ceiling prices.” 

That statement was made on February 5, 1951, by Price Stabilizer DiSalle. 
We are confident that he was sincere in his intention. 

When the slaughter quota program was eliminated by action of Congress this 
August, an allocation plan beyond the slaughtering level was being actively 
worked on by OPS officials. Industry was being consulted in connection there - 
with. Again, we do not doubt the sincerity of the present Administrator in this 
connection. However, because of years of sad experience under OPA, we respect- 
fully request this committee not only to report favorably on the reinstitution of 
slaughter controls but to add a section to the Maybank-Capehart amendment 
requiring the Administrator to allocate meats at least through the processing and 
wholesale levels of distribution. This is not now an absolute requirement. It is 
merely implied. We no longer wish to gamble on anyone’s sincerity. The meat 
distributor must have what is rightfully his without question. 

We ask, then, that you add the following language to the amendment under 
consideration: 


“Provided, further, That whenever the President invokes the power given him in 
this title to provide for the distribution of a specie of livestock among the slaugh- 
terers of such specie, he shall further provide for the allocation of the product 
of such specie in such manner as to assure each processor and wholesaler thereof 
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in the normal channels of distribution his fair share of the available civilian suppl) 
based generally on the share received by such processor or wholesaler during thi 
year 1950:” 

Now, let us examine what has happened since August 1, when the origina 
Butler-Cole amendment was passed. 

Approximately 70 percent of all meat supplies in New York City is distributed 
through the independent meat wholesaler. Wholesalers in New York report a 
reduction of 40 percent in volume for the month of August. Firms that hav 
been in business for 30 to 70 years report no beef supplies for this week. New 
suppliers are already appearing in the market place. One railroad reported that 
for the month of August there were 800 cars of dressed meat less than the previous 
month and 1,500 ears of live cattle more than the previous month coming into 
New York City over this one railroad. New York depended, in normal times 
for a major portion of its supply in the form of dressed carcasses from the West 
Already this significant dislocation has taken place. I am sure that other areas 
of the country have likewise been affected. 


CONCLUSION 


Therefore, from every conceivable point of view, from the practical to the 
theoretical, quotas must be reinstated in order to assure fair distribution. A 
quota system must be accompanied by a mandatory allocation to its normal chan- 
nels of distribution which existed in 1950. 


The most important part of the meat control program must be allowed to con- 
tinue. 


Thank you. 


The CHarrMan. The committee will stand in recess until 10 o'clock 
tomorrow morning. 

(Whereupon, at 12:20 p. m., the committee recessed until 10 a. m., 
Tuesday, September 18, 1951.) 
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TUESDAY, SEPTEMBER 18, 1951 


UNITED STATES SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 10 a. m., in Room 
301, Senate Office Building, Senator Burnet R. Maybank (chairman), 
presiding. 
Present: Senators Maybank, Frear, Moody, and Schoeppel. 
Senator ScHorerPet. Gentlemen, the meeting will come to order. 
In the absence of Chairman Maybank, who will be here in about 15 
minutes—I understand that he has a delegation from the Navy Yard 
that is calling on him this morning and he will be about 15 or 20 
minutes late—I suggest that we proceed. 
Mr. Mollin, I believe you are scheduled as the first witness this 
morning. We will be glad to hear you. 


STATEMENT OF F. E. MOLLIN, EXECUTIVE SECRETARY, AMERICAN 
NATIONAL CATTLEMEN’S ASSOCIATION 


Mr. Mouuin. Mr. Chairman, I have furnished the committee a 
written statement which I would like to have placed in the record, and 
[ would like to comment on it orally. 

Senator ScHOEPPEL. Very well. Let the record show that the state- 
ment of Mr. F. E. Mollin is made a part of the record. 

Mr. Mollin, you may summarize your statement and proceed in 
your own way. 

Mr. Mouuin. My name is F. E. Mollin. I am executive secretary 
of the American National Cattlemen’s Association, with headquarters 
at Denver, Colo. 

I have been employed in that capacity for the past 22% years, and 
for 23 years prior to that time I was with a large cattle ranching and 
feeding outfit in Nebraska, so my experience in the cattle business 
covers a period of over 45 years. 

Our membership is largely west of the Missouri River and in the 
Southern States, with a scattered membership throughout the balance 
of the country. 

I have devoted a good deal of my statement to refuting the claims 
that have been made that if quotas were reestablished, everything 
that is put out by the Office of Price Stabilization is to indicate that 
if we only had the quotas, we could do this or we could do that. 

But the record shows that during the period when they did have 
quotas, that they had no better compliance and no better distribution 
of the product than they are having since the quotas went out on 
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August 1. And I think it is important that we should keep that i), 
mind, because the industry doesn’t wish to be saddled with the quota: 
based on a false premise. 

The record clearly shows, and the various tables that I have in 
cluded and to which I will later refer, show that there has been ; 
substantial diversion from the normal channels of trade, and that 
this diversion started shortly after the first price ceilings were estab- 
lished in January. It has continued to progress ever since that time 
It was in effect before the quotas were in effect, during the period that 
the quotas were in effect, and since the quotas were in effect. 

So that it is not apparent that the fact that they had quotas during 
2 or 3 months there in the early summer had any particular effect 
upon what was going on in the livestock industry with regard to the 
diversion from the normal channels of trade. 

I would like to call your attention, Mr. Chairman, to the figures 
on page 2 of my statement. 

In these figures I have not included the month of May because, 
actually, there was no particular effort made to enforce compliance 
on the packers until about the first of June. And those figures, you 
will note, show in the month of June that there was a 25-percent 
drop in federally inspected slaughter and a 44-percent drop in the 
volume of business handled by the 95 principal beef-packing plants 
that are located largely at the central markets. So that the diversion 
from the normal channels of trade was very evident during the month 
of June, when quotas were in effect. 

Similar figures for the month of July show a 17-percent drop in 
slaughter and a 32-percent drop in the volume handled by these 95 
plants. 

I would like to call your attention to the fact that the figures 
shown for August—for most of the month of August, after the quotas 
were not in effect, show a substantial increase in the total volume of 
inspected slaughter and the decrease from a year ago was only 10.6 
percent, while the diversion from these 95 principal beef-packing 
plants continued at a relatively high rate of 30.2 percent. 

There is nothing there to indicate that the quotas were having any 
effect in holding the business to the normal channels of trade. 

Now, in the table shown on page 3, I have taken the single month 
of July because it is a quota month, and compared it over that long 
period of years, including the period of World War II. You will note 
that in July 1950 the shipments out of the central markets, other than 
for stocker and feeder purposes, which we assume must be therefore 
for slaughter, were only 24.54 percent. We had dropped down pretty 
nearly to a normal basis as compared to the period prior to World 
War II. But for the month of July 1951 the percentage has jumped 
up to 33.42 percent that was shipped out of these major markets 
where these big packing plants are located, and apparently were going 
for slaughter at some other point. 

You will see that we were following the same trend from 1950 to 
1951 that we followed from 1942 to 1943. 

Now, similar figures could be prepared for any other month, but I 
didn’t want to burden the record with too many figures. 

But this month shows that, with quotas in effect, that there was a 
substantial diversion from the usual slaughter at the central markets 
to shipments out of the central markets for slaughter elsewhere. 
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Senator ScHoppren. Mr. Mollin, that is a very significant compila- 
tion. It certaimly spotlights the very thing that has been disturbing 
so many of us here but, frankly, I had not seen this kind of a break- 
down to show the relationship. 

Mr. Mout. These are all official figures, Mr. Chairman, obtained 
from the Department of Agriculture, except those figures on the 
volume of business handled by the 95 plants. ‘They were obtained 
from the American Meat Institute. 

Now, I would like to call attention to exhibit A, which is at the 
back of my report and which shows the prices of the various grades 
of beef steers at Chicago during the period that the quotas were in 
effect this summer, compared with the compliance prices, which are 
shown at the right-hand side. 

Now, unfortunately, this is not quite a true comparison because 
the figures shown at the right-hand side are the average for the grade, 
while the figures I have used to the left in charting the price during 
the whole period are steers only. I did not have the breakdown on the 
compliance price, nor can you get a composite figure representing all 
the receipts. 

But as far as the Prime, Choice, and Good grades are concerned, 
it would make very little difference. There are a few heifers that get 
up into those top grades, but relatively few, and they sell up very close 
to the price of steers in the same grade. 

I find from the figures that have recently been furnished OPS by the 
Department of Agric ‘ulture, showing what the compliance prices 
should be under the new law, they make a difference of from 46 to 67 
cents a hundred between steers and heifers in those upper grades. But, 
considering the relatively small number of heifers that would be 
included, that figure would bring down the average very little. 

When you come to commerce ial and utility heifers, the difference is 
even less in price than it is in the three upper grades, and the only 
place that there would be any substantial difference is in commercial 
and utility cows, where the difference on commercial in the prices, as 
just figured out under the new law, would be $1.36 and the utility, 
$1.57. 

Even if you made allowance for those slight differentials, you still 
would find that every grade of cattle during the period that the quotas 
were in effect throughout the summer was selling at Chicago sub- 
stantially above the compliance e price. 

As the chart itself shows, that average difference on prime was 
approximately $2 per hundred; on choice ‘e, approximately $2 per hun- 
dred; on good, $1.50 a hundred; on commercial, between $3 and $4; 
and on utility, approximately $6. 

So there was no pretense at holding prices at Chicago at the com- 
pliance level during the period when the quotas were in effect, and yet 
Mr. DiSalle has repeatedly stated that “If I only had the quotas, then 
I could enforce this law.’’ He didn’t enforce it during the time that 
the quotas were in effect. 

It seems to me that, instead of restoring quotas as demanded by 
Mr. DiSalle, which has many objections from the standpoint of the 
livestock and meat industry, that they ought to use the other penalties 
provided in the law to bring about compliance. The penalties are 
there: Fines and imprisonment and multiple refunds in cases of over- 
charges. 
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It is certainly not right to give him the right to impose quotas and 
then, if there are violations, to use the penalty which he proposes to 
use, which is to reduce the quota for violations. 

Now, I am sure that everyone who knows anything about the live- 
stock and meat industry will concede that it is a very difficult matter 
for a packer, the way the thing is set up today, to know when he is 
in compliance. It’s a matter of judgment on the part of the packer- 
buyer, and if he misjudges a bunch of cattle he can easily be out of 
compliance on that particular bunch of cattle. Then he has to try 
to buy some other bunch of cattle enough lower to balance up. 

Now, the penalty for noncompliance, which in many, many cases 
certainly could not be called intentional but just simply due to human 
error, should not be to take aw ay from the industry the packing plant 
capacity at that market. It is ridiculous to think that every time 
some packer was out of compliance at Chicago, that vou have reduced 
the capacity of the Chicago Stockyards to handle livestock. 

We don’t penalize manufacturers by saying, if they do something 
contrary to contract, that you can’t manufacture as many machine 
guns this month as you did last month. And beef is just as important 
as machine guns, and they ought to use the penalties that are provided 
in the law instead of seeking what they think is an easy way of con- 
trolling the business and imposing penalties that, to my way of 
thinking, are entirely vicious and unworkable and unfair to the whole 
industry. 

Senator Scnorprpen. Mr. Mollin, were you here vesterday when 
the gentleman testified before the committee, pointing out that if a 
legitimate packer and that type of packer who wants to keep in 
compliance—as do the great mine-run of these people—but if they 
are penalized, then all of their customers during the penalty period of 
their shut-down or in the period of lower quotas must seek an outlet 
elsewhere, and that throws the entire picture out of dislocation? 

Do you agree with what was brought out yesterday? I think you 
are making a point of the same thing today. 

Mr. Motury. That’s right, because, as also shown yesterday, there 
has been a substantial shift in pac king operations from the Midwest 
to the east and west coasts, and it’s rather ridiculous to set things up 
in-a fashion so that you don’t use to the fullest advantage the big 
ple ints that are in Chicago and other Midwest packing points; Omaha, 
Sioux City, Kansas City, and all those points; and yet overtax the 
much smaller capacity plants in the East, where a witness yesterday 
testified that in New York, I believe he said, for the month of August 
that there was an increase of 20 percent in the slaughter following the 
end of quotas. 

Well, he didn’t also tell you that there was an increase in slaughter 
in that area during June and July. As a matter of fact, the increase 
in the New York area in July was 24.7 percent. The increase in 
August was slightly more than that. It was 29.6 percent. That is 
the slaughter in that eastern area. But for the week ending Sep- 
tember 1, the increase was only 7 percent, and for the week ending 
September 8, the increase was only 9 percent. 

Now, if the absence of slaughter quotas was responsible for an 
increase in August of 29.6 percent, it was also responsible for the 
relative decrease in the weeks ending September 1 and September 8, 
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down to less than 10 percent, which is much less than it had been 
during the period when quotas were in effect in July. 

I think we can’t just single out one month and show that there was 
an increase and say that that is due to the fact there were no quotas, 
when there was a substantial increase the previous month and then 
the increase dropped off very sharply in the 2 weeks ending Sep- 
tember 1 and September 8. So if the absence of quotas was respon- 
sible in the one case, it certainly was responsible for the opposite 
effect in the other case. 

The Cuarrman. Mr. Mollin, I am sorry I am late. I had some 
officers from the navy yard in my office and I had to see them. 

Mr. Mourn. We appreciate the opportunity to appear: 

1 would like to, incidentally, call attention to one thing: I think 
that perhaps even your committee, and I think the majority of Mem- 
bers of Congress, have the opinion that when prices were reduced on 
May 20 they were reduced 10 percent. Actually, the reduction on 
Utility beef, Utility steers, was 29.4 percent. 

There is a common impression throughout the country that there 
was a flat reduction in prices of 10 percent on May 20 when the first 
roliback was made. Actually, that reduction on Utility steers was 
29.4 percent, and in order to correct that situation in accordance 
with the new law, a directive was issued yesterday which raises the 
price of L tility beef $4 a hundred and of Utility steers $1.65 a hundred. 

That is the class or classification on which there was the biggest 
noncompliance, as shown in this exhibit A, where they were paying 
$6 a hundred more than the compliance price. This adjustment 
made yesterday brings that back a little more into line. 

In the statement which President Truman made to the Congress, 
in urging changes in the law, he called attention, or he said that all 
we were suggesting, in getting the power to restore quotas, was along 
the same line as the power granted to allocate scarce materials. 

Well, 1 think that while it may be parallel to a certain extent, the 
power to restore quotas goes far beyond merely allocating a scarce 
material, because it also includes the power to break a market and to 
determine the price that the product can bring on that market. 
That is the major fear of the livestock industry with regard to the 
quotas. 

We don’t think that any individual knows enough about the live- 
stock industry and can look far enough into the future to guess 
intelligently what the quota should be set at for next month. They 
set a quota and that applies all over the country. There are varying 
conditions surrounding all these different markets. We have over 60 
markets that the Department reports on regularly, and conditions 
can be very, very different. In one market, for some particular 
reason, it can have a very big run of cattle on a certain Monday, and 
a market two or three hundred miles away might, for some other 
reason, have a very light run of cattle. 

Now, it is bad enough to be on a market when the demand is poor 
and when the packers ‘bear down just simply because they are pretty 
well supplied with cattle and they are not very keen buyers. It 
would be a lot worse to be on a market where you have got the demand 
and where the packers would like to buy them, but where the fact 
that they have used up their quotas would prevent them from being 
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normal buyers on that market. I can’t think of anything any worse 
than a feeder out in the Corn Belt who feeds one load of cattle— 
and there’s thousands of them who feed one load of cattle—and that 
happens to get into a market on a day when the quotas were pretty 
well used up and the market was very flat. 

The Cuarrman. If you don’t mind yielding, I would like to read 
something into the record here. I asked for it yesterday, and I am 
going to ask for a further investigation of this. 

It says that the Army, since quotas were removed, has shipped 
243 cars of beef from the west coast to the east coast. Some of the 
beef was sent to the Midwest, but most of it was shipped to the east 
coast. 

The Army says it costs them closer to $2,500 a carload to ship, 
rather than $2,000, as claimed yesterday by Mr. Schwartz. 

The Army claims that packers on the west coast are able to 
slaughter in compliance because they have their own feeder cattle. 

None of the packers in the Midwest and East are able to slaughter 
enough cattle in compliance to furnish the Army, they say. The 
west-coast packers are the only ones bidding on their contracts to 
supply the Army with meat. 

I want to get further facts on that. 

Mr. Mouurn. I am quite familiar with that market situation in the 
West, Mr. Chairman. It is quite different and always has been 
different from what it has been in the Midwest and the East. 

The natural trend of livestock movement, cattle, particularly, has 
been from the West to the East. Two-thirds of the cattle are pro- 
duced west of the Mississippi River, two-thirds of the beef is eaten 
east of the Mississippi River. 

In the West we do not have—west of Denver—what we call large 
central markets, and a great deal of the cattle out there have always 
been sent direct from the producers to the packer, and the packers 
have developed these large feed lots. 

The CHAIRMAN. Suppose we put quotas on; how would that leave 
that condition? 

Mr. Mo urn. It would tangle up that condition, because out there 
they had considerable difficulty. Packers had their own cattle in the 
feed lots, fat and ready to slaughter, and were not of quota, and unless 
they could get sales to the Army, where they could get permission to 
slaughter above their normal quota, why, they were just stuck and 
had to wait until their next quota. 

The packers haven’t been accustomed in the Middle West and East 
to feed in anything like a volume comparable to the western packers. 

Now, I lived in Omaha for many years and was on the market two or 
three times a week, and Armour and Swift did have feed lots at 
Omaha and they fed quite a few cattle, but a drop in the bucket com- 
pared to their total volume, while out West the relatively small 
packer might have two or three thousand cattle in the feed lots. 

So you have—and for some reason, fortunately, the western packers 
had a lot of cattle in the feed lots this year and the Army had to draw 
on those cattle because they couldn’t get beef through the normal 
channels. 

The Cuarrman. If they had not been able to draw on those cattle, 
they would not have had any beef at all, would they? 

Mr. Monin. No; I wouldn’t say—— 
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The Cuarrman. They would not have had the quantity they 
wanted. 

Mr. Moutin. They would have had to take it away from the 
civilians in the Middle West and East, and I am sure everybody 
would be glad to have them take it. 

But they went out there where there really was a surplus of cattle 
and bought their beef. 

The CHarrmMan. There was additional expense to the Army by 
having to ship all these cars at $2,500 a car. Is it your judgment 
that it was offset by the fact that the civilians in the Midwest and the 
East still had beef? 

Mr. Mouurn. Yes. The packers, of course, don’t like to give up 
their normal trade. We will take one packer, Armour or Swift. 
He has a certain trade that depends on him for meat and while, when 
beef gets tight, they cut down on everybody in proportion, neverthe- 
less they do like to supply that person that depends on them a certain 
amount of meat. 

Well, with their slaughter reduced—as these figures I have given on 
page 2 here show, as the major packers were reduced—they didn’t have 
the surplus to offer the Army. 

Now, if the Army—if it came to a pinch, why, the Army should have 
the beef and the civilians would have to go without, but they could 
buy their supplies in the West and they bought it out there instead of 
demanding that the Midwest packers supply it. I think that is what 
it boils down to, and it’s just fortunate that there were a large number 
of cattle on feed in the West to supply this demand—far more than 
usual. Last vear was a record in feeding for the Western States, and 
this year it is 25 percent above last year. 

I did say that we think this statement the President made only 
goes part of the way. It is similar to the allocation of scarce mate- 
rials, but it goes to the point where the control of the markets can 
affect the price paid. If you have a surplus of cattle at a given mar- 
ket on a given day, you can’t get action fast enough to relieve that 
situation, ‘because this is a perishable commodity and if cattle go for 
3 or 4 hours after they ought to be weighed, the shrink is very costly, 
at present prices, to the producer of those cattle. 

The CHArRMAN. Have you seen this article Why Beef Costs What 
It Does in the Kiplinger magazine Changing Times? 

Mr. Moun. No, sir. 

The CuartrMan. I would like to have this put in the record. It 
just compares the high cost of beef, breaks it down in detail. It takes 
no issue with this bill one way or the other, but it gives some infor- 
mation that I think the public ought to have. 

(The article referred to follows:) 


[Changing Times The Kiplinger Magazine, September 1951] 
Wuy Beer Costs Wuat It Dogs 


HERE IS A RUN-DOWN ON YOUR MEAT DOLLAR TO SHOW WHERE YOUR MONEY 
GOES AND WHY 


See that choice, boneless chuck"roast in the butcher’s display case? Notice 
the price tag: $1 a pound. Makes you grumble, doesn’t it? Why should the 
stuff cost so much? People in the meat business must really be cleaning up, 
you say. But you pay the dollar because you can’t do any better. 
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Well, here’s where your dollar goes. You can judge for yourself who, if any 
body, is cleaning up. This account is greatly simplified, of course, because thy 
meat business is intricate. But this will give you a rough idea of how you 
dollar is divvied up. : 

You pay $1. 

What for? A pound of meat—but it takes about 2.1 pounds of live steer t: 
produce 1 pound of edible meat. So it is necessary to charge all costs to th: 
part of the critter you eat, including the costs of that waste poundage. If th 
accounting seems a bit complicated, just skip through it and concentrate o: 
the italic summaries. 

The breeder’s share. Your chuck roast probably came into existence on a 
cattle breeder’s ranch in Texas. The breeder raises calves to sell to another 
farmer in the Corn Belt, who will feed the calf up to slaughter weight. 

His investment in his ‘‘ealf factory’? may run as high as $100,000—8$35,000 
for a herd of 100 cows and 4 bulls and $65,000 for the necessary 2,500 acres of 
grazing land, buildings and equipment. He will average about 85 calves a year 
which will sell for $140 apiece. Gross income, $11,900. Take out of this his 
expenses for insurance, interest on his cattle loan, labor, feed and maintenance 
and the rest is his “‘salary.’”’ Figures are hard to get, but it’s likely that he will 
clear $4,000 if he is a good manager—$47 profit for each 400-pound calf sold 

The breeder’s cost and profit is the first slice out of your meat dollar. It 
comes to 32 cents. 

The feeder’s share: The buyer of that calf probably has a farm up in Iowa 
He mekes a living buving up feeder cattle, fattening them, and selling them to 
packers. 

Here’s how he operates: He invests $140 in the animal to begin with. He 
wants to raise its weight from 400 to 1,000 pounds. To do so, he will have to 
buy 27 cents worth of feed for each one of those 600 pounds of gain. It will tak 
about 10 months to fatten up the steer. During that time, the feeder will also 
spend $30 in farming expenses, and later he'll put out $10 to get the steer to 
market. ‘Total spent on each steer sent to market: $342. 

Now, at the time you paid $1 for that chuck roast, cattle at the stockyards 
were bringing $37.54 a hundredweight. So the feeder sells his 1,000-pound steer 
for $375.40. His margin is $33.40 a head. 

Of vour dollar the feeder has spent 46.2 cents, pocketed 7.6 cents. So far: 
32 cents to breeder and 53.8 cents to feeder—a total of 85.8 cents. 

The packer’s share: The packer takes a loss on the meat. Ridiculous, you 
sav? Not really, because he has other sources of income from that steer he buys 
He can sell the hide, certain glands used in pharmaceuticals and other by products 
that are used in fertilizer. But on the meat alone he doesn’t quite make a profit. 

From that 1,000-pound steer he buys, he gets about 600 pounds of meat, which 
sells for about 58.8 cents a pound. His total income from meat is $3852.80. Re- 
member, he paid the feeder $375.40 for it. So his loss on the meat opefation is 
$22.60 

Apply the packer’s loss to your meat dollar, as a “saving” to vou, if you wish, 
and it comes to about 5 cents. So far, your chuck roast costs 85.8 cents before 
slaughter, 80.8 cents after. 

Your grocer’s share. Though there may be a middleman between packer and 
grocer, for simplicity’s sake assume your grocer buys directly from the packer’s 
local wholesale outlet, as many do. He buys the 600 remaining pounds at 58.8 
cents a pound, or $352.80. 

But the meat shrinks again on his cutting block. He'll do well to get 480 
pounds of meat out of the 600. On the average, he will get 91 cents a pound for 
the lot. A total income of $436.80. His margin on the deal is $84. 

Of your $1, your grocer takes 19.2 cents. His costs—rent, utilities, insurance, 
labor, advertising—total 17 to 18 cents of that 19.2 cents. 

Add it all up—-and vou have your dollar accounted for. 

You say you don’t care who gets what, you just want to know why meat sells 
for $1 a pound, when it used to be 50 cents? Here’s the simplest answer: Meat 
is sold at auction, all the way up the line. And it must be sold; the butcher can’t 
hold it. If it couldn’t be sold for $1 a pound at your grocery store, the price 
would drop, and drop fast. 

But here’s an interesting thing about meat sales. In good times or bad, over 
the past 25 vears, the public has spent roughly the same proportion of its take- 
home pay for meat—5 to 6 percent. The moment the housewife’s food budget 
decreases, meat prices fall accordingly. Each man’s price, from the breeder’s up 
the line to the butcher’s, is geared to the price you and millions of others are able 
and willing to pay. 
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Mr. Mouutn. I would like to call attention to exhibit B, which is 
at the extreme back of my statement, and which is an official table 
furnished by the Department of Agriculture. 

That shows the slaughter by regions for the year 1951 as a per- 
centage of the 1950 slaughter. You will see that it shows a very, 
very bad distribution of the production. That bad distribution 
continued right through the period when we had quotas in effect. 

Now, that is one of the main points that the OPS has made, that 
they cannot properly allocate or distribute this product unless they 
have quotas. They didn’t do a good job of distribution during the 
period when they had quotas. They did a bad job. If they take 
credit for the job, and they apparently do, they did a very bad job 
during the period when quotas were in effect. 

Part of this showing ts due to the allowance for freight. That has 
been talked about ever since you had the hearing, Mr. Chairman, of 
the watchdog committee. 

Mr. Heinz is here in the room. I remember his statement, to the 
effect that the freight differentials had at that time—now, | believe 
they have just corrected that situation after 3 months; they finally 
moved to correct it. That’s why we don’t want OPS given th 
power to do things that can be very disturbing to the livestock 
industry, because it takes the m too long to correct their mistakes. 

And anyone who will study that exhibit B will see that you had 
an absolutely abnormal distribution of product before the quotas 
were in effect, during the period the quotas were in effect, and after 
the quotas were in effect. The quotas did not cont rol the situation. 

There has been some discussion of the possibility of granting 100- 
percent quotas. We don’ t care what the percentage is. We don’t 
like quotas, whether it’s 50 percent or 100 percent, for the reason 
that I gave a minute ago, that they cannot properly estimate what is 
going to be at any given market on any given day. And a 100-per- 
cent quota can be as inadequate on one day as a 75-percent quota 
would be on another. 

I have been on the Chicago market myself when there were 38,000 
cattle on that market, mostly fat cattle, in the winter season. | 
recall that some years ago Kansas City had a run of over 60,000 
cattle. I don’t remember the exact figure, but it was above 60,000 
I think that is an all-time record in receipts at one market. 

You cannot allow for those things; with the trucks bringing so much 
of this livestock into the markets, there is no way on earth that you 
can estimate what the receipts are going to be on any given market 
at any given time. 

I would like to suggest to the committee that, if Congress keeps 
monkeving with this law, you're going to affect meat production for 
1952. There has been a considerable reduction during the past year. 
I am sure Senator Schoeppel knows that from his own State of Kansas. 
People who marketed prematurely because of the threat of further 
roll-backs in price. Now we've got rid of that threat of roll-backs. 
If you impose these quotas again so that a man cannot be sure what 
demand he is going to find when he goes to a market, a lot of farmers 
are going to say: “‘ Well, I’ve got corn; I can sell my corn to Uncle Sam 
and seal it up and not take the risk in feeding cattle.” 

I think we have the potential for making a very big crop of beef 
next year. There is a threat of soft corn, and soft corn almost de- 
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mands cattle; more so than hogs; to clean up soft corn. The cori 
crop is late and even though the weather condition is good for 2 or 3 
weeks more, it is almost certain there will be a large amount of cory 
that is not really merchantable from the ordinary standpoint. | 
think we can produce a tremendous crop of beef, probably even t\ 
the point of reducing somewhat the feed supplies carry-over, and 
certainly would hate to see this committee recommend the restoratio:. 
of these quotas so that it would have an effect upon the production 
for next year. 

I would like to just call attention to one more thing. 

OPS the other day issued an order which partially forgave packers 
who were out of compliance. If they were unable to buy up to 5) 
percent of their requirements, they were exempt from compliance, 
and then there was some other rule, if they were buying 75 percent. 

But that had one startling effect, and I don’t believe the effect that 
OPS had counted on. Wilson & Co. announced that because of this 
rule they were practically cutting back their slaughter to 50 percent 
in order to be exempt, and this week Wilson & Co. in Chicago are out 
of business because of that order, which says that if they only handle 
50 percent of their normal volume they are exempt from compliance. 

So in order to hold down to 50 percent, according to the newspaper 
accounts, Wilson & Co. has shut their plant as far as beef is concerned 
this week and announced that they are going to remain shut 1 week a 
month in order to keep down to that 50-percent limit. 

Now, I don’t believe that was the purpose of that order, but it just 
shows that when you get to monkeying with a complex industry like 


the livestock and meat industry, one step leads to another until you 
just get to where you don’t know where you are. 

I believe that’s all I have to say, Mr. Chairman. 

The CHarrMan. Any questions? 

Senator ScHoErPe.. I have no questions. Thank you. 

The CuartrMan. Thank you, Mr. Mollin. 

(Mr. Mollin’s prepared statement follows:) 


SraTeMENT OF F. E, Moun, Executive SEcRETARY, AMERICAN NATIONAL 
CATTLEMEN’S ASSOCIATION 


My name is F. E. Mollin. I am executive secretary of the American National 
Cattlemen’s Association, with headquarters at Denver, Colo. This association 
includes in its far-flung membership 23 State associations, located largely west 
of the Missouri River and in the South, with one Corn Belt organization included. 
In addition, we have more than 100 regional and local associations affiliated with 
us and an individual membership of approximately 7,500 cattlemen. The regional 
and local associations and individual members are largely in the same area as 
the State association memberships except for the fact that we do have quite a 
scattered individual membership throughout many of the other States. 


MISINFORMATION 


I do not recall a single instance in the more than 22 years that I have been 
with the American National where there has been so much confusion, mis- 
understanding, and misinformation regarding a legislative issue as is the case 
with the packer livestock slaughter quotas. Administrator DiSalle of OPS 
during the last 2 or 3 weeks of the life of the Defense Production Act of 1950 
(it expired July 31), when it became apparent that the power to impose slaughter 
quotas was not to be continued, and ever since that time has constantly stated 
that he cannot properly enforce compliance on price ceilings set on beef without 
this power. His statements imply that he did enforce compliance during the 
months of May, June, and July when he set cattle slaughter quotas of 90 percent, 
80 percent, and 90 percent, respectively, of last year’s slaughter. The record 
shows that he was not able to enforce compliance in that period. Actually, 
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diversion from the central markets, where large packing houses are available 
to handle heavy runs of cattle and from the principal packers who operate in or 
near those markets, started almost immediately with the first beef freeze order 
in January and has continued ever since and increased progressively as the 
months rolled by. In other words, we had diversions from the markets and from 
the principal packers—as we will later show—before, during and after the quotas 
were in effect. 


TOTAL FEDERALLY INSPECTED SLAUGHTER FOR MONTHS OF JUNE AND JULY WHEN 
QUOTAS WERE IN EFFECT-—-ALSO FOR MOST OF AUGUST WHEN QUOTAS WERE 
NOT IN EFFECT 


Total slaughter of 95 of the larger packing plants of this country for that same period 
compared with a year ago 





Decrease 
1951 


Head Head Percent 
Federally inspected slaughter 4 weeks ending June 30_- 717, 200 954, 200 25 
95 principal packing plants total slaughter during same period. 309, 710 553, 981 44 
In that 4-week period in June 1951, 95 plants did 43.2 percent 
F of the total federally inspected slaughter; in 1950, 58 percent. 
Federally inspected slaughter 4 weeks ending July 28 | 839, 600 1,015, 400 
95 principal packing plants, total slaughter during same period 396, 455 586, 323 
In that 4-week period in July 1951, 95 plants did 47.2 percent | 
of the total federally inspected slaughter; in 1950, 57.7 percent. 
Federally inspected slaughter 4 Weeks ending Aug. 25_- 910, 500 1,017, 900 
95 principal packing plants, total slaughter during same period 422, 728 | 604, 868 
In that 4-week period in August 1951, 95 plants did 46.4 per- 
cent of the total federally inspected slaughter; in 1950, 59.4 per- 
cent. 


The above figures show conclusively the diversion of cattle from the central 
markets as compared with a year ago and an even greater diversion of slaughter 
from the 95 principal packing plants. This occurred during 2 months of the 
period that quotas were in effect (June and July) and the month of August after 
the quotas were lifted. It will be noted that receipts picked up after the quotas 
were lifted but the diversion from the packing plants continued unabated. (Above 
data secured from American Meat Institute, Chicago.) A further test of the 
diversion from the principal packing plants in the concentrated livestock feeding 
area of the Corn Belt is shown in the following table which shows the shipments 
out of the 66 principal livestock markets for other than stocker and feeder pur- 
poses for July of this year compared with the same month back to and including 
1941. This is shown in column 1; the second column shows the stocker and 
feeder shipments; and the third column, local slaughter at the 66 markets, all for 
the month of July, as indicated. I call your attention to the sharp increase in 
the shipments out of the 66 markets in July 1951 compared with July 1950. The 
figure shows 33.4 percent this year, 24.54 percent last vear. We are headed back 
toward the same situation which existed in 1945 and 1946 when more than 40 
percent of the receipts were shipped out of the 66 principal markets for other than 
stocker and feeder purposes. 


Sixty-six principal markets—month of July 


| 

| Percentage | 

of receipts 

| shipped out | Stockers and Local 
other than feeders | Slaughter 

| stockers and | 

feeders 





20. 97 | 
24. 32 
32. 48 
32. 64 | 
40.33 | 
43. 40 
31. 66 | 
28. 66 
5. 51 
. 4 
.42 


Source: U. S. Department of Agriculture. 
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PRICE COMPLIANCE AND THE QUOTAS 


Another favorite charge of OPS is that only with the aid of the quotas can pric 
compliance be maintained, implying, as previously stated, that compliance was 
maintained when quotas were in effect. I call your attention to exhibit A attached 
hereto, compiled from Department of Agriculture figures as to actual sales, whic} 
shows on the right-hand side the compliance prices by grades at Chicago and 
charted to the left of them a graph showing the actual price received for steers 
at Chicago starting early in May and running through July, the period during 
which quotas were in effect. While the prices received as shown are for straigh 
steers, the average price received would be reduced but slightly in the upper 
grades—Prime, Choice, and Good—if heifers were included. Nevertheless, thy 
average of all the grades is so far above compliance level that there seems to hay 
been even no pretense of maintaining compliance. Remember that quotas were 
in effect during this whole period. 

According to the Department of Agriculture, the actual prices in effect on May 
19, 1951, the base for the new ceilings under the Extension Act, heifers in the 
Prime, Choice, and Good grades sold for only 46 to 67 cents below the steers 
in those same grades—a relatively nominal difference. In the lower grades thy 
price of heifers was even closer to steers than in the upper grades, while cows, of 
course, had a slightly larger differential ranging from $1.13 on Commercial cows 
to $1.57 on Utility cows. 


ENFORCING PRICE COMPLIANCE 


Why should not the enforcement of price compliance stand on its own feet 
instead of using it as an argument in favor of quotas? Certainly every packer’: 
books will, if he is out of compliance at the end of an a-‘counting period and | 
would then, if out of compliance, be subject to the various fines, penalties and 
multiple refunds, in case of overcharges, prescribed by the law. 


PARALLEL WITH ALLOCATION OF SCARCE MATERIALS 


In the statement issued by President Truman on August 23 addressed to th 
Congress of the United States the following appears relative to the slaughter 
quotas: 

“Regardless of the reasons which prompted its enactment, this amendment 
does what Congress certainly had no intention of doing—it puts the black marke- 
teer back in the meat business. And it makes him harder to catch. 

“This amendment knocked out the quota system which had previously beer 
in effect on livestock slaughtering. Under the previous sytem, every legitimat: 
slaughterer—large or small—was assured his fair share of all the livestock sent 
to market by the farmers and ranchers of America, 

“Quotas are a form of allocation, similar to our present system for allocating 
minerals, metals, and other scarce commodities during the emergency.”’ 

The detailed information given above does not bear out the President’s state 
ment about the creation of black markets being the result of the elimination of 
packer slaughter quotas. The black marketeer was operating before the quotas 
were issued and he continued more vigorously while the quotas were in effect 

The final statement quoted above refers to quotas as a form of allocation “similar 
to our present system for allocating minerals, metals, and other scarce commoditie: 
during the emergency.’’ I call your attention to the fact that the legislation 
proposed goes far beyond the matter of allocating meat. It gives the administrator 
of the act the power to establish quotas at whatever level he sees fit, and this power 
to regulate the slaughter at any given market is the power to destroy that market. 
The only reason that the quotas did not work in this fashion during June and July 
was because the estimates on which quotas for those 2 months were based failed 
to recognize the substantial diversion of cattle away from the central markets 
previously shown herein. 

The suggestion has been made that quotas might be continued on the basis of L100 
percent of last year’s slaughter. With many more cattle in the country than a year 





Source: U. S. Department of Agriculture. 
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ago, with movement delayed by late grass seasons in various sections of the 
country, even a 100 percent quota might not be sufficient to prevent stagnating 
the market while attempts were being made to secure permission from Washington 
to slaughter the cattle that were in excess of quota allocations. 


EQUITABLE DISTIRBUTION OF MEAT 


Another demand for the power to impose quotas has been based on the assump- 
tion that without them the meat supply cannot be equitably distributed through- 
out the country. Here again the assumption is that witn the quotas distribution 
was fair and equitable. It was not. Exhibit B shows the slaughter by market 
centers and areas in 1951 as percentages of the slaughter for 1950 (Department 
of Agriculture figures). I call your attention to the fact that from the beginning 
of price control in January the distribution of slaughter by regions has been most 
abnormal. It did not improve during the comparatively short period when 
quotas were in effect and has continued in some regions even to get more out of 
line as the diversions of cattle from normal channels increased. You will note 
that slaughter in Iowa and southern Minnesota, for instance, dropped from 
85.8 percent compared with a year ago in May, to 42 percent in June and 60.6 
percent in July—the two quota months—and immediately with the lifting of the 
quotas in August started to regain some of the lost ground. All the areas through- 
out the central part of the United States show somewhat similar decreases in 
July and August, while on the Pacific coast, in the Southeast, the South Central 
West and the Rocky Mountain regions there were substantial increases in per- 
centages. In other words, right in the Corn Belt—the heart of the cattle-feeding 
operation of this country—there were more cattle fed but less beef available than 
in other sections of the country mentioned. This maldistribution was possible 
only because of the unworkable rules and regulations of OPS. It could not have 
been brought about in any other fashion. Let us hear no more about the efficiency 
of quotas in the distribution of beef throughout the country. 


BEEF PRODUCTION FOR NEXT YEAR 


We have the potentials for the production of a very large crop of beef for 1952. 
Cattle numbers are now regarded as being at an all-time high (official reports will 
not be available until January 1); the corn crop is now pretty well matured and it 
is one of the largest crops on record; other feed grains are likewise plentiful. We 
believe that, barring further ‘‘monkeying”’ with the machinery of beef production, 
we will have at least near record production next year. However, if Congress 
continues to threaten new legislation that will increase the hazard of feeding 
operations, already large, there can be no doubt about the effect it will have upon 
feeding operations for next vear. Farmers have available to tm the choice of 
selling their corn to the Government at the support price or running the risk of 
feeding it to livestock. They are willing to take the ordinary risks involved but 
fearful of legislative or executive action such as has occurred in the past few 
months when OPS with one blow announced that it was going to reduce cattle 
prices approximately 20 percent. 


DIMINISHING CONTROLS 


OPS announced on September 5 that certain slaughterers were to be exempted 
from ceiling prices during the remainder of September if they had been unable to 
obtain up to 50 percent of normal supply during the previous accounting period. 
This is an admission of the failure of OPS to succeed in enforcing the Price Control 
Act. It would not be remedied by restoration of the packer-slaughter quotas, 
as we have clearly shown in the foregoing. 

We urge your committee to reject that portion of the pending legislation which 
would cancel the ban on slaughter quotas contained in the extension of the Defense 
Production Act of 1950. 
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Exuipit B.—Cattle slaughter by market centers and areas in 1951 as percentages 
of 1950 





Week ended 


Market center or 
area 


| 
| 
j } 
| 
} 


| 
| Feb. | Mar. | 
| Aug. | Aug. | Aug. 
| | | 4 oe 


FEDERALLY | 
INSPECTED 
' 
| 


North Atlantic: 

New York, New- 
ark, Jersey City 

Baltimore, Phil- 
adelphia 

North Central: 

Cincinnati, Cleve- 
land, Indiana- 
polis siead 96. 

Chicago, Elburn_| 105. 

St. Paul-Wiscon- | 
sin eados oh ee 

St. Louis area -- - 98. 

Sioux City -- ook OE 

Omaha eee 

Kansas City......| 97. 

Iowa and south- | 
ern Minnesota_}| 102. 

Southeast eset Ais 
South Central West 106. 
Rocky Mountain_....| 104. 
Pacific eS 135. 
RIE «6 cncccunnngst 


76. 32. | 79. 63. 
85. 04. ; 59. 


o co 


cCwnnoe 


81. 
85. 
86. 
95. 
91. 


| 60. 
89.6 | 58.; 

| 96.8) 72.8 

| 106.1 | 75. 
96. 66. 


NIotwrss 


85.8 | 42.0 | 
71.6 | 65.5 
82. 3 61.5 
| 98.0} 88.3 
| 108.1 | 109.1 | 
89.5 | 87.9 


SS. 

59, 

77. 

| 98. 

.9 |} 116. 
.0 90. 


Sw-10 
lh ss 


“1 


~s 


United States total...) 105.2 | 94.5 | 89.2 | 93. 91.6 | 73.8 
Noninspected United 
States total.......--| 102.2 | 93.3 | 83.2) 91. 83.7 | 81.6 


1 Not available Aug. 28. 


Senator Scuorepret. Mr. Chairman, I would like to offer at this 
stage of the record an article that appeared in the Christian Science 
Monitor that I think is most enlightening. It is entitled “The Stock 
Feeders’ Case.”’ 

The CHarrMAN. Without objection, the article will be put in the 
record. 

(The article referred to follows:) 


THE Stock FEEDERS’ Case 


To the Christian Science Monitor: 

For a great many years I have been a subscriber to the Monitor and have 
always felt that it meant to be unbiased in its viewpoint. However, I really feel 
that you do not know all the facts regarding this cattle business. Since it is a 
very complex and specialized business, | am not surprised to find that very few 
outsiders do understand it. 

We have a 260-acre extremely fertile Corn Belt farm. By following a 5-vear 
rotation of (1) corn, (2) corn, (3) oats or barley with grass and legume seeding, 
(4) hay and pasture, (5) hay and pasture, we get 97 acres of corn which will 
produce 10,000 bushels this year, 48.5 acres of barley which will yield about 2,500 
bushels, and 97 acres of a mixture of alfalfa, brome grass, and ladino clover. We 
will either sell or feed the barley and will put up 100 tons of hay, 300 tons of ensilage 
and get pasture for 50 head of cattle, 125 spring pigs, and 16 brood sows from the 
hay and pasture. All corn, hay, and ensilage are fed to cattle or hogs. 

Gross income runs from about $31,000 to $45,000 with net income from $10,000 
to $14,000. This leaves from $5,000 to $7,000 each for myself and my son-in-law 
who is the operator. This farm has been in the Illinois Farm Bureau farm- 
management service for 17 years and complete records are kept, analyzed, and 
compared with about 500 other farms in the State. We have always been above 
average for volume and efficiency of operation. Of course, our records for 1951 
are not complete. 
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Of the 129 cattle we have bought and fed we still have 52 on feed but they wi 
all be sold during August. If the August and October roll-backs had come on a 
scheduled, we would have had to wait until October to buy them low enough t 
come out and sell them under the roll-backs. 

About September 15 we bought 70 head of choice quality light yearling steers 
direct from Colorado. These weighed 640 pounds and price laid down was $31.40 
per hundredweight, or $14,000 for the lot. 

Costs are as follows: The other costs include veterinary fees, electricity fo 
lighting and for water heaters, hired man, his living quarters and all the extras 
new feeding equipment and repairs on old, feeding floors, building repairs, and 
depreciation and insurance on cattle, buildings, and equipment: 


a re enemas WU rr ia | RR ee ee $6, 120 


12 tons of supplement at $115_______- iiediekkod ite ~ dee eee ey 
190 tons of ensilage at $20_________- : es pees ance Meier ii 
vo 00ns HAY. At eeu... 6.2... ae ear E 2, 100 
4 months on pasture - -_--_- ~~ bie . 500 
Other costs - - as ate AS ; = 1, 600 


sg . 20,500 


On a steady market these cattle are selling as prime grade at $37 per hundred 
weight and will average about $400 per head or $14,000 for the lot, leaving a loss 
of $1,500. These cattle have been sold since the first roll-back. A second roll- 
back August 1 would have resulted in heavy additional loss on the 33 head we 
still have which were not ready to go before August. If sold before they were 
finished, which could have been in July, the price would have been much lower 
and so would have resulted in more loss. So a loss on these was unavoidable 
unless we had sold them in April or early May as feeding cattle at about $35. — In 
that case, much of our feed would have been wasted. We knew the roll-back was 
coming but we cannot just sell all our equipment and feed and change a rotation 
which has been planned 5 years ahead. 

Forty head of good grade feeding steers bought about October 15, 1950, and 
sold in April 1951, averaged 750 pounds and cost us laid down $8,400. They 
were fed as follows with all the feed except the protein supplement being produced 
on the farm: 


Total cost_ —_- 


930 bushels corn at $1.70 7 : $1, 581 
5 tons of supplement at $115 575 
110 tons ensilage at $20_ _- 2, 200 
30 tons of hay at $30 = 900 
Other costs ‘ 600 

Total cost ’ bie 5, 856 


These 40 cattle sold for $35 per hundredweight and brought $14,680 or $6,280 
more than the cost, leaving a profit of $424. Please note that these cattle were 
sold ahead of the roll-back and brought $7.50 per hundredweight more than they 
cost. Yet the margin of profit was small. If they had been sold after a 10- 
percent roll-back you can see they would have sold at a loss. 

About June 15 we bought 19 head of choice, heavy feeders in Chicago for 
$6,490. Per-hundredweight cost was $33.95 laid down. Feed costs for these 
cattle are: 


300 bushels corn at $1.70 , Bein : $510 
l-plus tons supplement 7 ; 130 
Pasture : : Pte ; : 250 
Hay eLy s 100 
Other costs _- ‘ eae at ee : cd 210 

Total cost Bats ‘ : 5 pik 1, 200 


On the present market we estimate that those cattle will sell for about $1,600 
more than they cost, or a net profit. of $400. 

You will probably wonder why we feed cattle when profit margins are so un- 
certain and small. The answer is that we can maintain our land at a high level 
of productivity by this system and market a large amount of grain and largely 
unmarketable rough feed through livestock. With the same rotation without 
livestock we would have to sell a great deal of hay and all of our grain. Fertility 
would soon run down and so would yields. In addition to the animal fertilizer 
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produced we buy a great deal of supplemental commercial fertilizers. The farm 
now produces at least 75 percent more feed for livestock than it did when I started 
operating here in 1911. That is where our real profit lies and not in the margins 
we make on feeding. Any old cattle feeder will testify to the truth of this state- 
ment. 

Do you see very much inducement in the cattle-feeding business for speculative 
capital to become interested in? I can see where a speculator might be interested 
in the business of producing cattle on the range and I suppose some are. Neither 
do I see where our profits are so large that we should be cut another 9 percent. 

There are two classes of cattlemen—range-cattle producers and those of us who 
buy range cattle and finish them for market. We feeders produce a very large 
proportion of the total tonnage of beef which goes to the consumer’s table. We 
not only contribute tonnage but we also raise the quality and palatability of the 
product. Moreover, losses are sometimes heavy and profits are seldom large. 
To break even we have to have a considerable gain in price as well as in weight and 
finish. 

I have an investment of at least $110,000, besides a considerable investment 
which my son-in-law has in his operating equipment. It takes a lot of labor to 
carry on this business. Labor cost has doubled in the last 5 vears on the farm. 

We have to have an operating capital of from fifty to sixty thousand every 
year and we do not get it out until the end of the vear and in many eases much 
longer than that. We run the risk of bad weather conditons, death losses, and 
governmental whims and economie conditions. 

If economic conditions cause us to lose, we farmers have never blamed anyone 
but ourselves for using a judgment. This roll-back is different. It just 
isn’t fair play because the Government has never supported cattle prices in a 
time of depressed prices. We admit that we have been receiving a very large 
gross income, but it is the costs that are giving us the squeeze. 

According to a recent economie bulletin from the United States Department of 
Agriculture, one-third of the farmer’s gross income went for expenses a few 
years ago and now three-fourths to four-fifths goes for expenses. At the same 
time that the Government is cutting us down, it is allowing price increases all 
around the circuit in industry, which are resulting in increases in everything 
we buy. 

You probably know that there is a limit under the Control Act on what the 
packer can pay the feeder, but no limit on what the feeder must pay when he 
goes on the range to buy cattle. If we are to sell on a controlled market it seems 
no more than fair that we should be enabled to buy on a controlled market. 
This doesn’t mean that I favor controls. But if we are to have them, have them 
all the way down. 

An In_uinors Srock FEEDER. 


The CuarrmMan. Mr. Montague. 


STATEMENT OF JOE G. MONTAGUE, ATTORNEY, TEXAS AND 
SOUTHWESTERN CATTLE RAISERS’ ASSOCIATION 


The CHarrMan. Without objection, Mr. Montague’s full statement 
will be placed in the record. You may proceed. 

Mr. Monracur. Mr. Chairman, my statement you say will be 
printed 1 in the record. I won't then read it at this time. 

The Cuarrman. If you wish to read it, go ahead. 

Mr. Monracupn. I don’t think that I will read it. 

The CuarrmMan. I am just making sure the whole thing is in the 
record, but you can high light it or whatever you wish. 

Mr. Monracur. Yes, sir. 

I would like to state at the beginning that it was our primary inten- 
tion to have the president of our association and several members of 
the board of directors make this appearance for the Texas and South- 
western Cattle Raisers’ Association. 

The Cuarrman. If you want any statements from them filed in the 
record, if you will get it to us by Friday we will insert them. 
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Mr. Montacue. They just decided to let this go as I have it, bit 
if the hearings should be continued, I am sure—— 

The CHarrMAN. We cannot do that. Whatever we do, we have 
to do by next week, because Congress hopes to be able to recess }yy 
the 1st of October. 

Mr. Monragauer. The only reason they are not here now, this is the 
busiest time of the year for the cowman. Every cowman I know is 
shipping cattle at this time. 

The Paso I understand that. 

Mr. Montacue. And they just can’t get here. 

The CHarrMan. I understand that. But again I say, I have had 
conferences with different Senators from your State, and if any of you: 
gentlemen wish to put anything in the record, we would be glad to 
have it. 

Mr. Monraaue. Mr. Chairman, the question under consideration 
by the committee at this time is the request that the Butler-Hope 
amendment be repealed. 

The CuarrmMan. That is correct. 

Mr. Montague. By the Congress. I think that it would be worth 
while to review the history of that amendment a little bit. 

You will recall that the Senate first took under consideration the 
extension of the Defense Production Act, and at that time Senator 
Butler of Nebraska introduced the amendment which would outlaw 
the use of the quota system by the Office of Price Stabilization. 

The Senate adopted that by a substantial majority. 

On the next night—the night of such a prolonged session—Senator 
Anderson, of New Mexico, offered—made a motion before the Senate 
that the action of the Senate in adopting the Butler amendment be 
reconsidered. 

The CHarrMAN. That is correct. 

Mr. Montacur. And on voice vote, that motion was turned down 
by the Senate by even a larger majority than the amendment had 
originally been adopted by. 

Then, when the House took up consideration of the bill, Congress- 
man Hope, of Kansas, offered identically the same amendment on the 
floor when the House was sitting as a committee of the whole. It was 
adopted by a very substantial majority in the House sitting as a 
committee of the whole. 

The CuHarrMan. That is correct. And then in conference we, of 
course, had nothing to confer about. 

Mr. Montaaue. In between that, when the House sat as the 
House, it also adopted the amendment by a voice vote there. 

The CHarrMAN. And Congressman Patman made a motion in 
conference—I just want to keep the record clear as a member of the 
committee—that there was not anything to confer about, because 
the language of both Houses was identical, and if anything was done, 
the amendment would be thrown out and jeopardize the whole bill. 

Mr. Montacue. That is correct, but the point I want to make is 
that each House of Congress has twice considered this amendment. 

The CuHarrMAN. That 1s correct. 

Mr. Monracusr. And has twice adopted it. That it has twice 
approved it. 

So the effort on the part of the administration to now repeal 
something that has been twice considered by the Congress in the last 
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2 months and twice adopted by the Congress, is a little wishful 
thinking, I would judge, from the sentiments of the House and the 
Senate as expressed in their recent actions. 

Our position on this effort to repeal the Butler-Hope amendment is: 
We are 100 percent opposed to the repeal. We are opposed to the use 
of the quota system, the administration of price controls. We have 
always been opposed to it. 

We are not forgetful of what happened back in the OPA days. We 
recall that during that time a quota system was used by OPA and, 
while our information with reference to black markets is more or less 
second hand, because those occur after the livestock pass out of our 
hands, yet I think the record, if you care to review it, is very, very 
clear that while the quota system was in effect that was being used by 
OPA, a black market that consumed approximately 85 percent of the 
beef of this country developed while quotas were in effect. 

Now the present Director of the Office of Price Stabilization tells 
this committee that he needs the quota system to prevent a black 
market, when the record is very clear that the quota, the use of quotas, 
was one of the big factors that led to the development of the black 
market in OPA days. 

The CuartrMan. There is a black market now, is there not? 

Mr. Monraaue. I get that report. I don’t personally know that 
that exists. 

The CHarrMAN. How can we find out? 

Mr. Monracue. Mr. Chairman, the black market is, I think, a very 
much exaggerated thing at this time or at any other time. 

The Office of Price Stabilization tells us that they can’t deal with 
the black market without using the quota system. Well, fet’s see 
how a black market might develop. 

It would develop by cattle being bought, first above the compliance 
figures, and then the meat being sold at above the retail ceiling price 
or the wholesale ceiling price, whichever it might be. 

Now, there is no reason in the world why the Office of Price Stabiliza- 
tion can’t locate any violation of that kind. 

[ know from personal experience and from many, many, many 
times using the marketing system that you can trace any animal from 
the time it reaches the stockyards until it goes across the counter as 
retail beef. You can trace that carcass right down the line. 

My principal work, the work that I do for the association I repre- 
sent, is the prosecution of cattle rustlers, cattle thieves. 1 try a great 
many of those cases every year. 

A great many of our cases are developed in the markets. We have 
inspectors on every stockyard| where livestock from our area is sold. 
The CHarrMAN. How do the cattle thieves get rid of the cattle? 

Mr. Monraaue. They take them to the market; they are sold. 

Our inspectors keep a record of the brands on every animal and if 
they aren’t branded they keep a description of the animal, and we 
keep those in the files. If a man takes cattle to the market carrying 
a brand that is not his registered brand, we immediately notify the 
selling agency to hold the proceeds of that animal until its ownership 
is clarified. Now, in 99 out of 100 times that clears up very well. 
The man has bought it from the registered brand owner and brought 
it in to market. 
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But in those instances where it doesn’t clear up, the animal itself js 
not held up. That would be too expensive, cause too much loss of 
meat. The animal shrinks too much if it is held on the market, and 
it is allowed to go on to slaughter. But if a theft case develops, as it 
very often does—lI try a lot “of those every year—we want to dig 
the hide of that animal; we want to know who bought it. 

We can take the records of the stockyards and our inspector's 
records and we can find that hide. I have gone into packing houses 
and gone through literally thousands and thousands of hides and 
found the hide of the identical animal that we are looking for. The 
records of the packing houses are very good on that. They always 
are very cooperative in trying to find the thief, trying to pin the evyi- 
dence on him. 

The CuarrmMan. Do you think the OPS could catch the people on 
the black market, then? 

Mr. Monvracusr. The OPS could do it, if they worked. If they’ re 
going to sit down here in an office and write a directive saying this 
ought to be done and then don’t do a darned thing about going out 
and doing it, they’ll never stop the black market. But if they work, 
they can do it. 

We do it. We catch the thieves. They can catch the black 
marketeer just as easily as we catch the thieves. It can be done, and 
they don’t need a quota system to do it, and the quota system will be 
an influence to develop the very things that they talk about that 
they need it to defeat. 

The CHarrmMan. The fact is that the slaughter of animals in Chi- 
cago, Omaha, and so on, has continually fallen off since the quota 
system was taken off? 

Mr. Monvracvusr. That is the report we get; yes. 

The CuarrmMan. That is the report I get. I know you know about 
the cattle business and I, very frankly, do not know very much. 
Why is that? 

Mr. Monvaaue. I talked this morning to a man who had a good 
string of cattle yesterday on the stockvards at Kansas City, and there 
was a large run of cattle yesterday on that market. The packers 


up 


apparently were not in the market, corroborating the very thing 


that Mr. Mollin said to you. The cattle actually sold below the com- 
pliance figures yesterday on the market, and the cattle were not 
being bought by packers. 

The Cuarrman. Who was buying them? 

Mr. Monracue. They were being shipped out of the yard. Most 
of them—this is just a surmise of mine—I think most of them were 
going to feeders. 

The CuarrMan. In other words, in Kansas City yesterday—I do 
not want to put my friend’s home town on the skids—in Kansas 
City yesterday they were not buying cattle; the packers were not? 

Mr. Monracupr. No, sir. 

The CHarrMan. So they shipped the cattle out? 

Mr. Montacue. Yes. 

The CuatrMan. Would you know where they shipped them? 

Mr. Monracue. Yes; we can find out where every head went to 

The CHarrMan. They were shipped to be sold; not back to the 
farm. Is that right? 
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Mr. Monracue. A lot of them went back to the farms as feeders; 
a lot of them came East; some went West. 

But although they were sold below compliance figures, they were 
not bought by the packers, and that corroborates and proves the 
statement Mr. Mollin made to you a moment ago, that there were 
some packers who, because of this order, recent order of OPS releasing 
those who had not bought 50 percent of their normal slaughter from 
compliance, a lot of them don’t want to buy cattle above 50 percent 
so that they can—so that they will not be bound by the order with 
reference to compliance. 

That happened yesterday in Kansas City. 

But, Senator, one of our primary objections to the quota and to 
what is going on right now and that is the reason why we ask and urge 
the Congress to act expeditiously in this matter, is the fact that ever 
since January our industry has been in a constant state of confusion 
and uncertainty; that is, up until July 31. 

Senator Scuorpre.. Judge, what is causing that? 

Mr. Monracur. Well, it was caused first by many, many state- 
ments from the Director of Stabilization and under-officials of that 
agency. Often those statements were contradictory to each other. 
some of them said: “We're going to come out next week with a de- 
tailed price ceiling,” and then another one would say: ““We’re not going 
to have a price ceiling.” With the statement by a number of them 
that we're going to have a roll-back, and then the statement by the 
Director, Mr. Johnston, to the effect that we are not going to have a 
roll-back, there has been a confusion and uncertainty that existed 
throughout all those months, up until the time that the Congress 
acted on the extension of the Defense Production Act. 

When the order did come out on April 30, to be effective a couple 
of weeks later, it set up some things that it had been stated directly 
would not happen. The Advisory Committee all came out of the 
meeting of the Advisory Committee, the one and only meeting they 
had had, and reported back to the industry that there would not be 
any roll-backs, but when the order came out there were three roll- 
backs in it. 

And so the industry was in a terrible state of confusion. 

Now, that resulted in a terrific thing for the country. You will 
recall that during the latter part of April and through May, that 
feeders were just not buying any cattle and not putting any cattle in 
the feed lots. That was true. 

The Cuarrman. Was not the fear that we would also have addi- 
tional roll-backs responsible for that? 

Mr. Monraaue. Yes, sir. 

The Cuarrman. Of course, that was done away with by Congress. 

But the thing that concerns me, very frankly—and “3% knowledge 
of the meat situation is perhaps not what it should be, because I do 
not come from that part of the country—but what concerns me is this 
continual talk about black markets, and I cannot find anybody who 
knows about black markets. So far, I have not been able to find 
anybody. 

Mr. Monracus. I personally don’t know. Those things occur 
after the cattle leave our hands. 

The Cuarrman. Can the OPS enforce that? 
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Mr. Montracuer. They can do it. 

The CHarrMAN. We had a study made here by the staff of the co: 
mittee and they have found out that there have been some shar) 
practices. 

Do you believe those practices that you found are illegal? 

Mr. L’Hevrevx. Yes; a lot of the sharp practices are illegal bi; 
you cannot get anybody to swear out a warrant against anybody else 
and charge them by name. They all say: ‘‘We have to do business 
with them.” 

The CHarrMan. That is the trouble. You know this fellow is iy 
the black market but nobody will tell you his name. 

Mr. Montague. Actually, though, the black market can be traced 
just as easily as cattle thefts can be traced. They can do it. 

But, now, this question of confusion I was talking about and un- 
certainty in the industry, that was settled on July 31 when the Con- 
gress enacted and the President signed the extension of the Defense 
Production Act with the amendments in it, including the Butler-Hope 
amendment. 

The feeders started a campaign of buying cattle and stocking up 
their feed lots that was never equaled in the history of this country. 
There has been a very, very heavy buying of feeder cattle by the 
feeders. . Practically all of our cattle from our area have gone to th 
feed lots. 

Members of our association right now—well, up until right now we 
have had some 350,000 to 400,000 head of cattle in the Flint Hills of 
Kansas and the Osage part of Oklahoma. ‘The report I get from our 
members who have those cattle up there is that about 90 percent of 
those cattle have been sold to the feed lots, and that movement has 
been true throughout the United States. 

Now, this very thing that is happening here today, the reopening 
of the issues of the Defense Production Act, has taken away that 
feeling of stability that had come back into the industry. They 
wonder what the dickens is going to happen to us next. 

The CHAIRMAN. Suppose you did not have any price control on 
meat at all. What effect would that have? 

I was just trying to find out for my own information. 

You understand we have an amendment before us. Of course, we 
are only considering the so-called Butler-Hope amendment, but what 
effect would that have, if you did not buy the cattle, as you say, at 
the ceiling price? 

Mr. Montague. Senator, I believe if the ceiling price on meat was 
taken off—now, this is just my judgment about the thing—if the 
ceiling price on meat was taken off, there would be an immediate 
reaction and the prices might go up for a while, but I actually believe 
that the ceiling prices on livestock and meat are acting more as a 
floor today than as a ceiling. 

The CHarrMan. I see. 

Mr. Montague. And that actually, they are holding the prices up. 
I believe—— 

The CHAarrMAN. Yes; but you say they would go up. 

Mr. Monvracue. For a short while; just like the bounding of a 
rubber ball, they would bounce up for a while but it would go down. 

The CHarrMan. Then, at least, the OPS is doing something in 
keeping them from bouncing up and down, speaking from a consumer 
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standpoint. You believe that the meat prices might go up tem- 
porarily if the ceiling price was taken off? 

Mr. MonraGue. Yes; I say temporarily. I think there would be 
a leveling off, and I think that the big supply of meat that there is in 
this country, the potential supply, would force the price of meat and 
of livestock to go down. 

The CuarrMan. Of course, you have a ceiling price on cotton and 
wheat and a lot of other things, but they are all below the ceiling 
prices. Now, you say that cattle sold below the ceiling yesterday? 

Mr. Monraauer. Yes; in Kansas City. 

The CHarrMan. They have cotton below, they have wheat below. 
1 do not know about corn. 

Senator ScHoeppev. Border line. 

I just noticed here, Mr. Chairman; I picked up the Christian Science 
Monitor for Wednesday, September 12. Here is an article that sub- 
stantiates what Judge Montague is saying. It says: ‘End of beef 
shortage seen with marketing season set to start.”” That was written 
by Josephine Ripley, staff correspondent of the Christian Science 
Monitor. As | have followed the writings of that individual, they 
have been uncannily reflective of the situations that they have 
covered, and I would like to have that in the record. 

The CHarrMAN. Without objection, it will be put in the record. 

It is a very responsible paper, too. 

(The article referred to follows:) 


[The Christian Science Monitor, Boston, Wednesday, September 12, 1951] 
ENp oF Breer SHORTAGE SEEN WitH MARKETING SEASON Set To START 


By Josephine Ripley, Staff Correspondent of the Christian Science Monitor, 
Washington 


The present shortage of beef, evident in some cities, and even the new higher 
prices may be of short duration. 

The fact is there is no shortage of beef. There is an abundance—even more 
than last vear. 

This meat is on the hoof now, but it will be coming to market in a matter of 
weeks. It will be coming in great quantities, authorities forecast. 

This influx is seen as bound to have some effect on meat prices, keeping them 
“within reach,’’ as one market authority cautiously put it, if not actually forcing 
them down. 

LARGER BEEF HERDS 


Back of this prospect is the fact that cattle herds this vear are 5 percent larger 
than they were a year ago, according to the Department of Agriculture. Most 
of this increase is in beef cattle. 

The marketing season begins in a few weeks. It is expected to reach its peak 
next month. 

Some of these cattle will go to feeder lots to be fattened for choice and prime 
cuts, but authorities forecast that feeder lots soon will be filled, with the result 
that most of the animals will be sent direct to market. 

Thus this big run of cattle to slaughter ‘“‘should mean more meat of the lower 
grades” for the Nation’s meat counters, it is explained. 

At the present time, slaughter is down. That is one of the principal reasons 
behind the present shortage. 

SLAUGHTERING DROPS 


Only 229,000 head of cattle were slaughtered in the week ending September 1, 
compared with 278,000 for the similar week a year ago. That represents an 18 
percent drop in the meat supply from that of last year. 

All meat supplies in the market with the exception of pork have dropped off 
substantially in the past year. Fortunately a 24 percent increase in pork has 
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almost entirely offset the drop in other meat supplies, cutting down the over-g 
supply to a 1 percent drop from last vear. 

However, it looks now as though this situation will be reversed, as far as beef 
is concerned, at any rate. The market “stampede” is expected to bring down 
cattle prices to the point where packers can buy more freely without concer 
over being caught in a “‘squeeze’’ between ceiling prices. 


PRICE RISE CHECKED 


That is said to be one of the reasons why slaughter has dropped off in recent 
months. Packers claim they cannot buy at the prescribed ceilings for beef 
animals and realize enough profit on the selling end to make it a profitable deal, 

Meat prices, while higher than ever before, have risen less than many other 
foods in the 12 months between July 1950 and July 1951. They were higher t 
begin with, to be sure, but rose in that period only 7 percent compared with a 
30 percent increase in eggs, a 19 percent jump in the price of fish, a 19 percent 
increase in canned fruits and vegetables, a 14 percent increase in beverages and 
dairy products. 

Other foods which increased in price more than meats, according to the Bureau 
of Labor Statistics figures, were dried fruits and vegetables which went up 12 
percent, and cereals and bakery products which went up 10 percent. 

The 7 percent increase in meat prices is the average over-all figure for all 
meats. Individual cuts and kinds of meat varied with beef up 12 percent in the 
week ending September 6 compared with a vear ago. 

Veal cutlets were 12 percent higher and a leg of lamb 12 percent higher. But 
pork was down 1 percent; bacon was down 4 percent, and hams down 3 percent 

What effect the expected influx of beef into the market will have on the price 
of other meats is uncertain. But it is assumed that, if beef prices should come 
down slightly, more consumers would purchase beef again, easing the demand 
for other meats. 

MORE HIDES FOR SHOES 

The increased beef supply also will have -effect in another direction. It will 
mean an increased supply of light hides from beef carcasses for shoes. Again 
there is no forecast as to whether this will be reflected in any drop in the pric 
of shoes. 

It will depend, authorities say, on the consumer demand for shoes at the time, 


and the extent to which that demand sends the shoe industry into the market 
for hides. 


Mr. Monraavue. There is another reason why we oppose the use of 
quotas. It is that it is an interference with orderly marketing. 

Now, practically any cowman of any size at all has, throughout 
years, developed his connections with the buyers, packers, or feeders, 
and that has been a very mutually satisfactory arrangement over the 
years. He knows when the calf is born, ordinarily, where that calf is 
going to wind up. 

Now, if the quota system is put in, under the quota system those 
arrangements are all knocked up. Perhaps the individual packer to 
whom he nde sells his stock might have used up his quota and 
then he has to get out and hunt another buyer when he goes to market. 
It breaks up the orderliness that has been developed in the market 
over many, Many years. 

Then, in addition to that, these quotas are worked on an accounting 
period basis. A slaughterer is given a certain number of cattle that 
he can kill in his accounting period. 

Now, this is factual and this is history, because this is what happened 
month after month after month under OPA. At the beginning of the 
accounting period the slaughterers rushed into thé market, bought 
e wverything they could to try to fill their quota so that they wouldi’t 
be left at the end of the accounting period with an unfilled quota. 
They bought it up. They loaded up. They filled their quota as 
quickly as they could. The result of that was that toward the end 
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of the accounting period there were not sufficient legitimate buyers 
on the market to take care of the cattle coming to the market. 

The CuarrMan. Getting back to what Senator Schoeppel told us 
all, do you agree with the Christian Science Monitor’s article written 
by Miss Ripley, which in substanc e says the beef shortage will end 
with the big cattle movement now? 

Mr. Monvacve. It should be; yes, sir. 

The CHarrMan. That is what happened to cotton and wheat and 
everything else. 

I am just trying to think out loud as to what is going to happen. 

Mr. Monraavue. The rest of this month and through October there 
will be a tremendous lot of cattle on the market. There will be a 
very heavy market. 

The CuarrMan. When is the next big season? When is the next 
big rush after October? 

Mr. Montacue. Well, these cattle that are coming on now, Senator, 
are the cattle that are grass fed. Perhaps some of them are what we 
call caked on grass; given a little bit of cake along with the grass. I 
mean cottonseed cake, of course. Their big run will be over in 
November. 

The CHarrMan. Has cottonseed cake gone down in price? 

Mr. Monvraaue. It has. 

The CuarrmMan. Should that not, in itself, reduce the cattle feeder’s 
cost of feeding the animal? 

Mr. Montracue. No. The feeders are buying an awful lot of 
cottonseed cake. 

The CuarrMan, I say, but it is cheaper than it was last year, is it 
not? . 

Mr. Monrague. Yes, sir. 

The CuarrMan. They are saving money on that. 

Mr. Monracve. Yes, sir. 

The CHarrMAN. I mean, as an expense. 

Mr. Montague. Of course, there are some areas that use very 
little cake in the feeding operation. 

The Cuarrman. They have something new to feed cattle with now. 
I was told all about it by the Secretary. Some new synthetic invention. 

Mr. Monragaue. I haven't tried that. 

The CuarrMANn. Have you heard of it? 

Mr. Montague. I heard of it but I haven’t tried it, so I don’t know 
anything about it. 

The Cuarrman. I understand it is working fairly well. 

Mr. Monracur. What you were asking about there, about the 
next movement of cattle, that brings out the point with reference to 
quotas that I want to make. 

The Cuarrman. I asked that question because you said the big 
movement will be now through October. 

Mr. Monracue. Through October. The big movement of grass 
cattle. 

The big movement of fed cattle will be in the winter. It will start, 
oh, in January, February, and March. 

Now, in between times there there will be some grass cattle and 
some fed cattle, perhaps from the last half of November on up until 
the middle of January, but not too many grass cattle at that time 
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because they are ready for market now and you don’t hold them after 
they get ready. 

So, the marketing of cattle is a seasonal thing. I develop that i: 
the statement I have here, but the big movement of grass cattle is 
in the summer and the fall, and the fed cattle is in the winter and 
early spring. But there are times when certain markets in the feed 
ing areas will be glutted with cattle, and on those very days the mar 
kets in the other parts of the country will be almost empty. 

If you are going to use quotas, you have to allow for such situations 
as that to exist. 

There is also this situation, Senator, that affects your area and min 
very directly. It is that the quotas will be worked on a grade basis. 

The CHarrRMAN. On a what? 

Mr. Montague. A grade basis. That’s the way the old OPA 
worked them, that you could only kill so many Choice, so many Good, 
so many Commercial, so many Utility. 

Now, up in the Corn Belt area along in the wintertime there will 
be a high percentage of fed cattle on the market, Good and Choice. 
At that same time there will not be a Choice animal on the market 
day after day in any market in Carolina, Georgia, Florida, Alabama, 
Mississippi, Louisiana, or Texas. Maybe a few from some of the 
western parts of Texas where they do some feeding. But in these 
other areas there won’t be a Good or Choice animal. 

I have taken the market reports of the Department of Agriculture 
and there will be day after day where, in those dozens and dozens of 
markets, North and South Carolina, Georgia, Florida, Mississippi, 
Alabama, and Louisiana, not a single Choice and many times not even 
a single Good animal on the market. All Commercial and Utility. 

Now, then, those things, if you are going to operate on a quota 
basis, how are you going to adjust those things? It’s a problem that 
will not lend itself to administration. 

Now, there is another thing with reference to the point I made 
there, and it is that OPA—or OPS—I can’t see much difference in the 
two—announced that their ceiling price order was a reduction in the 
price of cattle of 10 percent, when actually the price of cattle for the 
areas ‘that you and I represent here was 29.4 and 23.3 percent on 
those utility cattle that come out of our area. 

The CHatrman. I have not heard much complaint about the price 
since they stopped the further roll-backs. People at home seem to be 
mostly concerned, the ones that I have heard from, about further 
roll-backs because, as you previously stated, of the uncertainty of the 
business. They did not know where anybody stood. 

Mr. Montacuer. That is right. 

The Cuarrman. Is that your judgment? 

Mr. Montague. Yes, I think that is right. 

However, Senator, since the 31st day of July the ceiling price order 
attempted to be put into effect by the Office of Price Stabilization 
has, in my humble judgment, been partially void, absolutely illegal. 

The law enacted by Congress on the 31st day of July had an amend- 
ment in it which specified that no ceiling price could be lower than 90 
percent of the price prevailing to producers on May 19. That law 
was effective on the Ist day of August of this vear. 

Up until this morning no effort has been made by the Office of Price 
Stabilization to comply with the law. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3401 


Now, they ask the country to have respect for the laws as enacted 
by Congress, but in this instance they have shown an absolute dis- 
respect for it themselves. 

With reference to utility cattle, the cattle that prevail in our areas, 
the law compelled them to raise the price of those cattle, the com- 
pliance figure of those steers $2.95 and on heifers, $2.61, and on cows, 
$1.38. Now, these figures I have given you come from the certificate 
that was given by the Department of Agriculture to OPS, showing 
them what the prevailing prices were and what changes had to be made 
to comply with the law. They are not my figures. They are from the 
Department of Agriculture. 

Now, I have heard—lI have not seen the order, but I have heard that 
today the Office of Price Stabilization has raised the compliance figure 
on Utility cattle $1.65, when actually steers were selling—Utility 
steers were selling on May 19 for $24.75. Mind you, these are Depart- 
ment of Agriculture figures; not mine. The ceiling price that had been 
fixed on the prior order was $21.80, leaving a difference of $2.95. 

The CHarRMAN. You were talking about the order they put into 
effect before we passed the new law. 

Mr. Montague. Yes, sir. I was talking about that order and 
that order has been in violation of the law since the Ist day of August 
of this year. 

The CuarrmMan. I want to be frank with you. I do not know 
what the intention of the Congress was in connection with meat. 
Of course, it was the desire of both the House and the Senate—and 
I can speak only for myself—to stop the beef roll-backs as they were 
just rolled back. This 90 percent was put in here for cotton, wheat, 
and corn, barley, and peanuts, and what have you. 

Mr. Monracue. Senator 

The CuarrMan. As I remember. 

Mr. Monraaue. Senator, if there is any misunderstanding on the 
part of Congress or individuals about it, OPS is entirely responsible 
for it because they announced that order as being a 10 percent roll- 
back when, actually, on the type of cattle I am talking about, it was 
a 29 percent roll-back. 

The CuarrMan. Have you gentlemen called that to their attention? 

Mr. Montague. Yes, sir; and they have known about it since the 
Ist day of August. They knew about it before the law became in 
effect, because I talked to Mr. DiSalle in two radio meetings and 
called his attention to it and he admitted it was a fact in the two 
radio sessions I had with him. 

The CuarrMan. But the public has not gotten the benefit of the 
29 percent roll-back on what we call the Utility cattle or Commercial 
cattle. 

Mr. Monrtaaue. Well, it was less than that on Commercial cattle. 

The CuatrrMan. How much was it on Commercial? 

Mr. Montague. Actually, those Utility cattle, most of them, will 
go to the feed lots for feeding operations, a great many of them, for 
further finishing to be brought up to Commercial and Good. 

But, actually, the order—the point I am making is that the Office 
of Price Stabilization has itself been in violation of the law, not having 
complied with the mandate of Congress since that time. So they 
ask us to have respect for the law. I think the shoe ought to fit both 
feet. 
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The CuarrmMan. Of course, it has not gone to the public. You 
are well aware of that fact. You have just called my attention to these 
figures here. The packers were, to a certain extent, absorbing those 
margins for themselves because there was so much confusion in 
connection with hides and tallow and beef and all the rest. I do not 
mean that the packers made any more money off the animals, but 
from the figures of the Department of Agriculture, for instance, beef, 
Choice, rose from 71.2 in January to 73.9 in May and remained 
stationary. In other words, the public has not gotten the benefit of 
it. Since May it has been 73.9. 

Mr. Monracus. The point I make is this, Senator: that the ceiling 
price that a packer may pay for a Utility animal and stay within 
compliance is $21.80; whereas the criterion fixed by Congress, the 
minimum price fixed by the Congress of the United States for a 
ceiling, is $24.75. 

The Cuarrman. Of course, that related to 90 percent of parity. 

Mr. Montacur. No, sir; 90 percent of the price prevailing on 
May 19, and that is $24.75. So, the ceiling price has been in viola- 
tion of the law since the Ist day of August. 

The CuarrmMan. [ want to again say that, in connection with that— 
I can only speak for myself—I think that that section was put in 
there for the crops that either did not have ceilings or had ceilings 
that were quite high, higher than this, rather than beef. 

Mr. Monracvur. Senator, I can see very easily why the Congress 
would get that impression. 

The CHarrMan. I cannot speak for Congress. I can only speak 
for myself. When we put that in there, we were thinking about 
agricultural products and were not thinking about beef. We were 
thinking about the general parity on peanuts and on the other major 
products. 

Mr. Monracuer. I can see why that impression would get out, 
because the Director himself told the Congress that it was a 10-per- 
cent roll-back. 

The CuatrrmMan. That is correct. 

Mr. Monracur. When, actually, it was a 29-percent roll-back. 

The CHarrMan. On one type of cattle. 

Senator Moopy. How much was the roll-back on Commercial 
cattle? 

Mr. Monracue. Well, 90 percent of the price prevailing on May 
19 was $27.45, and the ceiling price is $27.30, leaving a difference of 15 
cents that Commercial steers would have to be raised; 15 cents a 
hundred. Practically insignificant. 

Senator Moopy. That they would have to be raised? 

Mr. Monracue. Fifteen cents a hundred pounds. Commercial 
steers. 

Heifers and cows were not rolled back below the 90 percent. 

Senator Moopy. I see. 

Mr. Monracue. But it was on the Utility cattle where the discrep- 
ancy occurred. 

Senator Moopy. The Commercial steers have to be raised; is that 
right? 

Mr. Montague. Fifteen cents a hundred. 

Senator Moopy. How much is the average roll-back? 

Mr. Monracve. Of all grades of cattle? 
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Senator Moopy. Yes. 

Mr. Monraaue. Oh, I don’t know. I haven’t made that calcu- 
lation. 

However, Senator, I call your attention- 

The CuarrMan. Who can make that calculation? 

Mr. Monvraaue. Senator, I don’t think that calculation is im- 
portant for this reason: That the wording of the Fugate amendment, 
which was adopted by the conference and by the C ongress, says it 
has to be by grades. 

The CuarrMan. | understand that, and again I say for only my- 
self—I cannot speak for anybody else—when it was done we were 
thinking of the big supported commodities. 

1 understood that Mr. DiSalle saw the error or whatever you want 
to call it in the law. I might say this: Legally in what you say you 
are absolutely correct. Of course, the only thing we could do about 
that would be to have the thing adjusted, and my information is Mr. 
DiSalle would consider an adjustment. He did not say that, but 
I heard it. 

Senator ScHOEPPEL. Judge Montague, when you take these 
Utility cattle, there is a world of cattle that fall into that Utility 
grade. 

Mr. Montacue. Oh, yes. 

Senator ScuoEpreL. A tremendous lot of them. 

Mr. Monraaue. Yes, sir. 

Senator Scuorpre.. That is where those who honestly figure that 
they were entitled to that differential upward suffered? 

Mt. Montague. That’s right. 

Senator ScHorpre.. I know myself I received many letters asking 
me why that readjustment had not been made. 

I might say quite frankly for the record here—I do not want to go 
beyond the bounds of an executive session—but that was brought to the 
attention of Mr. DiSalle by myself, and Mr. DiSalle said, in sub- 
stance, “that they were late in getting the certification from the 
Department of Agriculture and had intended to put it in, but they 
were waiting for further calculations and figuring out the mechanics 
of the situation.”’ So, I naturally concluded that he had adapted his 
readjustment to the cattle situation in these Utility grades, and I so 
reported to a number of folks who made inquiry of me as to why 
that differential had not been forthcoming, because of the terrific 
amount of cattle that fall into the Utility grade. It has led to—I do 
not mean it the way it sounds—to some degree of suspicion as to the 
good-faith approach of the administration in this matter. 

Mr. Monrtaave. Senator, I think it is a fundamentally correct legal 
proposition to state that the Administrator is bound by the terms of 
the parent act, whatever the act is. 

The CuarrmMan. Was debate had on this amendment in the House? 
Do you recall? 

Mr. Monracusr. There was a lot of debate on it. 

The CHartrmMan. While, of course, no debate can change a law, 
it does give a thought as to the reason for the law. 

Mr. Montague. Senator, if you will recall, I think I gave to the 
conference committee this same table of figures. 

The CuarrMan. I remember having seen something like that. 
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Mr. Montague. I gave this same table to them that I am quoting 
from now. I don’t know whether it was used. I gave it to the con 
ference committee. 

No; this fundamental proposition I am talking about is that the 
administrator is bound by the terms of the parent law in his adminis- 
tration of the law. He is given authority here to administer regula- 
tions that must comply with the terms of that law. That, I think, 
is fundamentally and legally sound. If his regulation does not comply 
with the law, then there can be no violation of the regulation, because 
the regulation itself is void. 

Senator Moopy. Judge Montague, would you not, as a lawyer, 
say that if there is a question as to the interpretation of the law, and 
if you question this act 

Mr. Monraaus. I don’t see where there could be—— 

Senator Moopy. If you question his acts, he is here; he might 
have some different interpretation. Do you not have the right to 
take it to court? 

Mr. Monvracue. I don’t think there has any such occasion arisen 
yet, because nobody has ever been prosecuted under this for violating 
the ceiling prices with reference to Utility cattle. 

However, I would stake everything I have on the proposition that 
no person could be convicted for paying above the compliance figure 
for Utility cattle, because the qrder, insofar as it is applicable to the 
Utility cattle, is absolutely void. 

Senator Moopy. Did I understand you to say, Mr. Chairman, that 
the committee had in mind perhaps agricultural products rather than 
meat? 

The CuarrMan. That is my understanding, because we thought 
the meat order was 10 percent. We stopped right there. We had so 
much on our minds and so many things to contend with. We thought 
the meat roll-back had been adjusted to 10 percent. I can only speak 
for myself. 

But I do say that, from reading this law, I think the judge is right. 

Senator Moopy. I was just going to say that the judge is a very 
competent lawyer, and he appears to me to have shown a joker that 
was put in this act. 

The CuarrMan. No; we did not put it in. 

Senator Moopy. You did not put it in, but the point is you were not 
intending, when you wrote the act, to have it apply to this beef situa- 
tion; that that was going to be taken care of by a specific provision. 

The CHarrRMAN. That is right. I speak only for myself. 

Mr. Monvtagaue. Senator, this joker is caused by the incorrect 
statements that were made to the Congress that it was a 10-percent 
roll-back, when it wasn’t. 

The CHarrMAN. That !s what I say. 

Senator Moopy. The intention, I am quite sure, Judge, was that 
it should be a 10-percent roll-back, and the chairman has just told 
you that the intent—— 

Mr. Montaaur. Well, Senator—— 

Senator Moopy. If I may finish my statement, please. 

Mr. Montacusr. Well, I thought possibly that was correet-——— 

The CHarrMAN. Let the Senator finish his statement. 

Senator Moopy. I was just going to say, of course, I was not a 
member of the conference committee, but the chairman here had a 
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great deal to do with what was done, and he knew what the intention 
was of the conference committee. He has said here this morning that 
it was not the intention of the conference committee to have this 
apply to beef. 

he CuarRMAN. Because we thought the beef roll-back was 10 
percent. 

Senator Moopy. That is right, and I thought we were taking care 
of beef with that 10-percent limitation. I think that the chairman 
tells you that. This broad wording apparently reverses the intent 
on that 10-percent thing. 

I think that you should be congratulated for uncovering this 
joker, which perhaps should be corrected. 

Mr. Montague. Senator, I thought possibly it was an inadvertent 
statement that had been made by the Director when he described it 
as being a 10-percent roll-back for several weeks before he appeared 
before Congress. 

The CuarrMan. I think so, but I think in justice to Mr. DiSalle, 
I do not think he intended anything but 10 percent. 

Senator Schoeppel said that they had to wait on the Department of 
Agriculture for certain things. 

Judge, I do not want to hurry you, but Senator Schoeppel has just 
called my attention to the fact that we have several other witnesses. 

Mr. MonrtacveE. I will rush on. 

The CuarrMan. Yes, sir. 

Mr. Montaaur. To come back to the quotas again: There is one 
thing that quotas will absolutely do. They will keep the little packer 
little and they will let the big ones stay big. That is absolutely true. 

And I want to call your attention to something that was said by the 
director, Mr. DiSalle, to you—this has something to do with the Cape- 
hart amendment. 

The CuarrMan. We cannot discuss that now. That is being done 
upstairs. 

Mr. Monrtacue. But, Senator, it is applicable here-—— 

The CuarrmMan. I know, but I would rather you told Senator 
Robertson upstairs about that. 

Mr. Montague. All right. 

The CuarrMaNn. Frankly, we have so much to do. 

That is all right. We will put it in the record. 

We would never get through, you know, Judge, if we went through 
each amendment. 

Mr. Monvacavue. I want to come back, then, to the concluding part 
of my statement. I will rush it through, then, that the quota system, 
the one purpose it could serve, is punitive—and that is the reason why, 
actually, the Office of Price Stabilization wants the use of quotas— 
is to enforce not only the regulation with reference to quotas but also 
to bring about punishment and chastisement for any violation of any 
regulation ; that as a part of a punishment that might be imposed on an 
individual when he is suspected of violating any part of OPS regula- 
tions his quotas may be reduced, in addition to the fine and other 
punishment that might be imposed on him. 

Now, I call your attention to this fact: That in instances of that 
kind where it is a summary act on the part of the administrator, and 
in 99 out of 100 cases it would be an act of the local agency of the 
administrator, that reduction in quota would come about without 
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conviction, without trial, but his quota could be reduced pending trial. 

Now, to my mind that is not the American system of justice. 

The agency would act as the complaining witness making thie 
complaint. It would act as the judge and the jury; the jury to return 
the verdict and the judge to issue the decree, without a court tria! 
I don’t think that is American justice. 

Senator Moopy. Will you repeat again under what circumstances 
that could take place? 

Mr. Montracus. Where the man is accused of violating any part 
of OPS regulations, and pending his trial they would reduce his quota. 

That was tried—I am speaking from experience about that—that 
was tried by OPA, that very procedure; tried by OPA. So, when you 
want to find out what is going to happen, it’s well to look back on 
what has happened. 

The CHarrMAN. Judge, we appreciate your testimony, and if any 
of your gentlemen wish to file any statements, we will receive them. 

Mr. Monracus. Thank you. 

(Mr. Montague’s prepared statement follows:) 


STATEMENT OF JoE G. Montacusr, ATTORNEY, TEXAS AND SOUTHWESTERN 
CaTTLe Raisers’ ASSOCIATION 


Mr. Chairman and members of the committee, my name is Joe G. Montague. 
I reside in Fort Worth, Tex., and I am the attorney for the Texas and South- 
western Cattle Raisers’ Association, for which organization this appearance is 
made. This association is an organization of range cattle producers and has a 
membership of 9,500 actual ranchmen. 

Until last Saturday the intent was that the president of this association, Mr. 
Ray W. Willoughby, of San Angelo, Tex., and several other members of our board 
of directors, would appear before you today and present our position on the ques- 
tion before you for consideration, but this is the busiest season of the cattleman’s 
year. All of them are shipping cattle and shaping their herds up for the coming 
winter. It was therefore impossible for the cowmen to personally appear at this 
time, but if these hearings are continued, number of them would be glad to 
appear at a later date. 7 


The question up for consideration is whether or not the Congress made a 
mistake last July when it adopted the Butler-Hope amendment to the Defense 
Production Act, by which the Office of Price Stabilization was forbidden to use a 
system of quotas for slaughterers in regulating the slaughtering of livestock. 

The history of this amendment is worthy of review. The matter was first con- 
sidered by the Senate. At that time Senator Butler of Nebraska offered the 
amendment denying the authority to use quotas. The Senate adopted that 
amendment. On the next night a motion was made to reconsider this action. 
This motion was defeated on the Senate floor. Then when the matter came up for 
consideration in the House, that body, sitting as a Committee of the Whole, 
adopted exactly the same amendment, and then the House, as such, concurred in 
the action of the Committee of the Whole. Therefore, each of the Houses of the 
Congress has twice given this particular matter deliberate consideration and, in 
each instance, approved the amendment. 


Iil 


The board of directors of our association unanimously approved the Butler- 
Hope amendment outlawing quotas and opposes the move to repeal it, and has 
instructed me to present the viewpoint of our group to you. This particular 
statement has been prepared by me as expressing those views, but it has not been 
submitted to our directors as it has only been completed. But I say to you that 
this statement is an actual representation of the unanimous view of our board of 
directors and I believe it also represents the unanimous view of our membership. 
In fact, I know of no cattleman who has a different opinion. 
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IV 


Our reasons for opposing the effort to repeal the Butler-Hope amendment may 
be summarized as follows: 

(a) Our industry has been kept in a constant state of confusion and uncertainty 
for many months. First we had a quota system set up last January and put in 
effect in February. Then for many months we were kept in nervous uncertainty 
by the repeated statements, often contradictory of each other, coming from various 
officials of the stabilization agencies. Then for several months we were kept 
dangling in economic uncertainty by the trend and counter trends developed in 
the hearings before your committee and the House committees dealing with the 
extension of the Defense Production Act. While those hearings were in progress 
regulations were issued that completely upset the industry. This state of con- 
fusion and uncertainty had a bad effect on the industry and the Nation. Principal 
of these evils was the fact that cattle feeders, who make a large percentage of our 
supply of beef by fattening animals they get from us, could not gage the future nor 
could they see a chance to break even in their normal operations, all of which 
resulted in the emptying of the feed lots and no replacements put in them. 

This state of confusion lasted until the Congress finally acted on the extension 
of the Defense Production Act and, in so acting, adopied the Butler-Hope amend- 
ment and other amendments that had a very stabilizing effect on the industry. 

Almost immediately after the final action by the Congress, feeders began refilling 
their feed lots and feeding operations were resumed on a large scale. This move- 
ment is still on, and we people of the range areas are happy to see our grass cattle 
being made into more and better beef for the Nation. 

Now this effort to disrupt the stabilizing work done by the Congress is a renewal 
of the confusion and uncertainty that existed before July 31 of this year. It can 
have only one effect if prolonged, and that is to impede the trend toward more and 
better beef. And it is production in record quantities that we need. 

(b) Quotas are an impediment to orderly marketing of livestock. Most pro- 
ducers have regular customers for this livestock. This relationship is the develop- 
ment of years of operation and many instances of contact. With a quota system 
in operation all such arrangements are upset. The regular buyer may have filled 
his quota and not be on the market when the producer’s cattle are ripe for market- 
ing. This breaks up the friendly, mutually agreeable arrangement that has been 
satisfactory for years. The producer must hunt another buyer, one who has not 
exhausted his quota, and he would be at the mercy of such a buyer, because most 
likely there would not be many buyers in that position. In the meantime his 
cattle would have to stay on the market, at additional expense and suffering 
abnormal shrinkage. 

Like other businesses, cattle marketing has seasonal reactions. For instance, 
there are no grass cattle marketed in the winter and early spring, but great 
numbers of such cattle reach the market in the summer and fall. On the other 
hand, the heaviest marketing season for fed cattle is in the winter and early 
spring. There are times when, on a single market, 40,000 or more head of range 
cattle arrive daily. Many of these cattle are ready for slaughter. The market 
is glutted. On that same day there will be other markets practically empty. 
The buyers operating on the glutted market will fill their quotas almost at the 
beginning of the accounting period and, even though they have capacity for 
handling more cattle and would like to do so, cannot buy more cattle because 
their quotas are exhausted. The producer is then at the mercy of the few buyers 
who have held back and not filled their quotas, and so, in addition to abnormal 
expense and shrinkage, must accept a depressed price. 

(c) There is one thing that a quota system will do effectively. It will insure 
the fact that the big packers will stay big and the little packer will stay little. 
A more un-American result could hardly be imagined. Competition is elimi- 
nated, ambition discouraged, and progress stifled. 

(Parenthetically, I would like to interpose this observation. Mr. DiSalle, in 
his recent statement to you, said in discussing another amendment—the Capehart 
amendment—that increased costs could be absorbed by industry because of 
increased volume. With a quota system guaranteeing no increase in volume, 
his argument is not applicable to the meat industry.) 

The assertion has been made to you that the present distortion in the market 
is the result of the enforced abandonment of the quota system. A study of the 
record refutes such statement. A careful analysis of the marketing record shows 
that, during the period of time that quotas were in effect, the same distortion 
existed and that actually the use of quotas had no stabilizing effect on the market. 
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The conclusion to be drawn from these facts is that quotas do not have | 
influence on the market that is claimed by the proponents of that system. 1 
real influence, the effective influence, is that same old, much-maligned subject 
demand. And if all factors influencing the market are considered it is clear tha 
it is the regulation controlling livestock and meat and not the presence or absen: 
of quotas that has caused the market distortion. 

VI 

Actually the only real purpose that the quota system serves is punitive. | 
you will study the regulations that have been issued, some of which have neve: 
become effective, you will be forced to the conclusion that the one and on! 
real reason why quotas are so desired by the agency 1s the fact that quotas can b 
used as a punitive weapon through which punishment can be administered to th: 
industry. The quotas themselves cannot be as important as is claimed for them 
but the value of this system as a means for inflicting summary administrative 
not judicial—punishment is attractive to administrative officials who desire th: 
power to inflict such chastisement without the necessity of a court action. 

It is a dangerous thing to give such power to any person. The trend towar 
administrative rather than statutory government is illustrated by this situation 
The Congress is asked to give to the administrator the power to declare an other 
wise normal and lawful act to be acrime. The purchase of livestock for slaughte: 
and the slaughtering thereof are neither one crimes in themselves. You ar 
requested to authorize the administrator to declare, by regulatory fiat, that such 
acts are crimes. This is typical of administrative law. But here you are asked to 
go much further. You are asked to grant to the administrator the authority to: 

(a) Make the complaint against a suspected violator of the regulation. 

(b) Be the witness. 

(c) Sit as the jury and as the judge and render the verdict and issue the 
decree. 

While, from the administrator’s standpoint, this may be perfect administrative 
law, we cannot believe or subscribe to the view that such requested power and 
procedure is in line with genuine American concepts of justice or human rights. 


VII 

Therefore, Mr. Chairman and gentlemen of the committee, it is our hope and 
our respectful recommendation that, upon the conclusion of these hearings, you 
determine that the Congress did not make a mistake when it adopted the Butler- 
Hope amendment and that the present law, as enacted last July, be not disturbed 
at this time. It is our further recommendation that such action be taken as 
quickly as possible in order to settle the confusion and uncertainty that the effort 
to now amend the law has generated. Such quick action would enable the cattle 
industry to settle down to the serious work of producing cattle for beef in record 
numbers. 

The CHarrMan. The next witness is Mr. Wilbur La Roe, Jr. 

Mr. McSweeney, would you do me a favor and have Mr. DiSalle 
check into that so-called 29-percent roll-back or reduction and see if 
we cannot get it clear, because I do not believe it was the intent of 
the law. 


Go ahead. 


STATEMENT OF WILBUR LA ROE, JR., GENERAL COUNSEL, 
NATIONAL INDEPENDENT MEAT PACKERS ASSOCIATION 


Mr. La Ror. Mr. Chairman, I will try to conclude in about 10 
minutes. My statement is very brief. 

The Cuatrman. Do you want to read it? 

Mr. La Ror. Very briefly; 10 minutes. 

Mr. Heinz, of Baltimore, an actual slaughter, is here and I hope 
you can find 5 minutes for him. 

I have been asked by our board to explain to you the quota problem. 
There is quite a sharp division in our membership on the subject but 
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the vote is approximately 83 to 23 against quotas for those who have 
expressed an opinion. 

Mr. Heineman, our president, thought that I should try, in a sort 
of judicial way, to throw light on this problem from both sides. 

I have heard it said that the Senators do not understand the quota 
problem and that they vote in the dark. In defense of these Senators, 
| would say that there are badly conflicting views within the meat- 
packing industry. 

I can illustrate this by referring to two letters which were received 
yesterday, one of which strongly supports quotas on the ground that 
only in this way can the black market be controlled, whereas the 
other letter from an equally intelligent meat packer is strongly against 
quotas on the ground that since quotas were removed he has been 
able to beat the black market in his area by expanding his own pro- 
duction and takineg are of his own customers, leaving no room for 
the black-market operators. 

I have been instructed by our board of directors, who originally 
took a strong position in favor of quotas, to explain ‘to you that our 
membership is preponderantly against quotas, and for the following 
reasons: 

1. Our membership is almost solidly against Government controls. 
Each day brings new proof that they won’t work. Most of our 
members oppose quotas mainly because they constitute part of an 
unworkable plan which is hurting us terribly. I believe that at no 
time in the history of the meat-packing industry has it been hit so 
hard as it has been hit by the Office of Price Stabilization. I find 
nothing in the statute to justify this unfair treatment of our industry; 
quite the contrary. 

2. Quotas will not stop the black-market because slaughterers who 
will cheat on prices will pay no attention to quotas. In other words, 
the dishonest slaughterer does not care whether he has a quota or 
not. He can do his slaughtering, if necessary,’ beside a brook on a 
dark night. 

3. Quotas can be used as a dangerous Federal weapon similar to 
the licensing power and even to control the price of livestock. Our 
members are tremendously afraid of anything that savors of dictator- 
ship and regimentation and they honestly believe that the quota 
power can be used in a very dangerous way by the Federal Govern- 
ment. There have been instances of late where there were many 
more cattle available in a given market than could be slaughtered 
because of the limited quotas. This, of course, tends to depress the 
price of livestock in that market and I believe it is the principal 
reason why the producers are almost unanimously opposed to quotas. 

4. Quotas put a wet blanket on the small slaughterer who is trying 
to increase his business and who is located in an area where there is 
public need for a large volume of slaughter. I think it is a fair state- 
ment that, on the whole, the larger slaughterers whose business has 
become fairly well-established on the basis of big volume are more 
inclined to favor quotas than the smaller slaughter ‘rers whose business 
is expanding at a more rapid rate. The small slaughterer feels that 
quotas put a wet blanket on his business and prevent his normal 
a 

The quota power is a very difficult one to exercise fairly. I 
belie ve that OPS has tried to be fair about it, yet there have been 





3410 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


some instances where legitimate packers have been denied quota 
relief which they sorely need, whereas new slaughterers have seemed 
to experience no difficulty in some instances in “obtaining quotas. | 
do not know of any harder job in the Federal Government than the 
job of apportioning livestock among slaughterers. I do not mean to 
be unduly critical of OPS but I do know that the complaints about 
unfair treatment are quite numerous. 

The supply of live animals varies so markedly from week to week 
and from day to day and from area to area that, as a practical matter, 
it is just impossible to keep the quotas in conformity with current 
conditions from day to day. A quota which is all right for Tuesday 
may be all wrong for W ednesday in view of a great flood of cattle 
moving to the market. Ours is an elsastic industry with so many 
variables in it that it is a physical and mathematical impossibility 
to keep the quotas up to date. There is no telegraph system that 
can work fast enough. 

I might say that we agree with Mr. Mollin that there are too many 
variables to make quotas practical. We can’t just put this industry 
into a strait-jacket. 

I might add that there is no difficulty in obtaining hogs and there- 
fore no need for quotas. In fact, with the abundant supply of hogs 
if you put quotas on, about the only effect is going to be to depress 
the price of hogs. 

The arguments in favor of quotas, representing the views of a 
minority of our members, may be listed as follows: 

Quotas help to defeat the black market. 

They insure orderly distribution. 

3. Slaughterers can more readily stay in compliance. It is more 
difficult now to stay in compliance than it was when we had quotas. 

4. Even though we don’t like price control, it can’t work without 
quotas. 

5. In times of shortage, quotas insure nondiscriminatory allocation. 

It is apparent that we cannot get rid of controls and we must 
therefore protect ourselves as best we can, and quotas help to protect 
™~ legitimate operator. 

. It is much easier to enforce quota regulations than to enforce 
pele regulations because the violations can less easily be concealed. 

I would not be doing my full duty if I did not call to your attention 
the terrible plight of our industry under OPS regulations. OPS has 
cost us millions of dollars loss by price squeeze on pork. It has done 
likewise by price squeeze on beef. It has hurt us immeasurably 
through a black market which it has been and is powerless to control. 
It has made it impossible for our members to buy beef in compliance 
with the regulations so that our slaughter has been cut down very 
materially, depriving the people of beef which they ought to have. 

A typical slaughterer in Pennsylvania, one of our members, had a 
loss of $2,490 during the 8 weeks ended August 5, whereas in the 
previous year they had a profit of $12,314 for the same period. 

A typical slaughterer in Ohio for the first 7 months of 1951, een 
tered 4,786 less cattle than during the same period of last yea 

A typical member along the Atlantic seaboard ackiored: 4,300 
less cattle thus far this year than in the same period last year, and the 
recent loss has been $6.50 per head slaughtered. 

Senator Moopy. How do you account for that? 
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Mr. La Ror. I will explain that in just a minute. 

A typical member in Michigan during the first 7 months of this year 
reduced his slaughter of beef cattle by 24 percent. Since December 1 
of last year, the beef operations of this packer have shown a loss of 
$23,770 but during the period since price control the loss has been 
$28,502, since February 1. 

A typical slaughterer in Maryland slaughtered 3,800 less cattle 
during the first 8 ‘months of this year than during the same period of 
last year. 

My wife went to the Safeway yesterday to get some beef. She 
couldn’t get it. It just wasn’t there. 

The loss this year was $37,000 before taxes as compared with a 
profit of $74,900 during the same period last year. 

A typical independent slaughterer in Illinois has had a 25-percent 
decline in cattle slaughter thus far this year. He says that it is 
extremely difficult to buy cattle in compliance because others are 
pay ing more than ceiling prices. 

The chairman just put in the record the situation on the west coast 
but he didn’t see that. Itis an amazing thing that because the eastern 
slaughterers cannot buy slaughter cattle in compliance and therefore 
can’t slaughter enough and therefore can’t meet Army needs, the 
Army is going to the west coast, by its own statement, and paying up 
to $2,500 per carload to ship beef to the East, because the eastern 
members can’t produce it properly. That’s one of the most amazing 
statements that has been put into this record. 

The CuHarrMAN. I am going to have it investigated, as I said 
yesterday. All 1 know is what the Army says. 

Mr. La Ror. I believe these illustrations to be typical of the 
conditions in our industry. We are forced, if we would retain our 
customers, to slaughter at a heavy loss. 

The decline in slaughter is not caused by Congress at all but it is 
caused by two principal factors: 

The extremely heavy losses; and 
The inability to buy cattle at the ceiling prices because others 
are paying more than the ceiling prices. 

Mr. DiSalle was frank and honest in saying before this committee: 

But if a packer finds his kill way down he knows he is going to lose money. 
You can write and rewrite your ceiling prices until doomsday, but in a narrow- 


margin business like meat packing, there is no way a packer can break even, let 
alone make a profit, if his volume is way down. 


And our volume is way down. 


What is likely to happen in a situation like this is that the packer looks around 
and sees the chiselers taking the livestock away from him. 

I won’t read the rest of that, but Mr. DiSalle admits that the 
chiselers are taking the livestock away. 

I do not need to prove the existence of the black market because 
Mr. DiSalle admits it. He says: 

It starts with the packer but it goes all the way down the line. The whole- 
saler and retailer go to the legitimate packer who has supplied them all along ana 
finds he has no meat. If they want to stay in business, they must buy meat frem 
the chiseler at overceiling prices. 

Experience has proved abundantly that the black market simply 
cannot be controlled. 
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Mr. Chairman Maybank, you asked about that. I do not kno 
how to prove this more convincingly than to quote the chief enforce- 
ment officer of OPA in 1945, who said: 


We have requested the assistance of the FBI at various points. In fact 
directly in connection with the black market in meat. They refused to take an, 
cases because they already had more work than they could do with their presen: 
available manpower. We would be glad to have the FBI work with us. But 
they do not have the staff to do it. Neither do we. 


Our main plea to you is that you will see quotas in their right 
perspective, as part of a scheme of rigid Federal regulation whici: is 
absolutely unworkable in a complex industry where conditions chan, 
every hour of the day. 

Now, if the committee can spend 5 minutes with Mr. Heinz. 

The CHarrMan. Mr. La Roe, we would like to do it, but if we 
heard him, then the people I have heard Mr. Parsons turn down here 
would think I had been unfair. 

I will do this: Any statement he wants to file for the record, we will 
be happy to put it in the record. 

Mr. La Ror. That’s kind of you. Thank you very much. We 
will prepare a statement for you. 

(Mr. Heinz’ statement follows:) 


STATEMENT OF JoHN A. HeE1Nz, BALTIMORE, Mp. 


My name is John A. Heinz and I am a beef slaughterer located in Baltimore, 
Md. My plant is devoted exclusively to the slaughter of beef. 

It is my conviction that price control is unworkable, but it would be somewhat 
more workable with slaughter quotas than without them. In fact, is is my 
opinion that the legitimate slaughterers will be badly hurt if the quota power is not 
restored to OPS. ‘Today without quotas slaughterers are finding it more difficult 
to buy cattle in compliance. The only way that OPS can ever control the situa- 
tion at all is through the inspectors in the plants, Federal, municipal, and State, 
reporting the kill to their officials. In other words, it is absolutely necessary to 
have orderly distribution and it is impossible to have orderly distribution if there 
is not a check on the animals slaughtered. 

I listened to the testimony of Judge Montague today. I would like to make 
this comment. In our whole industry, from producer to retailer, inclusive, the 
only ones that are not subjected to regulation are the producers. We slaughterers 
with our very small margins and with even 1 cent terrifically important to us, are 
subjected to severe regulation, and even denied a fair margin, whereas the pro- 
ducers are permitted to sell for any figure they please without vioalting the law. 
It does not seem to me that the producers who are free from regulation are en- 
titled to the same weight in this matter as are the slaughterers who are subjected 
to such severe regulations. 

The producer is the only one in the industry who has no ceiling. He is per- 
mitted to sell his cattle wherever he can obtain the highest price regardless of 
regulations. He has a free market and the rest of the industry is controlled. 
The legislation we have today does not control the producer but controls every- 
one from there on. There is no ceiling on livestock but there is a framework 
which the packer is expected to work within, accepting the decisions of man- 
datory grading and prices set down by OPS. OPS intended to give us 35 cents 
per hundredweight profit on beef slaughter. This margin of 35 cents was predi- 
cated on certain values on byproducts, including hides and tallow, but the hides 
and tallow had a sharp decline in prices which had the effect of cutting our realiza- 
tion by $1.40 per hundredweight so that instead of getting 35 cents margin we 
had $1.05 cents net loss. Now OPS gives us back $1 per hundredweight so that 
we are s ill in a deficit position. 

How are you going to control slaughter by illegitimate operators without 
quotas? I want to say to the committee that one of the main difficulties in our 
industry during the past few months and also today is the difficulty of buying 
beef animals in compliance with the regulations. Why? Because the illegiti- 
mate operators are buying for more than ceiling price and they are running wild 
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with their slaughter because there are no quotas. Is it not perfectly clear that 
the only way to hold these fellows in check is to authorize OPS to impose slaughter 
quotas? 

I have evidence, from a conversation with one of the most flagrant violators 
of OPA days, that as soon as he is sure that we are not going to have quotas, his 
plant, which he operated illegitimately under OPA, will be sold and operated 
again in the same manner as it was operated during the OPA days. This man 
has a criminal record, having servea time for OPA violations. He is just ‘raring 
to go”’ as soon as he is sure that Congress will not restore the quota power. His 
thought is that he was weil paid for the time he spent in jail last time. 


The CHarrMan. We would be glad to do that, sir, but if I under- 
took to hear him and then turned down several others who have 
called me on the telephone, it would not be fair. 

Thank you. 

(The prepared statement of Mr. La Roe follows:) 


STATEMENT OF WILBUR LA Ror, Jr., GENERAL COUNSEL FOR NATIONAL INDE- 
PENDENT Meat Packers ASSOCIATION 


I have been asked by our board of directors to explain to you the quota prob- 
lem. There is quite a sharp division in our membership on the subject but the 
vote is approximately 83 to 23 against quotas for those who have expressed an 
opinion. 

I have heard it said that the Senators do not understand the quota problem 
and that they “vote in the dark.’”’ In defense of these Senators, I would say that 
there are badly conflicting views within the meat-packing industry. I ean illus- 
trate this by referring to two letters which were received yesterday, one of which 
strongly supports quotas on the ground that only in this way can the black market 
be controlled, whereas the other letter from an equally intelligent meat packer 
is strongly against quotas on the ground that since quotas were removed he has 
been able to beat the black market in his area by expanding his own production 
and taking care of his own customers, leaving no room for the black-market 
operators. 

| have been instructed by our board of directors, who originally took a strong 
position in favor of quotas, to explain to you that our membership is preponder- 
antly against quotas and for the following reasons: 

1. Our membership is almost solidly against Government controls. Each 
day brings new proof that they won’t work. Most of our members oppose quotas 
mainly because they constitute part of an unworkable plan which is hurting us 
terribly. I believe that at no time in the history of the meat-packing industry 
has it been hit so hard as it has been hit by the Office of Price Stabiliza ion. I 
find nothing in the statute to justify this unfair treatment of our industry—quite 
the contrary. 

2. Quotas will not stop the black market because slaughterers who will cheat 
on prices will pay no attention to quotas. In other words, the dishonest slaugh- 
terer does not care whether he has a quota or not. He can do his slaughtering 
if necessary beside a brook on a dark night. 

3. Quotas can be used as a dangerous Federal weapon similar to the licensing 
power and even to control the price of livestock. Our members are tremendously 
afraid of anything that savors of dictatorship and regimentation and they honestly 
believe that the quota power can be used in a very dangerous way by the Federal 
Government. There have been instances of late where there were many more 
cattle available in a given market than could be slaughtered because of the limited 
quotas. This of course tends to depress the price of livestock in that market, 
and I believe it is the principal reason why the producers are almost unanimously 
opposed to quotas. 

4. Quotas put a wet blanket on the small slaughterer who is trying to increase 
his business and who is located in an area where there is public need for a large 
volume of slaughter. I think it is a fair statement that on the whole the larger 
slaughterers whose business has become fairly well established on the basis of 
big volume are more inclined to favor quotas than the smaller slaughterers whose 
business is expanding at a more rapid rate. The small slaughterer feels that 
quotas put a wet blanket on his business and prevent his normal expansion. 

5. The quota power is a very difficult one to exercise fairly. I believe that 
OPS has tried to be fair about it, yet there have been some instances where 
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legitimate packers have been denied quota relief which they sorely need, whereas 
new slaughterers have seemed to experience no difficulty in some instances in 
obtaining quotas. I do not know of any harder job in the Federal Government 
than the job of apportioning livestock among slaughterers. I do not mean to be 
unduly critical of OPS but I do know that the complaints about unfair treatment 
are quite numerous, 

6. The supply of live animals varies so markedly from week to week and from 
day to day and from area to area, that, as a practical matter, it is just impossible 
to keep the quotas in conformity with current conditions from day to day. A 
quota which is all right for Tuesday may be all wrong for Wednesday in view of 
a great flood of cattle moving to the market. Ours is an elastic industry with so 
many variables in it that it is a physical and mathematical impossibility to keep 
the quotas up to date. There is no telegraph system that can work fast enough. 

I might add that there is no difficulty in obtaining hogs and therefore no need 
for quotas. 

The arguments in favor of quotas, representing the views of a minority of our 
members may be listed as follows: 

1. Quotas help to defeat the black market. 

2. They insure orderly distribution. 

3. Slaughterers can more readily stay in compliance. It is more difficult 

now to stay in compliance than it was when we had quotas. 

4. Even though we don’t like price control, it can’t work without quotas. 

5. In times of shortage, quotas insure nondiscriminatory allocation. 
6. It is apparent that we cannot get rid of controls and we must therefore 
protect ourselves as best we can, and quotas help to protect the legitimate 
operator. 


— 


7. It is much easier to enforce quota regulations than to enforce price 
regulations because the violations can less easily be concealed. 

I would not be doing my full duty if I did not call to your attention the terrible 
plight of our industry under OPS regulations. OPS has cost us millions of dollars 


loss by price squeeze on pork. It has done likewise by price squeeze on beef. 
It has hurt us immeasurably through a black market which it has been and is 
powerless to control. It has made it impossible for our members to buy beef in 
compliance with the regulations so that our slaughter has been cut down very 


materially, depriving the people of beef which they ought to have. 

A typical slaughterer in Pennsylvania, one of our members, had a loss of 
$2,490 during the 8 weeks ended August 5 whereas in the previous year they had a 
profit of $12,314 for the same period. 

A typical slaughterer in Ohio for the first 7 months of 1951 slaughtered 4,786 
less cattle than during the same period of last year. 

A typical member along the Atlantic seaboard slaughtered 4,300 less cattle thus 
far this vear than in the same period last year and the recent loss has been $6.50 
per head slaughtered. 

A typical member in Michigan during the first 7 months of this year reduced 
his slaughter of beef cattle by 24 percent. Since December 1 of last year the beef 
operations of this packer have shown a loss of $23,770 but during the period since 
price control the loss has been $28,502 (since February 1). 

A typical slaughterer in Marvland slaughtered 3,800 less cattle during the 
first 8 months of this year than during the same period of last year. The loss this 
year was $37,000 before taxes as compared with a profit of $74,900 during the 
same period last year. 

A typical independent slaughterer in Illinois has had a 25-percent decline in 
cattle slaughter thus far this year. He says that it is extremely difficult to buy 
cattle in compliance because others are paying more than ceiling prices. 

I believe these illustrations to be typical of the condition in our industry. We 
are forced, if we would retain our customers, to slaughter at a heavy loss. The 
decline in slaughter is not caused by Congress at all but it is caused by two 
principal factors: (1) the extremely heavy losses and (2) the inability to buy cattle 
at the ceiling prices because others are paying more than the ceiling prices. 

Mr. DiSalle was frank and honest in saying before this committee: 

“But if a packer finds his kill way down he knows he is going to lose money. 
You can write and rewrite your ceiling prices until doomsday, but in a narrow- 
margin business like meat packing, there is no way a packer can break even let 
alone make a profit, if his volume is way down, and our volume is way down. 

‘What is likely to happen in a situation like this is that the packer looks around 
and sees the chiselers taking the livestock away from him. He has been in busi- 
ness for years and has an investment to protect. The temptation to pay over- 
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ceiling prices for cattle in order to get his volume up is almost irresistible. Experi- 
ence shows that some packers succumb to the temptation, pay over-ceiling prices 
for cattle and then charge over-ceiling prices for meat in order to come out. The 
strictly honest ones suffer.” 

I do not need to prove the existence of the black market because Mr. DiSalle 
admits it. He says: “It starts with the packer but it goes all the way down the 
line. The wholesaler and retailer go to the legitimate packer who has supplied 
them all along and finds he has no meat. If they want to stay in business they 
must buy meat from the chiseler at over-ceiling prices.” 

Experience has proved abundantly that the black market simply cannot be con- 
trolled. I do not know how to prove this more convincingly than to quote the 
chief enforcement officer of OPA in 1945 who said: 

“We have requested the assistance of the FBI at various points. In fact, 
directly in connection with the black market in meat. They refused to take any 
cases because they already had more work than they could do with their present 
avaliable manpower. We would be glad to have the FBI work with us. But 
they do not have the staff to doit. Neither do we. 

Our main plea to you is that you will see quotas in their right perspective—as 
part of a scheme of rigid Federal regulation which is absolutely unworkabl a 
complex industry where conditions change every hour of the day. 


The CuarrmMan. Mr. Everett Seal, of Brown’s Meat Market. 
Mr. Seal, will you come forward? 


STATEMENT OF EVERETT C. SEAL, BROWN’S MEAT MARKET, 
EAST FALLS CHURCH, VA. 


The Cuatrman. Without objection, your statement will be made 
a part of the record or, if you want to highlight it or read it, you go 
ahead, sir. 


Mr. Seat. My name is Everett C. Seal. I am a partner with Mr. 


T. M. Brown, trading under the name of Brown’s Meat Market, 
located at 6856 Lee Highway, East Falls Church, Va. We are a small 
independent business. Both Mr. Brown and I are World War II 
veterans and have had many years experience in the meat business. 
Brown’s Meat Market was at one time under the sole proprietorship 
of Mr. T. C. Brown, the father of Mr. T. M. Brown. Prior to my 
entry into the military service in May 1941, I had been employed for 
13 years by Mr. T. C. Brown. 

The store on Lee Highway is our only retail outlet. We do not 
wholesale meat. We have a slaughtering house in Luray, Va., where, 
before quotas were imposed, we were able to sk vughter all the beef we 
needed to satisfy our growing business. 

The CuarrMan. You do not want to read all this about the popula- 
tion increase, do you? Would you put that in the record? 

Mr. Spau. Yes, Senator, I will. 

The Cuarrman. I wish you would. We can just stick as much as 
we can to the subject of repealing the Butler-Hope amendment. 
Just stick to that. We just do not have much time. 

Mr. Seat. We have been planning to expand our slaughtering 
facilities at Luray for 2 years, so that we will be able to meet all our 
customers’ needs without buying from the big packers. This expan- 
sion is now under way. 

I have gone into the details of our operation so that there will be 
no doubt in the minds of any of the committee as to how we operate 
and whom I represent. I am appearing solely as a representative 
of Brown’s Meat Market, and in the hope that I may be able to 
present to the committee some facts that they otherwise might not 
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have as to how slaughtering quotas have affected a small independent 
business, and how they will affect us if they are imposed on us again. 

This population growth has, of course, increased our business 
In 1949 we killed 199,050 pounds live w eight of beef. In 1950 tha: 
figure was 225,297 pounds, an increase of over 25,000 pounds. During 
the first quarter of 1951 our figures again rose over the same period 
for 1950. In the first quarter of 1950 we slaughtered 54,605 pounds 
live weight. For the same period in 1951 the figure was 86,47() 
pounds. I am giving the committee these figures to show that our 
growth has been normal, due to the increased population, and due 
to the fact that we have always tried to give quality at the lowest 
possible price. I will point out how quotas hamper us in this in a 
few minutes. 

On March 31, 1951, I received word that we would start operating 
under a slaughtering quota. Our quota for the month of April was 
fixed at 100 percent of our live weight slaughtered in April 1950. This 
amounted to 16 head of cattle. Since this figure was far below what 
our normal slaughtering had become, I immediately went to Rich- 
mond, Va., and talked to Mr. Andrew J. Francis who at that time was 
in charge of the Meat and Livestock Division of the OPS there. He 
told me to submit a letter stating my case, which I did. I have at- 
tached this letter to my statement as exhibit I. 

I told Mr. Francis in my letter that we were slaughtering at a rate of 
about 32 head per month and that we did not believe 16 head would 
be cihediate to meet theneeds of our customers. 

Mr. Francis also suggested I go to Washington, D. C., and see Mr. 
Don Leach of the OPS with a copy of the letter I had written him. 
Mr. Leach was most courteous. However, he could not give me any en- 
couragement. It was suggested in Mr. Leach’s office that I fill in with 
packers’ beef and as I stated then, this would not be satisfactory be- 
cause up until this time we had been able to kill all the meat that we 
needed. I presumed that the packers were operating under the quota 
the same as the small independent slaughterers and would not have 
extra meat available. Furthermore, we had managed, due to volume, 
certain operating economies, and the fact that our personnel were 
trained in all aspects of our business, to keep our price on most cuts 
about one-third below chain stores. If we bought packers’ beef, we 
would not have been able to sell at that low a price. 

Mr. Leach also requested the dimensions of our slaughtering 
facilities which are located in Luray, Va. On April 4, 1951 I wrote a 
letter which gave all the mformation he required. Sometime later in 
April I visited the offices of Senator Harry F. Byrd of Virginia to see 
if I could get any assistance in getting re ‘lie f from the OPS, and Senator 
Byrd kindly wrote a letter, on April 25, in our behalf to Price Ad- 
ministrator DiSalle. — . 

On May 1 we received notice from the OPS that our slaughtering 
quota for the month of May would be 90 percent of our livestock 
slaughtering for May 1950, and on May 4 I received a letter from 
Mr. John A. Lennartson, acting head of the Adjustment Section of the 
Livestock and Meat Distribution Branch of OPS denying our applica- 
tion for relief on the grounds that relief to us ‘“‘would not be consistent 
with the objectives and principles” of their program. I have attached 
that letter as exhibit IT to my statement. 
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My partner and I decided it would be best to fill in with packers’ 
beef, providing it was available, in order that our customers would 
not find empty showcases and refrigerators 1 and 2 days a week when 
— came in to make their purchases; also, to try to hold our customers 
for the future, as we felt that this was only a tempor ary Measure and 
by having beef available for our customers in a legi‘imate store at 
legitimate prices, we were keeping down black market in our community. 

“We were able to buy some dressed beef from a few of the larger 
packers. There is still a question in my mind as to how the larger 
packers were able to furnish this extra beef when all quotas were sup- 
posed to be based on 1950 business. The most satisfactory method 
of obtaining beef for our customers, however, was to buy and slaughter 
it ourselves, so I wrote Mr. Francis on May 10 asking him to recon- 
sider our case. That letter is attached as exhibit ITI. 

I pointed out in the letter that the OPS, by forcing small independ- 
ent slaughterers to buy packers’ beef, was going to force prices up. 
It seems to me that this is exactly the opposite “result from that in- 
tended by the Congress in setting up the OPS. 

On May 10 Mr. DiSalle wrote Senator Byrd in answer to the 
Senator’s letter of April 25 on our behalf. His letter merely reaffirmed 
the decision of which Mr. Lennartson had already written me, but Mr. 
DiSalle recognized the problem brought on by the tremendous popula- 
tion increase in northern Virginia to which I have already referred. 
I have attached Mr. DiSalle’s letter as exhibit IV. 

Finally, on May 19 I received a letter from a Mr. Clarence P. 
Moore, from the OPS Regional Office at Richmond, Va. This letter, 
which I have attached as exhibit V, was in answer to my letter of May 
10. It again denied our application for relief and stated that “it 
seems very important that meat distribution be confined to the same 
channels as existed during 1950.” 

I hope I have succeeded in showing the committee that this is the 
exact result that we were trying to achieve by having our quotas 
raised. By being forced to operate at approximately one-half our 
normal volume, we were disappointing one-half of our customers. 
It seemed to us that the quota system, as applied in our particular 
case, would encourage customers who were uanble to buy beef from 
us or our competitors to turn to the black-market supply. 

| would like to turn now to the effect this quota system has on our 
business during the time it was in effect. 1 have already pointed out 
that we showed a good increase in live weight slaughtered during the 
first quarter of 1951 as compared with the first quarter of 1950. 
During the 4 months of 1951 while quotas were imposed, that is, from 
April 1 through July 31, we slaughtered 66,736 pounds, which was 
about 8,000 pounds less than we slaughtered during the same 4 
months for 1950, and was 20,000 pounds less than we slaughtered 
during the first 3 months of 1951. 

We bought 23,614 pounds of dressed beef from big packers during 
April, May, June, and July of 1951. Presuming this beef would dress an 
average of 59 percent, this would give us a total live weight of 40,023 
pounds. By adding this figure to what we were allowed to kill under 
the quota system, we get a total of 106,759 pounds, or about 32,000 
pounds over the 1950 figures. This shows that our rate of slaughter- 
ing would have been about the same as during the first quarter of 
1951. 
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As I have already pointed out, being forced to buy beef from the 
big packers could only result in pushing our prices up, and when the 
pric e ceilings were revised in May we were forced to raise our beef 
prices about 6 cents per pound. I am glad to report that I believe 
we will be able to lower our prices on beef within the next 30 days, 
providing we can still operate as we have been doing for the past 
month. 

There is another disadvantage to being forced to buy from big 
packers, and I am sure those of the committee who are experienced 
in the beef business are familiar with it. It is not easy to buy only 
one species of animal from packers’ salesmen. The packers are not 
interested in selling beef to new customers unless they are able also 
to sell their other products. 

As I have already stated, we are seeking to expand our facilities 
so that we will be able to offer a full line of our own products. At 
the present time, for instance, we rely on the big packers for some of 
our sausage products and smoked meats. When we have our new 
facilities at Luray, we will not have to do this. With out business 
cut to one-half of what it should have been, we were hesitant about 
going ahead with our expansion plans. 

This brigs me to another example of what the small independent 
retailer faces in dealing with the big packers. 

Just prior to May 30 I ordered smoked hams from one of the big 
eastern packers at their quoted price of 61 cents per pound wholesale. 
The very next day one of the larger chain stores in the Washington 
area advertised the same ham, in half or whole, for 59 cents per pound 
retail. In order to compete with that price, we would have been com- 
pelled to lose 2 cents per pound. 

It certainly seems to us that quotas tend to destroy the ability of the 
small-business man to take care of himself in a competitive market. 

I should add here that in normal times we are not too concerned 
about the competition from the chain stores in the Washington area. 
We find that most people prefer having their meat cut on the counter 
before them, so that they can see what they are getting, rather than 
buying meat already packaged from a self-service bin. We believe 
that there will always be a majowty of people who prefer personal 
service in a butcher shop. 

There is one further and very important example of how quotas 
operate to encourage monopolies in slaughtering. Normally, a 
business such as ours can give a good account of itself at a stock sale. 
Our buyer is well-experienced and, in my opinion, he is one of the best 
in the business. For example, I recall that he bought a beef from 
under the noses of the big packers’ buyers at 28 cents a pound on the 
hoof. Dressed down, the animal graded Choice. It is through experi- 
ence of this sort that the small slaughterer can hold his own against 
big packers. 

Under the slaughtering quota system, however, the situation is 
drastically changed. We buy in competition with Armour, Swift, 
and the other big packers. ‘They are given a Nation-wide quota and 
may pick and choose stock sales across the country. They can buy 
in markets where beef is plentiful and can stay out of markets where 
beef is in short supply. On the other hand, we are restricted, because 
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of our size, to a very few markets within a 60-mile radius of Luray. 
This means that the big packer, by shifting his quotas from region to 
region, can always get a price advantage over the small operator. 
Unless we absorb this difference somew here along the line, it must be 
reflected in the retail price on our counters. 

I have already given the committee the important correspondence 
I have had with OPS, but the record would not be complete without 
listing my final two communications. 

I do not know whether Mr. Moore’s conscience bothered him about 
our case but, in any event, on September 12, after I had requested to 
be heard by this committee, I received a letter from Mr. Moore. This 
letter advised me that they still had my application for relief but 
would not act on it due to the fact that the quota system was for- 
bidden by law. He assured me, however, that he would be glad to 
take it up again if and when the quota system came back in. That 
letter is exhibit VI to this statement. 

Last Saturday the regional office at Richmond apparently intended 
to send me some further bulletin, for I received an empty sealed 
envelope on that day. I assume that I will hear again from the 
regional office asking why I have not responded to some form or other 
that they intended to send me. 

I firmly believe that if the legitimate slaughterers will be allowed 
to operate without the restriction of the quota being imposed upon 
them there will be plenty of meat available and no need for the 
American housewife to have to buy from the black market. But if 
the quota is restored, I personally feel that you will see black-market 
stores being operated around the corner because it will create a 
shortage, as I have found from previous experience. 

I would like to state how well our business has operated during 
the past 30 days without having to operate under the quota. We 
have been able to have plenty of meat for all our customers and are 
now able to continue selling choice porterhouse steaks at 37 cents 
per pound less than OPS ceiling price. 

As a small, independent slaughterer, I would like to suggest that 
in order to keep down black markets you allow all licensed slaughterers 
to operate without a quota. And I feel that if the OPS would stop 
keeping such a close watch on the legitimate slaughterers and keep a 
closer watch on the illegitimate slaughterers, that would help, too. 
Instead of having legitimate slaughters fill out a lot of forms to be 
sent in each month, OPS should require the stockyards at which 
places the cattle are sold in each State to send in a report on who is 
buying the cattle. If any of the buyers listed are not licensed to 
slaughter, these are the slaughterers for the black market and should 
be prosecuted. Also, you would be able to tell who is paying over 
ceiling price in the stockyards for the cattle. By doing this I am 
sure that you will find that you can keep the meat in the proper 
channels. 

After hearing my testimony, I hope that the committee will agree 
with the small, independent slaughterer when he says that, by im- 
posing slaughtering quotas, it will be creating a black market and a 
monopoly for the large packers 

(The prepared statement of Mr. Seal follows:) 
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STATEMENT OF Everett C. SEAL, Brown’s Meat Market, East 
Fauuis CuHurcu, Va. 


My name is Everett C. Seal. I am a partner with Mr. T. M. Brown, tradi 
under the name of Brown’s Meat Market, located at 6856 Lee Highway, Ex 
Falls Church, Va. We are a small, independent business. Both Mr. Bro\ 
and I are World War II veterans and have had many years’ experience in | 
meat business. Brown’s Meat Market was at one time under the sole p: 
prietorship of Mr. T. C. Brown, the father of Mr. T. M. Brown. Prior to: 
entry into the military service in May 1941, I had been employed for 13 year. 
by Mr. T. C. Brown. 

The store on Lee Highway is our only retail outlet. We do not wholesa\ 
meat. We have a slaughtering house in Luray, Va., where, before quotas we 
imposed, we were able to slaughter all the beef we needed to satisfy our growi 
business. We have been planning toexpand our slaughtering facilities at Luray 
for 2 years, so that we will be able to meet all our customers’ needs witho 
buying from the big packers. This expansion is now underway. 

I have gone into the details of our operation so that there will be no doubt 

the minds of any of the committee as to how we operate and whom I represe: 
I am appearing solely as a representative of Brown’s Meat Market, and in the 
hope that I may be able to present to the committee some facts that they othe: 
wise might not have as to how slaughtering quotas have affected a small independent 
business, and how they will affect us if they are imposed on us again. 

Our business is located near the Arlington County-Fairfax County line. The 
community of Falls Church, and the part of the two counties near us, has show: 
considerable growth during the past 10 years, and particularly during the past 
2 or 3 years. In 1940 the population of Falls Church, according to the census 
figures, was 2,576. In 1950 the same figures showed an increase of 4,959, or a 
total population of 7,535. Therefore, our population has almost tripled in the 
last 10 years. 

The same thing, to a lesser degree, is true of Arlington County and Fairfax 
County. The census figures show the population of these two counties has 
increased almost 24 times in the past 10 years. In the last year these two 
counties have increased by about 25,000 people. There isn’t any doubt that this 
condition will continue. These counties issued a total of 8,000 building permits 
during 1950, and some of these dwellings are just now being occupied. 

This population growth has of course increased our business. In 1949 we 
killed 199,050 pounds live weight of beef. In 1950 that figure was 225,297 
pounds, an increase of over 25,000 pounds. During the first quarter of 1951 our 
figures again rose over the same period for 1950. In the first quarter of 1950 we 
slaughtered 54,605 pounds live weight. For the same period in 1951 the figure 
was 86,470 pounds. I am giving the committee these figures to show that our 
growth has been normal, due to the increased population, and due to the fact 
that we have always tried to give quality at the lowest possible price. I will point 
out how quotas hamper us in this in a few minutes. 

On March 31, 1951, I received word that we would start operating under a 
slaughtering quota. Our quota for the month of April was fixed at 100 percent 
of our live weight slaughtered in April 1950. This amounted to 16 head of cattle. 
Since this figure was far below what our normal slaughtering had become, I imme- 
diately went to Richmond, Va., and talked to Mr. Andrew J. Francis, who, at that 
time, was in charge of the Meat and Livestock Division of the OPS there. He 
told me to submit a letter stating my case, which I did. I have attached this letter 
to my statement as exhibit I. I told Mr. Francis in my letter that we were slaught- 
ering at a rate of about 32 head per month, and that we did not believe 16 head 
would be adequate to meet the needs of our customers. 

Mr. Francis also suggested I go to Washington, D. C., and see Mr. Don Leach 
of the OPS with a copy of the letter I had written him. Mr. Leach was most 
courteous. However, he could not give me any encouragement. It was suggested 
in Mr. Leach’s office that I fill in with packers’ beef and, as I stated then, this 
would not be satisfactory because up until this time we had been able to kill all 
the meat that we needed. I presumed that the packers were operating under the 
quota same as the small independent slaughterers and would not have extra meat 
available. Furthermore, we had managed, due to volume, certain operating 
economies, and the fact that our personnel were trained in all aspects of our 
business, to keep our price on most cuts about one-third below chain stores. If 
we bought packers beef, we would not have been able to sell at that low a price. 

Mr. Leach also requested the dimensions of our slaughtering facilities which 
are located in Luray, Va. On April 4, 1951, I wrote a letter which gave all the 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3421 


information he required. Some time later in April, I visited the offices of Senator 
Harry F. Byrd, of Virginia, to see if I could get any assistance in getting relief 
from the OPS, and Senator Byrd kindly wrote a letter, on April 25, in our behalf 
to Price Administrator DiSalle. 

On May 1 we received notice from the OPS that our slaughtering quota for 
the month of May would be 90 percent of our livestock slaughtering for May 1950, 
and on May 4 I received a letter from Mr. John A. Lennartson, acting head of 
the Adjustment Section of the Livestock and Meat Distribution Branch of OPS, 
denying our application for relief on the grounds that relief to us ‘‘would not be 
consistent with the objectives and principles” of their program. I have attached 
that letter as exhibit I] to my statement. 

My partner and I decided it would be best to fill in with packers’ beef, pro- 
viding it was available, in order that our customers would not find empty show- 
cases and refrigerators 1 and 2 days a week when they came in to make their 
purchases; also, to try to hold our customers for the future, as we felt that this 
was only a temporary measure and by having beef available for our customers in 
a legitimate store at legitimate prices, we were keeping down black market in our 
community. 

We were able to buy some dressed beef from a few of the larger packers. There 
is still a question in my mind as to how the larger packers were able to furnish this 
extra beef when all quotas were supposed to be based on 1950 business. The most 
satisfactory method of obtaining beef for our customers, however, was to buy and 
slaughter it ourselves, so 1 wrote Mr. Francis on May 10 asking him to reconsider 
our case. That letter is attached as exhibit III. I pointed out in the letter that 
the OPS, by forcing small independent slaughterers to buy packers’ beef, was going 
to force prices up. It seems to me that this is exactly the opposite result from that 
intended by the Congress in setting up the OPS. 

On May 10 Mr. DiSalle wrote Senator Byrd in answer to the Senator’s letter of 
April 25 on our behalf. His letter merely reaffirmed the decision of which Mr. 
Lennartson had already written me, but Mr. DiSalle recognized the problem 
brought on by the tremendous population increase in northern Virginia, to which 
I have already referred. I have attached Mr. DiSalle’s letter as exhibit IV. 

Finally, on May 19, I received a letter from a Mr. Clarence P. Moore, from the 
OPS regional office at Richmond, Va. This letter, which I have attached as 
exhibit V, was in answer to my letter of May 10. It again denied our application 
for relief, and stated that “it seems very important that meat distribution be 
confined to the same channels as existed during 1950.”’ I hope I have sueceeded 
in showing the committee that this is the exact result that we were trying to 
achieve by having our quotas raised. By being forced to operate at approximately 
one-half our normal volume, we were disappointing one-half of our customers. 
It seemed to us that the quota system, as applied in our particular case, would 
encourage customers who were unable to buy beef from us or our competitors to 
turn to the black-market supply. 

I would like to turn now to the effect this quota system had on our business 
during the time it was in effect. I have already pointed out that we showed a 
good increase in live weight slaughtered during the first quarter of 1951 as com- 
pared with the first quarter of 1950. During the 4 months of 1951 while quotas 
were imposed—that is, from April 1 through July 31—we slaughtered 66,736 
pounds, which was about 8,000 pounds less than we slaughtered during the same 
4 months for 1950, and was 20,000 pounds less than we slaughtered during the 
first 3 months of 1951. 

We bought 23,614 pounds of dressed beef from big packers during April, May, 
June, and July of 1951. Presuming this beef would dress an average of 59 percent, 
this would give us a total live weight of 40,023 pounds. By adding this figure to 
what we were allowed to kill under the quota system, we get a total of 106,759 
pounds, or about32,000 pounds over the 1950 figures. This shows that our rate 
of slaughtering would have been about the same as during the first quarter of 1951. 

As I have already pointed out, being forced to buy beef from the big packers 
could only result in purshing our prices up, and when the price ceilings were 
revised in May, we were forced to raise our beef prices about 6 cents per pound. 
I am glad to report that I believe we will be able to lower our prices on beef 
within the next 30 days, providing we can still operate as we have been doing for 
the past month: 

There is another disadvantage to being forced to buy from big packers, and 
I am sure those of the committee who are experienced in the beef business are 
familiar with it. It is not easy to buy only one species of animal from packers’ 
salesmen. The packers are not interested in selling beef to new customers unless 
they are able also to sell their other products, 
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As I have already stated, we are seeking to expand our facilities so that we wil] 
be able to offer a full line of our own products. At the present time, for instance, 
we rely on the big packers for some of our sausage products and smoked meats. 
When we have our new facilities at Luray, we will not have to do this. With our 
‘business cut to one-half of what it should have been, we were hesitant about going 
ahead with our expansion plans. This brings me to another example of what the 
small independent retailer faces in dealing with the big packers. 

Just prior to May 30 I ordered smoked hams from one of the big eastern packers, 
at their quoted price of $0.61 per pound wholesale. The very next day one of the 
larger chain stores in the Washington area advertised the same ham, in half or 
whole, for $0.59 per pound retail. In order to compete with that price we would 
have been compelled to lose $0.02 per pound. It certainly seems to us that quotas 
tend to destroy the abilitv of the small-business man to take care of himself in a 
competitive market. I should add here that, in normal times, we are not too 
concerned about the competition from the chain stores in the Washington area 
We find that most people prefer having their meat cut on the counter before them, 
so that they can see what they are getting, rather than buying meat already 
packaged from a self-service bin. We believe that there will always be a majority 
of people who prefer personal service in a butcher shop. 

There is one further and very important example of how quotas operate to 
encourage monopolies in slaughtering. Normally, a business such as ours can 
give a good account of itself at a stock sale. Our buyer is well-experienced, and, 
in my opinion, he is one of the best in the business. For example, I recall that he 
bought a beef from under the noses of the big packers’ buyers at $0.28 a pound, 
on the hoof. Dressed down the animal graded choice. It is through experience 
of this sort that the small slaughterer can hold his own against big packers. 

Under the slaughtering quota system, however, the situation is drastically 
changed, We buy in competition with Armour, Swift, and the other big packers. 
They are given a Nation-wide quota and may pick and choose stock sales across 
the country. They can buy in markets where beef is plentiful, and can stay out of 
markets where beef is in short supply. On the other hand, we are restricted, 
because of our size, to a very few markets within a 60-mile radius of Luray. 
This means that the big packer, by shifting his quotas from region to region, can 
always get a price advantage over the small operator. Unless we absorb this 
difference somewhere along the line, it must be reflected in the retail price on our 
counters. 

I have already given the committee the important correspondence I have had 
with OPS, but the record would not be complete without listing my final two 
communications. I do not know whether Mr. Moore’s conscience bothered him 
about our case, but in any event on September 12, after I had requested to be 
heard by this committee, I received a letter from Mr. Moore. This letter advised 
me that they still had my application for relief but would not act on it due to the 
fact that the quota system was forbidden by law. He assured me however that 
he would be glad to take it up again if and when the quota system came back in. 
That letter is exhibit VI to this statement. 

Last Saturday, the regional office at Richmond apparently intended to send 
me some further bulletin, for I received an empty sealed envelope on that day. 
I assume that I will hear again from the regional office asking why I have not 
responded to some form or other that they intended to send me. 

I firmly believe that if the legitimate slaughterers will be allowed to operate 
without the restriction of the quota being imposed upon them there will be 
plenty of meat available and no need for the American housewife to have to buy 
from the black market. But if the quota is restored, I personally feel that you 
will see black-market stores being operated around the corner because it will 
create a shortage as I have found from previous experience. 

I would like to state how well our business has operated during the past 30 
days without having to operate under the quota. We have been able to have 
plenty of meat for all our customers and are now able to continue selling choice 
porterhouse steaks at $0.37 per pound less than OPS ceiling price. 

As a small independent slaughterer, I would like to suggest that in order to 
keep down black market you allow all licensed slaughterers to operate without 
a quota. And I feel that if the OPS would stop keeping such a close watch on 
the legitimate slaughterers and, keep a closer watch on the illegitimate slaughterers 
that would help too. Instead of having legitimate slaughterers fill out a lot of 
forms to be sent in each month, OPS should require the stockyards at which 
places the cattle are sold in each State to send in a report on who is buying the 
cattle. If any of the buyers listed are not licensed to slaughter, these are the 
slaughterers for the black market and should be prosecuted. Also you would 
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be able to tell who is paying over ceiling price in the stockyards for the cattle. 
By doing this I am sure that you will find that you can keep the meat in the 
proper channels. 

After hearing my testimony I hope that the committee will agree with the small 
independent slaughterer when he says that by imposing the slaughtering quota 
it will be creating black market and a monopoly for the large packers. 

l appreciate the opportunity of appearing before this committee. 


Exarnir I 


Brown’s Meat MARKET, 
East Falls Church, Va., April 2, 1951. 
Mr. ANDREW J. FRANCIs, 
Meat and Livestock Division, Office of Price Stabilization, 
Richmond, Va. 

Dear Mr. Francis: I am writing you in connection with my visit to your 
office this morning regarding relief in our slaughtering quota. 

The reason I am asking for relief is because of the increase in our business this 
year over last year which has been brought about in a large degree to the increase 
in population mainly due to service personnel being moved into the Washington 
metropolitan area. 

Our quota for the month of April, according to last year’s slaughtering record, is 
16 cattle or 13,795 pounds. Since January 1 of this year we have slaughtered 
around 33 cattle a month or approximately 28,000 pounds per month. 

Our business is run on an honest basis and is open to inspection at any time. 

My partner, T. M. Brown, and I are both World War II veterans and have 
worked hard since our discharge from the service to make our business what it is 
today. 

In order to keep our present customers satisfied and hold our business for the 
future, we are asking you if there is any way our quota can be increased 
accordingly. 

Thank you for your interest and attention to this matter. 

Very truly yours, 
Everett C. Seat. 


Exuisir II 


OFFICE OF PRICE STABILIZATION, 
Washington 25. D. C., May 4, 1961. 
Mr. Everett C. SEat, 
Brown’s Meat Market, East Falls Church, Va. 

Dear Mr. SEA: Careful consideration has been given to your application for 
adjustment in your slaughter of livestock during 1950 under section 9 of distribu- 
tion regulation 1 (formerly distribution order 1). 

The facts presented in the application indicate that it would not be consistent 
with the objectives and principles of the livestock and meat distribution program 
embodied in distribution regulation 1 to approve your application. 

Under the circumstances, we are therefore required to deny your application, 

Very truly yours, 
Joun A, LENNARTSON, 
Acting Head, Adjustme nt Section, 
Livestock and Meat Distribution Branch, Food and Restaurant Division. 


Exursir III 


Brown’s Meat MARKET, 
East Falls Church, Va., May 10, 1951. 

Mr. AnprEewW J. FRANCIS, 

Meat and Livestock Division, Office of Price Stabilization, 

Richmond, Va. 
Dear Mr. Francis: I am again writing you regarding relief in my slaughtering 

quota requested April 2. 

have here on my desk a letter of May 4, from Mr. John A. Lennartson, 
Acting Head, Adjustment Section, Livestock and Meat Distribution Branch, 
Food and Restaurant Branch, OPS, Washington 25, D. C., denying my applica- 
tion. 
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I am hereby appealing to you this decision of Mr. Lennartson, 

It seems to me that the object of the OPS is to lower the price of meat, while 
in my case, by forcing me to fill in with the packers’ beef (provided it is availab: 
you are forcing me to raise rather than lower my prices. 

I am sure that my customers would like to hear of this particular situatio 
You may be assured that this establishment shall not be accused by its patro:s 
of profiteering because of the action of Mr. Lennartson of the Adjustment Sectio: 

I would like to know why the slaughtering quota has been imposed, and further- 
more, why the 10-percent cut is necessary, when it is common knowledge to ai! 
phases of the meat industry that there are plenty of cattle to be had. 

The press has asked me to release my individual case, but in respect to t! 
courtesy shown to me by you and your staff, I feel it best to await your recop- 
sideration of this matter. 

Hoping to receive your immediate reply, I remain, 

Very truly yours, 
Everett C. Sear 


Exursit IV 


OFFICE OF PRICE STABILIZATION, 
Washington 25, D. C., May 10, 1951. 
Hon. Harry F. Byrp, 
United States Senate, Washington 25, D. C. 

Dear SENATOR Byrp: This is in reply to your letter of April 25, 1951, ad- 
dressed to Mr. Don Leach, Meat and Livestock Division, concerning an applica- 
tion made by Brown’s Meat Market, 6856 Lee Highway, East Falls Church, Va., 
for an adjustment of their 1950 quota bases under section 9 of distribution regu- 
lation 1. 

The facts presented by the applicant incicate that it would not be consistent 
with the objectives and policies of the livestock and meat distribution program 
embodied in distribution regulation 1 to grant their request. Therefore, the re- 
quest for an adjusted base for 1950 has been denied. 

We are well aware of the steady increase in population in the Washington, 
D. C., metropolitan area, including Arlington and Fairfax Counties of Virginia. 
The general supply of meats is apparently fully adequate for the area at this time 
However, if the supply should become critically short, steps will be taken to either 
divert meats from other areas or increase quotas for all slaughterers supplying the 
area or both, depending upon the general meat and livestock supply picture at the 
time. 

We appreciate vour interest both on behalf of Brown’s Meat Market and the 
growing population of northern Virginia. However, reconsideration of the 
Brown’s Meat Market application appears unjustifiable at this time. 

Sincerely yours, 
MicuaeEt V. DiSauue, Director. 


Exuisit V 


OFFICE OF PRICE STABILIZATION, 
Richmond, Va., May 19, 1951. 
Brown’s Meat MARKET, 
East Falls Church, Va. 
(Attention: Mr. Everett C. Seal.) 


GENTLEMEN: Due to the fact that Mr. Andrew J. Francis is now assigned to the 
Richmond district office, there has been a delay in reply to vour letter of May 10; 
however, we are well acquainted with vour request for additional quota and can 
say no more at this time than that our Riveew Board gave it a full and fair con- 
sideration before passing along our recommendation to the Washington office for 
final action. 

As mentioned to you at the time you visited our Richmond office, it seems very 
important tht meat distribution be confined to the same channels as existed during 
1950 and we must be careful that we do not assign additional quotas to one person 
that will need to be deducted from some other operator. 
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As this program unfolds we appreciate the fact that situations will change, and 
if you can find justifiable reasons for reviving your request for additional quota, 
we will be very glad to discuss the matter further. 

Yours very truly, 
Horace B. Gans, 
Regional Price Executive. 
By CLARENCE P. Moore, 
Director of Food Division. 


Exurpit VI 


OFFICE OF PRICE STABILIZATION, 
Richmond, Va., September 12, 1951. 
BROWN’S Meat MARKET, 
East Falls Church, Va. 


GENTLEMEN: This is in reference to your application for adjusted quota for 
the slaughter of livestock. 

Inasmuch as distribution regulation 1, amended on August 1, 1951, by amend- 
ment 7, no longer requires the use of quota bases by slaughterers of livestock, 
we will not process your application at this time. Your present registration is 
still effective and you may slaughter without limitation the species of livestock 
you are now authorized to slaughter or have slaughtered for you in a given estab- 
lishment. Other species may not be slaughtered in the given establishment 
without authorization from the Office of Price Stabilization. 

Should you wish to have this application acted upon later, kindly notify this 
office by letter, and processing of your application will be resumed. 

Very truly yours, 
Horace B. Gans, 
Regional Price Executive. 
By Cuarence P. Moore, 
Chief, Food Branch. 

The CHarrMan. I think you have made a good case for the small 
packer on some of the points you brought out. 

How do you account for the fact that you have all the meat you 
need to sell when the witness prior to you said that Sefeway here in 
Washington did not have any meat? 

Mr. Seat. They buy from large packers, do they not? 

The Cuarrman. I just asked you for the record. I asked your 
statement only, if you knew. 

Mr. Sear. | don’t know, sir. 

' The Cuarrman. You buy from whom? 
”" Mr. Seat. We buy from the stockyards in Front Royal, Harrison- 
burg, and Staunton, Va. 

The CHarrMAN. Senator Schoeppel? 

Senator ScHoreprEL. Mr. Seal, | want to say, in reading your state- 
ment here and listening to it, that you point up a very important 
thing; namely, what is happening to small independent business. _ | 
understand that you have been in the slaughtering business here for 
around 13 years yourself? 

Mr. Sea. Yes, sir. 

Senator ScHorpre.. You are a licensed slaughterer at the present 
time, are you not? 

Mr. Sean. Yes, sir. 

Senator StuorepreEL. Yet you can go into these markets within that 
vicinity and bid and then process your meat and, until you were cut 
down by the administrativ e authorities here, you supplied your custom- 
ers in your local area 

Mr. Sean. Yes, sir. 
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Senator ScHorpreL. At a lower figure than the ceiling prices estal- 
lished for those cuts of beef throughout the area or the country, 
generally? 

Mr. Sean. Yes, sir. 

Senator ScHorpPeL. And you still have been making some money 

Mr. Seat. Yes, we have been making some money; yes, sir. 

Senator Scnorpprn. And yet your quotas were cut. When you 
made application to the administrative authorities—and I think from 
the correspondence attached here that you made a good record 
you never objected to them checking you on it, did you? 

Mr. Seat. No, sir. 

Senator ScHoEPPEL. You would welcome that, would you not? 

Mr. SEAL. Yes, sir. 

Senator ScHorppre.. Your story is somewhat similar to a numbe: 
that I have received from the small slaughtering people who just 
simply cannot understand why the quotas should be enforced, cutting 
them down and forcing them to go to the big packers to buy their beef. 
when they tell me that what they are confronted with is buying 
packaged meats. If they get so much fresh meat, they have to take 
so much smoked meat and so much other byproducts. 

Now, if that is the situation that is developing, I want to congratu- 
late you, sir, for bringing to the attention of this committee an exhibit 
that I think is most important for this committee to go into. If you 
can do it, others can do it. I think that is something that we should 
look into very carefully, as to what is developing and what is happen- 
ing, choking out these small independent businesses, building up, to 
my way of thinking, and I fear, a kind of monopoly or, certainly, a 


preferred, preferential position on the part of the large packers. 

The CuarrmMan. Thank you, Mr. Seal. 

If there are no further questions, the committee will stand in recess 
until 10 o’clock tomorrow morning. 

(Whereupon, at 12 noon, the committee recessed until 10 a. m., 
Wednesday, September 19, 1951.) 





SLAUGHTER QUOTAS 


EDNESDAY, SEPTEMBER 19, 1951 


Unirep Stares SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 
301, Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Moody, and Schoeppel. 

The CuarrmMan. The meeting will come to order. 

Yesterday there was some testimony here about Utility animals. 

Mr. McSweeney, I have asked you to get some things for me. 

Mr. McSweeney. Yes, sir. 

The CuarrMan. Will you give them to the clerk to put in the 
record? 

Mr. McSweeney. Yes, sir. 

The CuarrMaAn. You are not supposed to be a witness or make any 
statements, but it would be quite all right for you to simply say what 
it is. 

Mr. McSweenry. Chairman Maybank yesterday authorized me 
to supply information to refute the statement made by Judge Mon- 
tague that we were in violation on the utility rate on cattle, and that 
we had just the day before issued a regulation which covered this 
entirely, predicating it upon the findings we got from the Department 
of Agriculture. 

We have taken 633,000-plus pounds of beef and tried to define from 
that number of pounds what portion were heifers, steers, and cows, 
and we found that over 66 percent of them were cows. We predicated 
our findings on that basis; that $1.65 would be a sufficient rise to take 
care of them. 

We now are presenting our regulations, which we ask to be inserted 
in the record at this point, which cover this question entirely. 

If any more is found in connection with Mr. Montague’s testimony, 
we ask permission to insert it later. 

(The regulations referred to follow:) 


3427 
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Senator ScHorpreL. At a lower figure than the ceiling prices estab- 
lished for those cuts of beef throughout the area or the country, 
generally? 

Mr. Seat. Yes, sir. 

Senator ScHorpren. And you still have been making some money? 

Mr. Seat. Yes, we have been making some money; yes, sir. 

Senator Scoorppen. And yet your quotas were cut. When you 
made application to the administrative authorities—and I think from 
the correspondence attached here that you made a good record- 
you never objected to them checking you on it, did wont 

Mr. Sean. No, sir. 

Senator ScHorEPPEL. You would welcome that, would you not? 

Mr. Sea. Yes, sir. 

Senator ScHorpPgeL. Your story is somewhat similar to a number 
that I have received from the small slaughtering people who just 
simply cannot understand why the quotas should be enforced, cutting 
them down and forcing them to go to the big packers to buy their bee f, 
when they tell me that what they are confronted with is buying 
packaged meats. If they get so much fresh meat, they have to take 
so much smoked meat and so much other byproducts. 

Now, if that is the situation that is developing, I want to congratu- 
late you, sir, for bringing to the attention of this committee an exhibit 
that I think is most important for this committee to go into. If you 
can do it, others can do it. I think that is something that we should 
look into very carefully, as to what is developing and what is happen- 
ing, choking out these small independent businesses, building up, to 
my way of ‘thinking, and I fear, a kind of monopoly or, certainly, : 


preferred, preferential position on the part of the large packers. 

The CuarrmMan. Thank you, Mr. Seal. 

If there are no further questions, the committee will stand in recess 
until 10 o’clock tomorrow morning. 

(Whereupon, at 12 noon, the committee recessed until 10 a. m., 
Wednesday, September 19, 1951.) 





SLAUGHTER QUOTAS 


EDNESDAY, SEPTEMBER 19, 1951 


Unitrep STatTes SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 
301, Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Moody, and Schoeppel. 

The CHarrMAN. The meeting will come to order. 

Yesterday there was some testimony here about Utility animals. 

Mr. McSweeney, I have asked you to get some things for me. 

Mr. McSweeney. Yes, sir. 

The CuHarrMaANn. Will you give them to the clerk to put in the 
record? 

Mr. McSweeney. Yes, sir. 

The CuarrMAN. You are not supposed to be a witness or make any 
statements, but it would be quite all right for you to simply say what 
it is. 

Mr. McSweeney. Chairman Maybank yesterday authorized me 
to supply information to refute the statement made by Judge Mon- 
tague that we were in violation on the utility rate on cattle, and that 
we had just the day before issued a regulation which covered this 
entirely, predicating it upon the findings we got from the Department 
of Agriculture. 

We have taken 633,000-plus pounds of beef and tried to define from 
that number of pounds what portion were heifers, steers, and cows, 
and we found that over 66 percent of them were cows. We predicated 
our findings on that basis; that $1.65 would be a sufficient rise to take 
care of them. 

We now are presenting our regulations, which we ask to be inserted 
in the record at this point, which cover this question entirely. 

If any more is found in connection with Mr. Montague’s testimony, 
we ask permission to insert it later. 

(The regulations referred to follow:) 
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Change in Additions in Maximum Ceiling Price Regulation 23 
Calculated Price Formula Amendment 


= 


Sept. 17, 1951 


OFFICE OF PRICE STABILIZATION 


WASHINGTON 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 


Cuaprer [li—Orrice or Price StraBiLizaTIon, EcoNoMIC STABILIZATION 
AGENCY 


{Ceiling Price Regulation 23, Amdt. 3] 
CPR 23—Live Carrie 
CHANGE IN ADDITIONS IN MAXIMUM CALCULATED PRICE FORMULA 


Pursuant to the Defense Production Act of 1950, as amended, Executive Orde; 
10161 (15 F. R. 6105), and Economic Stabilization Agency General Order 2 (16 
F. R. 738) this Amendment 3 to Ceiling Price Regulation 23 is hereby issued. 


STATEMENT OF CONSIDERATION 


In the formula provided in Ceiling Price Regulation 23 for computing tl. 
slaughterer’s maximum calculated prices on OPS Public Form 14, an addition is 
allowed which represents the approximate average difference between the value 
of the by-products and the expense of buying cattle, killing, chilling the carcasses, 
preparing by-products, selling, administration, overhead and profit. Recent!) 
there has been a substantial decline in the selling price of hides and fats. Accord 
ingly, this amendment changes the by-product factor addition which the slaught- 
erer uses in computing his maximum calculated prices for cattle, in order to 
more accurately reflect the decreased value of by-products. 

Amendment 6 to Ceiling Price Regulation 24, Ceiling Prices of Beef Sold at 
Wholesale, also issued today, provides, among other things, for an increase in 
the price of beef at wholesale. The reasons for this increase are contained in 
the Statement of Considerations accompanying that amendment. 

The effect of this amendment is to continue the present compliance prices for 
all grades of cattle, except utility grade, the compliance price of which is increased 
in accordance with the recent amendment to the Defense Production Act. That 
amendment forbids the maintenance of ceiling prices on live cattle below 90 per- 
cent of the price received by grade by producers on May 19, 1951, as determined 
by the Secretary of Agriculture. The higher price for utility grade and the prices 
for other grades of cattle provided for in this amendment conform to this new 
legal minimum. 

In certain cases these changes will effect a change in a slaughterer’s maximum 
calculated prices. In those instances, the slaughterer must file a revised OPS 
Public Form 14 pursuant to Section 8 (b), Ceiling Price Regulation 23, as amended. 

In formulating this amendment the Director of Price Stabilization has con- 
sulted with industry representatives and has given full consideration to their 
recommendations. In his judgment, the provisions of this amendment are gen- 
erally fair and equitable and are necessary to effectuate the purposes of Title IV 
of the Defense Production Act of 1950, as amended. 

So far as practicable the Director of Price Stabilization gave due consideration 
to the -national effort to achieve maximum production in furtherance of the 
Defense Production Act of 1950, as amended, to prices prevailing during the 
period from May 24, 1950 to June 24, 1950, inclusive, and to. relevant factors of 
general applicability. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3429 


AMENDATORY PROVISIONS 


Ceiling Price Regulation 23 is amended as follows: 
The table set forth in Appendix A, V, Item 6 (6) is deleted and the following 
table is substituted therefor: 


Plants in all 
States west of 
| and including 
| Montana, W yo- 
ming, Colorado 
and New 
Mexico 


All other 
States and 
District of 
Columbia 





Prime. .....- anced oa Fe A. —— 5 cae p : $0 
Choice 

Good 7 

Commercial _ - 

Utility ae 

Cutter and canner 7 

Bulls (all grades) -.--.---- 


(Sec. 704, 64 Stat. 816, as amended; 50 U. 8. C. App. Sup. 2154) 


Effective date. This amendment shall be effective on September 19, 1951. 


Epwarp F. PuE.ps, Jr., 
Acting Director of Price Stabilization. 
SEPTEMBER 17, 1951. 


Revised Ceiling Prices of Beef Ceiling Price Regulation 24 
Sold at Wholesale Amendment 6 
Sept. 17, 1951 


OFFICE OF PRICE STABILIZATION 


WASHINGTON 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 


Cuapter I] ]—Orrice or Price STapinizatTion, Economic STABILIZATION 
AGENCY 


(Ceiling Price Regulation 24, Amdt. 6] 
CPR 24—Ceiuine Prices or Beer Sotp at WHOLESALE 
REVISED CEILING PRICES OF BEEF SOLD AT WHOLESALE 


Pursuant to the Defense Production Act of 1950, as amended, Executive Oraer 
10161 (15 F. R. 6105), Economic Stabilization Agency General Order 2 (16 F. R. 
738), Delegation of Authority by the Secretary of Agriculture to the Economic 
Stabilization Agency with respect to the Allocation of Meat (16 F. R. 1272) and 
Economic Stabilization Agency General Order 5 (16 F. R. 1273) this Amendment 6 
to Ceiling Price Regulation 24 is hereby issued. 


STATEMENT OF CONSIDERATIONS 


The accompanying amendment to CPR 24 makes several major changes as 
well as certain modifications of a minor nature. 

(1) The designation of military processing beef specifications, which formerly 
referred only to JAN-—B-—617, the specification for meat derived from the entire 
carcass, is broadened to include JAN-—B-723, the specification covering utility 
beef derived from rounds, chucks, loins and ribs. 

(2) CPR 24 did not provide a local delivery acdition for boneless processing 
beef sold to the armed forces. As a result, sellers refused to deliver this beef in 
their own trucks, often delaving delivery and inconveniencing the government, 
This amendment corrects this situation by permitting the seller to charge the 
addition for local delivery he performs. 
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(3) In several instances sellers have circumvented the provisions of the regula- 
tion by making sales of carcasses or wholesale cuts to their customers and buying 
back a portion of the carcass at a substantial discount below the ceiling price for 
that portion of the carcass. For example, in many cases, sellers sold a hindquarter 
at ceiling price and then repurchased the loin from the buyer at a discount ranging 
up to $15.00 per ewt. below the ceiling price for the loin. This type of practice 
had the effect of increasing the price of the round by approximately $15.00 per 
ewt. This amendment pgohibits this type of evasive practice by requiring a seller 
to pay the full ceiling price in the event that he wishes to repurchase from his 
customer any part of a beef carcass or cut. 

(4) In many cases sellers have circumvented the provisions of the regulation 
by selling ground beef products at prices greatly in excess of the ceiling prices for 
ground beef. Some sellers added condiments to ground beef, while others added 
cereal, eggs or other ingredients. In order to prevent the continuation of these 
practices, this amendment prohibits the sale of all fresh ground meat containing 
beef except those ground meat items which are produced in accordance with the 
specifications of CPR 24. 

(5) CPR 24 provides graduated mark-ups for different classes of sellers and 
permits different prices for various classes of buyers. It also prohibits the sales 
of certain beef items to certain classes of buyers. As an aid to enforcement, the 
sales invoice should contain the class of buyer and class of seller involved in each 
transaction. Accordingly, this amendment requires the seller to specifically indi- 
cate on the invoice the category in which the seller falls as well as the class of 
buyer. Certain abbreviations have been provided to facilitate the designation of 
these various classes of buyers and sellers. 

(6) Similarly, as an additional enforcement device, this amendment requires 
shippers who sell on an f. 0. b. plant basis and prepay the freight which they bill 
the buyer to include the amount of these freight charges on their invoices as a 
separate item. 

(7) There has been a very substantial decline in the market for hides and fats. 
The current ceiling prices for each grade of dressed beef are based on live cattle 
compliance prices provided for in Ceiling Price Regulation 23 after making allow- 
ance for the value of the hide and fat by-products. If packers are to be given 
generally fair and equitable ceiling prices, as is required by law, it is necessary to 
make up for these reductions in their selling prices of hides and fats by reduc- 
ing the live cattle compliance prices which they may pay or by increasing the 
ceiling prices of dressed beef which they sell. 

The former alternative is now impractical. Congress has eliminated the 
authority to impose slaughter quotas. As a result, packers are presently encoun- 
tering serious difficulties in purchasing live cattle within the cattle compliance 
prices. Indeed, it has been necessary to modify the compliance prices of CPR 23 
for a temporary period to alleviate this situation. To lower these prices below 
present levels would make it more difficult, if not impossible, for legitimate 
packers to obtain cattle. The only practical alternative is to raise dressed beef 
prices by an amount sufficient to offset the decline in hides and fats prices. This 
amendment therefore increases all beef prices by that amount. 

(8) In extending the Defense Production Act, Congress provided that ‘“‘no 
ceiling shall be established or maintained for any agricultural commodity below 
90 percentum of the price received (by grade) by producers on May 19, 1951, 
as determined by the Secretary of Agriculture’. The Secretary has determined 
the price of each grade of cattle on May 19. The prices currently provided 
by Eeiling Price Regulation 23 are above the 90 percent minimum for each 
grade except utility. The 90 percent minimum for utility grade cattle requires 
a substantial increase in the compliance price provided by Ceiling Price Regulation 
23 and, to maintain fair and equitable margins for slaughterers of utility cattle, a 
substantial increase in the ceiling prices of utility grade beef. This amendment 
provides for the required increases in the ceiling prices of utility grade beef. In 
addition, this amendment provides for separate prices on those utility boneless beef 
items which were formerly priced at one level with the same items of cutter and 
canner grades. The greatly increased spread between utility beef and cutter and 
canner beef required by the recent statutory amendments makes it impossible to 
continue to price the boneless beef of the three grades identically. 

(9) After extensive study of the price differentials between the primal cuts and 
consultation with industry representatives, it has been determined to revise, and 
this amendment therefore modifies, these price differentials to reflect more 
accurately the relative value of each cut. 

(10) CPR 24 did not provide a price for untrimmed loins but instead followed 
the recommendation of the Beef Industry Advisory Committee and provided 
ceiling prices for two separate cuts, the short loin and the sirloin, which together 
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comprise the trimmed loin. In many cases retailers have been unable to obtain 
the ceiling prices established for certain types of cuts derived from the short loin 
and therefore their realized margins have been reduced. They have therefore 
requested that the price of the short loin be reduced. However, hotel and res- 
taurant suppliers have been able to obtain better prices for the cuts derived from 
the short loin and have requested that there be a substantial differential between 
the ceiling prices for the short loin and the sirloin. In order to give effect to the 
desires of both these segments of the meat industry, this amendment removes 
the short loin and sirloin from the primal cut schedule and adds them to the 
fabricated cut schedules, and provides a ceiling price for untrimmed loins. This 
will enable retailers to buy a full loin at a price which will enable them to realize 
more adequate margins and will meet the requirements of the hotel and restaurant 
suppliers. 

(11) Originally packers and packer branch houses were permitted to sell fabri- 
cated cuts to hotel supply houses and combination distributors. Many hotel 
supply houses and combination distributors found that their source of supply of 
carcasses and wholesale cuts had been completely eliminated and, therefore, they 
urged that the regulations be amended to prohibit packers and packer branch 
houses from selling them fabricated cuts. This change was incorporated into the 
regulation by Amendment 3 to CPR 24. The hotel supply house and combina- 
tion distributors Industry Advisory Committee has recently requested a change in 
the regulation to permit packers and packer branch houses to sell to hotel supply 
houses and combination distributors fabricated cuts derived from utility grade 
beef. Accordingly, this amendment incorporates this change into the regulation. 
Moreover, this amendment provides a fourth schedule of ceiling prices for fabri- 


cated beef cuts sold by designated sellers to designated buyers. This schedule, 


which is the lowest priced schedule of the four, reflects customarily low markups 
on these sales and is based on a re-examination of customary markups of fabricated 
cuts. 

(12) Current ceiling prices for boneless beef cuts and boneless processing beef 
are on & uniform basis by areas, with increases being provided at 50 cent intervals 
in the zone differential allowance. For example, all sellers in areas where the 
zone differential was between 0 and 49 cents per cwt. had the same ceiling price 


for these items despite the fact that there were different ceiling prices for the 
careass beef and wholesale cuts they processed in these areas, depending on the 
applicable zone differentials. This amendment provides for ceiling prices for 
boneless cuts and boneless processing beef on a formula basis so that in every 
instance the price of the boneless beef will be related to the price of the carcass 
beef from which the boneless beef was derived. 
prices will accurately reflect his costs. 

(13) Re-examination of the nonslaughtering producers’ addition on sales of 
boneless beef cuts and boneless processing beef has disclosed that the $2.00 
per ewt. addition is excessive and that $1.50 per ecwt. is adequate to cover their 
additional expenses. Accordingly, this amendment reduces that 
$1.50 per cwt. 

(14) Sufficient information is now available to determine a ceiling price for 
skirt steak. ‘This amendment therefore defines, and provides a ceiling price for, 
skirt steak. 

(15) This amendment defines, and provides a ceiling price for, lean ground 
beef in casings, in accordance with the request of several meat processors. 

(16) The use of 4-way military beef effects substantial economies in transpor- 
tation and handling costs by the elimination of fat and bone from the finished 
product. Many governmental agencies and institutions have requested author- 
ization for the purchase of this type of meat. Accordingly, this amendment 
authorizes governmental agencies and institutions to purchase 4-way military 
style beef and sets up additional prices for commercial and utility grades of this 
beef. As a safeguard for the governmental agencies who intend to procure 4-way 
beef this amendment provides for the inspection of the processing operations by 
official U. S. D. A. graders and for certification by these graders that the meat 
has been prepared in accordance with specifications. 

(17) This amendment authorizes an addition of 50 cents per cwt. for sales of 
primal cuts to defense procurement agencies to cover the costs of the special 
trimming required by these buyers. 

(18) Most of the better grades of cattle are produced in the Midwest. Most 
of these cattle are slaughtered in the Midwest and some of the beef is shipped 
to the east coast. In some cases, however, the live animals are shipped to the 
Northeast and slaughtered locally. Aspecial zone 4A addition was provided to 
cover the cost of tissue shrink in transporting these animals to the Northeast. 
In this area the bulk of the animals are slaughtered kosher and for that reason the 
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In this way a seller’s ceiling 


addition to 
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special addition was limited to the kosher forequarter and kosher cuts derive: 
from the forequarter. However, there are certain plants in the Northeast whic! 
do not normally produce kosher meat and which import some of the better grad: s 
of cattle from the Midwest. These slaughterers incur the same tissue shri: 
as is incurred by kosher slaughterers in bringing these animals to their slaughter- 
ing plants. For the most part, the slaughterers of kosher animals import prac- 
tically all of their cattle from the Midwest and, therefore, the amount of th: 
mark-up on the kosher meat reflects the total tissue shrink on all of these anima 
The nonkosher northeastern slaughterers derive a large portion of the anima 
they slaughter from local markets and only part of their slaughter is of catt|c 
brought in from the Midwest feedlots. Accordingly, this amendment provid 
a smaller mark-up for northeastern slaughterers of nonkosher beef than is au 
thorized for slaughterers of kosher beef. 

(19) CPR 24 provides a wholesaler’s addition of $2.25 per ewt. on sales to r 
tailers and purveyors of meals, 75¢ per cwt. on sales to other wholesalers ani 
of $1.25 per ewt. on sales to all other buyers. Many wholesalers have bex 
using a mark-up of $2.25 per cwt. on sales to the Armed Forces on the theor 
that the Armed Forces are purveyors of meals. It is clear that the armed fore: 
have been included in the category of defense procurement agencies and ar 
not included in the category of purveyors of meals and, therefore, that thes 
wholesalers have been overcharging the military services by the amount of $1.0) 
per ewt. To remove any possible question about the classifiction of defens 
procurement agencies and to reaffirm that wholesalers may not charge the military 
services more than the $1.25 addition, this amendment specifically provides tha 
a defense procurement agency is not a purveyor of meals. 

(20) CPR 24 requires official U. 8. D. A. graders to certify that ground boneless 
chucks have been approved for wholesomeness. It is not the function of th: 
U. 8S. D. A. grader to pass on the wholesomeness of the product; the grade: 
merely certifies that the meat was in fact derived from chucks and was prepared 
in accordance with the specifications prescribed in the regulation. The definitio: 
of ground boneless chuck is therefore revised to eliminate the requirement of 
certification of wholesomeness. 

(21) The definition of ‘‘short ribs” heretofore included that portion of the 7 
ribs which was severed from the rib in the preparation of the oven prepared 
rib. However, the last 3 ribs have very little value and, accordingly, the tern 
“short ribs” is redefined to limit this cut to the first 4 ribs. 











































CONCLUSION 


The prices established by this amendment are not below the lower of the prices 
prevailing just before the issuance date of this regulation or the prices prevailing 
during the period January 25, 1951 to February 24, 1951, inclusive. 

In formulating this amendment the Director of Price Stabilization has consulted 
extensively with industry representatives and has given full consideration to their 
recommendations. In his judgment the provisions of this regulation are generall\ 
fair and equitable and are necessary to effectuate the purposes of Title IV of the 
Defense Production Act of 1950, as amended. 

All standards prescribed in this amendment were, prior to the issuance of 
Ceiling Price Regulation 24, in general use in the meat industry. Such standards 
as are prescribed herein are indispensable to price control of beef since no prac- 
ticable alternative to such standardization exists for securing effective price 
control of beef. It is not believed that this amendment will cause any substantia! 
changes in business practices; however, to the extent that such changes may be 
compelled, they are necessary to prevent circumvention or evasion of Ceiling Price 
Regulation 24. 

So far as practicable the Director of Price Stabilization gave due consideration 
to the national effort to achieve maximum production in furtherance of the 
objective of the Defense Production Act of 1950, as amended; to prices prevailing 
during the period from May 24, 1950, to June 24, 1950, inclusive; and to relevant 
factors of general applicability. 


AMENDATORY PROVISIONS 





Ceiling Price Regulation 24 is amended in the following respects: 


(1) Section 3 (e) is amended by deleting from the fifth line thereof the symbol! 
“JAN-B-617” and substituting therefor “(JAN-—B-617 and JAN-—B-723.” 


(2) Section 3 (e) is further amended by deleting the last sentence thereof and 
substituting therefor the following: ‘‘You may not include any of the additions 
specified in Article IV, except the addition specified in section 41, if applicable.” 
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(3) Appendix 5 (b) is amended by deleting from the second and sixth lines 
thereof the symbols ‘“‘JAN-—B-617” and substituting therefor, in each instance, 
“JAN-B-617 and JAN-—B-723”’. 


(4) Section 4 (b) (1) is amended by deleting from the fifth line thereof the 
phrase “‘the General Ceiling Price Regulation” and substituting therefor ‘“Sup- 
plementary Regulation 61 to the General Ceiling Price Regulation’. 


(5) Section 8 (b) is amended by adding at the end thereof a new subparagraph 
(8) to read as follows: 


(8) Selling to a buyer a carcass or wholesale cut of beef and buying back from 
that same buyer a portion of any carcass or wholesale cut at a price below the 
ceiling price for that portion. 


(6) Section 8 (b) is further amended by adding at the end thereof a new sub- 
paragraph (9) to read as follows: 


(9) Selling any fresh ground meat which contains beef and does not consist 
entirely of ground beef as defined in any of the following subparagraphs of Ap- 
pendix 4 (a) paragraphs (33) through (36), inclusive, or paragraphs (38) or (39). 


(7) Section 8 (c) (3) is amended by deleting the period following the phrase 


“if such payment appears on the seller’s invoice’’ and adding the following: “as a 
separate item.” 


(8) Section 9 (a) is amended by substituting a semi-colon for the period at the 


end of the sentence “‘(4) the price charged, received, or paid therefor’ and adding 
a new clause (5) to read as follows: 


(5) The class of buyer and seller, i. e., retailer (R), purveyor of meals (PM), 
wholesaler (W), combination distributor (CD), hotel supply house (HSH), de- 
fense procurement agency (DPA), peddler truck seller (P), ship supplier (SS) 
slaughterer (S), or any other buyer (OB). 


(9) Section 20 is delected in its entirety and the following new section 20 is sub- 
stituted therefor: 


Sec. 20. Schedule I—Beef carcasses and wholesale cuts. (All prices are on a 


dollars per ewt, basis; the price for any fraction of a cwt. shall be reduced pro- 
portionately). 


Prices by grade 


. Cutter Bulls 
Com- | . 

ae Utility and (all 
mercial canner | grades 


Prime Choice Good 


py, sie ina seach titveGiietiens ; $55. 20 $53. 20 
2. Hindquarter 4. 61. 10 58. 40 
. Forequarter ; 49. 60 48. 30 


| 
| gi.c0| $46 $41.70 | $47.70 
| §2.30 50 42. 40 | 47.70 
| 44.30 42. 

. Round 50. 3 . 20 60. 20 57. 20 53. 3 
| 
| 
} 
| 


. Trimmed full loin ‘ .70 73. 70 
i ‘ 29. 29. 20 29. 20 
. Cross cut chuck. -..-...-.-- 9. 9. 60 49. 60 
. Regular chuck.........-..... a . 20 | 54. 20 
. Foreshank 31. 31. 20 31. 20 
i 2. 20 42. 20 
’ 67. 20 60, 20 
. Short plate oe 31. 20 31. 20 . 20 31. 
3. Back : ; ‘ 57. 60 | 55. 80 48. 
. Triangle * 46. 30 | 46. 30 | 3. 00 | 42. 
5. Arm chuck a : 51. 00 51. 00 60 . 
5. Untrimmed loin 38. 63. 20 | 57.70 . 70 4s 


60.60] 59.5 
29. 20 29. 
44. 

. 20 

. 20 
5. 20 32. : 
2. 20 47. 














SPECIAL ADJUSTMENTS 


(1) If any beef carcass or Wholesale cut is not cut in accordance with the specifications prescribed in Ap- 
pendix 2, you may not sell such cut above the ceiling price prescribed for flanks. 

(2) If any beef carcass or Wholesale cut does not clearly bear a correct grade mark, yoy shall not sell the 
cut above the ceiling price prescribed for the corresponding Wholesale cut of the lowest grade. 

(3) If you are a hotel supply house, you may add $1.50 per cwt. to the prices listed above. 

(4) If you are a combination distributor not affiliated with a slaughterer you may add $2.00 per cwt. to 
the prices listed above, and if you are a combination distributor affiliated with a slaughterer you may add 
$2.00 per cwt. to the prices listed above on sales to purveyors of meals only. 

(5) If a buyer sends you a written request in duplicate for tender-ray processing of any beef carcass or 
wholesale cut, stating therein that he will absorb the expense of the tender-ray processing, you may add 
wn amount not exceeding two percent of the appropriate price listed above to that price. A copy of the 
buyer’s written request must be forwarded to the Office of Price Stabilization, Washington, D. C., before 
such addition may be taken. 

(6) On sales to defense procurement agencies you may add $0.50 to the prices listed above. 
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(10) Section 21 is deleted in its entirety and the following new section 21 


consisting of four schedules, Schedules II (a), II (b), II (c), and II (qd), is sub- 
stituted therefor. 


Sec. 21. Schedule I]—Fabricated cuts. 


Schedule II (a). Sales of fabricated beef cuts by a hotel supply house or ship supplier to purveyors of meals 
_No hotel supply house shall make sales to purveyors of meals until such selling establishment shall have 
filed a statemenc, in duplicate, with the appropriate Regional Office of the Office of Price Stabilization 
showing: (1) The total volume by weight of all meats, including sausage, variety meats and edible 
products, sold or delivered by it during 1950, excluding sales to defense procurement agencies; (2) The 
total volume by weight of all meats, including sausage, variety meats and edible byproducts, sold 


: . : os ir 
delivered by it during 1950 to purveyors of meals; (3) The percentage obtained by dividing the figure 
derived in (2) by the figure derived in (1). 


[All prices are on a dollars per ewt. basis. The price for any fraction of a cwt. shall be reduced propor- 
tionately. The prices set forth herein include the cost of packaging, boxing, and freezing. You may 
add the additions set forth in sections 42 through 48, inclusive] f 





Prices by grade 





Fabricated beef cuts ve em EO at 


—— | Com- 
Choice Good exiaroial 


$81. 20 $76. 90 
2. 30 92. 30 92. 30 86. 80 
. 20 31. 20 31. 20 31. 20 
4. Boneless round 50 91. 50 | 91. 50 86:70 
5. Inside (top round). sia oda ae 10 93.10 | 93. 10 88. 10 
}. Outside (bottom round) - -- ; -10 | 93.10 | 93.10 | 88. LO 
Knuckle (face) ’ : .10 93. 10 93.10 88.10 
. Gooseneck boneless round - - - - 40 89. 40 | 89. 40 84. 70 
. Strip loin (bone in) - ‘ .20 |} 138.90) 116.50 87.30 
. Strip loin (boneless) - - - - ; ‘ | . 60 175 |} 147.10 110.10 
. Beef tenderloin : . 20 158 | 149.60 | 128.60 
2. Boneless sirloin (butt) - - : 10 | 96. | 91.30 | 78. 40 | 
}. Top sirloin (butt , 31.30 124. | 117.50 101. 00 
. Bottom sirloin (butt) - - es 7 | 81.30 | 77. 72. 70 62. 50 
5. Boneless chuck ; 5. 30 5.30 69. 60 
Boneless chuck (shoulder clod out) | 90 | 90 66. 60 
. Shoulder clod . 20 | 5. 20 79. 80 
. Boneless brisket (deckle off) - - - ‘ .70 $1.70 | 65. 60 
. Oven prepared rib....-....-- cas | 97. 50 | 3. 90 74. 80 
. Short ribs ee : | 2 2! 25. 00 25 
1. Rib—boned rolled & tied- | . 60 85. 70 
2. Short loin (bone in) 5. 40 5 
Sirloin (bone in) 70 4. 70 
. Boneless short plate 60 | 3. 60 | 
5. Cube steaks , renee . 20 | 5. 20 | 20 | ). 20 
Flank steaks aul 00 .00 00 
. Club steaks (bone in) . 60 | . 90 94. 50 
. T-bone steaks (bone in) 60 | 21. 90 94. 50 
. Porterhouse steaks (bone in) . 60 | 21.90 94. 50 
. Boneless strip steaks ES : 80 | 20 | 54. 50 | 5. 70 
. Boneless sirloin steaks - - ----- ‘ eee 20 | 60 | 5. 90 | 32. 40 
32. Top sirloin steaks ; Si ; : 37.90 | 70 | 23. 40 5. 00 | 
. Ground beef (bulk) be 50 | 50 . 50 | 0. 50 
. Lean ground beef (bulk)!. .- 2 50 5O | . 50 | 50 | 
. Ground beef patties Ree ‘és ; 50 | 55. 50 | 50 | 45. 50 
. Lean ground beef patties !_- .__- | 5. 50 | 50 5.50 | 75. 5O | 
. Ground boneless chuck - - - : | 70 70 | 70 70 | 
38. Stewing beef . 70 | 2.70 | 2. 70 2.70 


. Round (rump and shank off) weer | 31.20 | $81.20 | 
. Boneless rump (butt) 
Hind shank 





1 If, at any time, a purchaser requests you to sell him ground beef (bulk) or ground beef patties and you ar 
unable to supply his demand, you may not sell him lean ground beef or lean ground beef patties at a pric 
in excess of the ceiling prices for ground beef (bulk) or ground beef patties. 


SPECIAL ADJUSTMENTS 


(1) If you sell toa ship supplier, you must sell at or below the prices specified in section 21 (ec). If you sell 
to a hotel suppiy house or a combination distributor, you must se.] at or below the prices specified in section 
21 (d). 

(2) If your place of business is located in Zone 4b you may add $2.00 per cwt. to the prices listed above 
all fabricated cuts derived from prime and choice grade beef. 


(3) You may add to the prices listed above the actual cost of dry icing, if performed, but in no event more 
than $1.00 per cwt. 
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— IT (0). Sales of fabricated beef cuts by a combination distributor or a peddler truck seller to purveyors 
of meats. 


No combination distributor sha] make sales to purveyors of meals until such selling establishment shall 
have filed a statement, in duplicate, with the appropriate Regional Office of the Office of Price Stabilization 
showing: (1) the total volume by weight ofall meats including sausage, variety meats and edible by-products, 
sold or delivered by it during 1950, excluding sales to defense procurement agencies; (2) the total volume by 
weight of all meats, including sausage, variety meats and edible by-products, sold or delivered by it during 
1950 to —— of meals; (3) the percentage obtained by dividing the figure derived in (2) by the figure 
derived in (1). 


No peddler truck seller shall make sales to purveyor of meals until such seller shall have filed the report 
specified in section 46 of this regulation. 


[All prices are on a dollars per cwt. basis. The price for any fraction of a cwt. shall be reduced proportion- 
ately. The prices set forth herein include the cost of packaging, boxing, and freezing. You may not 
add the additions set forth in sections 42 through 48, inclusive.} 


Prices by grade 
Fabricated beef cuts yo ee a a _ 


: ~htar : Cote. 1 sess 
Prime Choice Goo Jtility 
e vice 00d mercial Utility 


1, Round (rump and shank off) 7B. $78.90 | $78 $78 ” $69. 10 
2. Boneless rump (butt) __ -- ; : 89. 40 | 89 &Y 76. 90 
. Hind shank----- - 31. 20 31 31 | 20 
. Boneless round nae ; | 89. 00 89 89 
5. Inside (top round). : 90. 40 | 90 90 
5. Outside (bottom round) ‘ 90. 40 | 90 | ow 
Knuckle (face) 90. 40 | 90 90 
. Gooseneck boneless round | 86. 90 | 86. | 86 
. Strip loin—bone in 156. 90 135. § 113 
J 
} 


su 
tw) 
90 
a0 
Hi) 
10 
Oo 
0 
RX } } 2 


I-33 -3 >) 





. Strip loin—boneless_- 198, 20 170 

. Tenderloin _ ; |} 162.60 154. 
2. Boneless sirloin (butt) -..------ 99, 20 O4 

. Top sirloin (butt) eae ; ; 127. 70 120 

. Bottom sirloin (butt) -- dienes ; | 79. 10 74 | . 90 

. Boneless chuck ee ; 73. 20 73. 73. 7. 40 

. Boneless chuck—clod out - - bolicccec ae 70. 00 70 70 ; 3. 50 

. Clod Ree 3. 90 &3 82 

. Boneless brisket—deckle off pais doat 9.10 | 79. 

. Oven prepared rib_-.--- ; aad 5. 20 94. S4. 40) 
. Short rib : oe a 3. 90 23. | 23. . 90 
. Rib—boned rolled and tied ---- ae 20. 60 108, 80 

Short loin—bone in_--- 3. 00 108. 93 80 
. Sirloin—bone in aati ; .70 | 20 
. Boneless short plate-_--_-- ie eae aa 2. 40 40 
. Cube steaks 2. 80 80 
. Flank steaks rt ESS : 72. 00 . 00 
. Club steaks—bone in_._._--- : ; 57.10 118. | 92. 00 
. T bone steaks—bone in_- ; aS 57.10 | 118 | 92. . 00 
Porterhouse steaks—bone in_- - al ad 57.10 118. 9: 00 
. Boneless strip steaks_----- . 10 150 : 40 
. Boneless sirloin steaks . 20 ( 93. 20 ). . 00 
Top sirloin steaks ees 34.10 | 27. } 119 : 70 
Ground beef—bulk- - - “ : 58. 70 58, | 58. 70 5 70 
. Lean ground beef—bulk !__-_-- | 58. 70 | 68. 68. 70 70} 8. 70 
35. Ground beef patties adiectbte | A. 70 63. 63. 70 3 70 
}. Lean ground beef patties !_ - , soul 3. 70 73. | 73. 79 3. 7K 70 
. Ground boneless chuck &0 69. 69. 80 
. Stewing beef . 80 | 70. 70, 80 


145 
145 


sv 


10 
79. 3 56. 70 


whrmiw ee: 


96. 


>-~1-1t9 


79 
ie. 


42 
102. 
yy 
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If, at any time, a purchaser requests you to sell him ground beef (bulk) or ground beef p 
are unable to supply his demand, you may not sell him lean ground beef or lean 
price in excess of the ceiling prices for ground beef (bulk) or ground beef patties. 


stties 
ground beef pattic 


SPECIAL ADJUSTMENTS 


(1) If you sell to a ship supplier, you must sell at or below the prices specified in section 21 
regulation. If you sell to a hotel supply house or a combination distributor ( 
prices specified in section 21 (d). 

(2) If your place of business is located in Zone 4b you may add $2.00 per ewt. to the prices listed above 
sales of all fabricated cuts derived from prime and choice grade beef. 

(3) You may add to the prices listed above the actual cost of dry icing, if performed, but in no ev 
than $1.00 per cwt. 
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Schedule II (c). Sales of fabricated cuts by all other sellers to purveyors of meals and sales of fabricated cu 
ship suppliers. 


[All prices are on a dollars per cwt. basis. The price for any fraction of a cwt. shall be reduced proport 
ately. The prices set forth herein include the cost of packaging, boxing, and freezing. You may not « 
the additions set forth in sections 42 through 48, inclusive] 


Prices by grade 
Fabricated beef cuts rs 


Com- 
Prime | Choice | Good | jrorcial 


. Round (rump and shank off) : $76. 60 $76. 60 | $76. 60 | 72. 50 
. Boneless rump (butt) 86. 40 86. 40 86. 40 81. 20 
Hind shank 31. 20 31.20 31. 20 31. 20 | 
86.40} 86.40] 86.40 81.70 
. Inside (top round) 87. 70 87.70 | 87. 70 82. 90 
. Outside (bottom round) .......--....-.....-.2-. | 87.70 87.70 | 87. 82. 90 
CIs eritatirnn naan 87. 70 37. 70 | 87. 82. 90 
. Gooseneck boneless round 84. 40 84. 40 84. 79. 90 | 
. Strip loin—bone in : 152.60 | 131.50) 110. 82. 60 | 
. Strip loin—boneless ae erosune 192. 70 16.00 | 139. 104. 
. Tenderloin____. = 2 . 90 . 60 | 121. 
. Boneless sirloin (butt) | 96. 40 | 91.30 | » 20 | 74. 
. Top sirloin (butt) ‘i .00 | . 50 | 
. Bottom sirloin (butt) ‘ . 80 : 
Boneless chuck -- ._____-- 
Boneless check—clod cut 
. Clod__. : . 
." Boneless brisket—deckle off ; | 
pr CUD nes cncaiccdégcuansbuanmmunsnus | 
* Short rib____- ah 
Rib-boned rolled and tied__.........__. 
. Short loin—bone in 
. Sirloin—bone in 
Boneless short plate 
. Cube steaks 
Be ER ad a See eet 
Club steaks—bone in 
T-bone steaks—bone in.._-_....- 
. Porterhouse steak—bone in 
. Boneless strip steaks 
Boneless sirloin steaks § 
32. Top sirloin steaks_____.._. 116. 
3. Ground beef—bulk- - -- i 57.00 | 57. 
34. Lean ground beef—bulk ! 67. 67. 00 
. Ground beef patties 62.00 | 2. 62. 62. 00 
. Lean ground beef patties ! 72. 00 72.00 72.00 72. 00 
37. Ground boneless chuck ‘ 67.80 67.80 | 67.80 67.80 
38. Stewing beef 68. 80 68.80 68.80 68. 80 
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20 
21 
22 
23 
5 


25. 
26 
27. 
28, 
29 
30 


. 30 

- 20 

. 50 | 

. 00 

. 50 

. 50 
89. 50 
109. 40 
77.70 
100, 00 
57. 00 





90 


Sues seeseyssyeusesy 


s2Seeesesssesesesessus: 








| 





! 


1 Tf, at any time, a purchaser requests you to sell him ground beef (bulk) or ground beef patties and you 
are unable to supply his demand, you may not sell him lean ground beef or lean ground beef patties at a 
price in excess of the ceiling prices for ground beef (bulk) or ground beef patties. 


SPECIAL ADJUSTMENTS 


(1) If your place of business is located in Zone 4b you may add $2.00 per cwt. to the price listed above on 
all fabricated cuts derived from prime and choice grade beef. j 

(2) You may add to the prices listed above the actual cost of dry icing, if performed, but in no event 
more than $1.00 per cwt. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3437 


Schedule II (d) (1) Sales of fabricated cuts to hotel supply houses or combination distributors; and 

(2) Sales of fabricated cuts to peddler truck sellers; and 

(3) Sales of fabricated cuts of utility grade only to hotel supply houses and combination distributors by packing 
or slaughtering plants and packer branch houses. 


[All prices are on a dollars per cwt. basis. The price for any fraction of a ewt. shall be reduced proportion- 
ately. The prices set forth herein include the cost of packaging, boxing, and freezing. You may not add 
the additions set forth in sections 42 through 48, inclusive.] 





Prices by grade 





Fabricated beef cuts 2 hace 2 
Com- 


> | . : . 
| , ( : 
Prime | Choice rood mercial 


Utility 





. Round (rump and shank off) -...---.-....-.-- $73.60 | $73. : $69. 60 $64. 20 

2. Boneless rump (butt) | 82. 50 82. 2. 50 70. 90 
3. Hind shank : 31. 20 31. : Su: 31. 31. 20 
. Boneless round | 82. 90 2. 2. j . 72. 50 
5. Inside (top round) | 84. 20 4. 9. 74. 00 
}. Outside (bottom round) 84. 20 84. 84. ¢ 9. & 72. 00 

. Knuckle (face) 84. 20 | ca ba 9. 74. 00 
8. Gooseneck boneless round ; 81.00 | . ; 76. 70 | 71. 00 
9. Strip loin—bone in 146. 40 , 50 | 78. 60 
). Strip loin—boneless 184. 90 . } 99. 20 

11. Tenderloin_- 151. 70 ; 35 i 90 
12. Boneless sirloin (butt) 92. 60 87. 2 . 10 
13. Top sirloin (butt) 119. 20 2. 20 
14. Bottom sirloin (butt) | 73. 80 ‘ 5 ; 55. 80 
5. Boneless chuck - - ---- : . 50 38. 5 38. 50 : | 2.10 
. Boneless chuck (clod out)................-.....-- 35. 50 55. f 55. 50 | . 00 | 52. 00 

. Clod.... ca ieee Seance . 50 50 | 50 2. 2.00 

. Boneless brisket-deckle off Sok ncanlantinnel 3. 10 3.10 | 73. 10 58. 40 | 52. 10 

. Oven-prepared rib. _...-.---- ini el 98. 20 88. 78. 90 17. 90 | 41. 00 

. Short rib : s ee .30 21.3 21.30 21.30 | 21.30 

. Rib—boned rolled and tied ati cool 2. 60 ; 90. 40 . 60 | 59. 70 
2. Short loin—bone in_-_-__-- me ‘ 5. 20 . 60 | . 90 . 90 58. 20 
3. Sirloin—bone in plidaseeont 5. ; | .10 . 00 58. 30 
. Boneless short plate a eee , 39. . 70 .70 39. 70 
25. Cube steaks ‘ saantnil en . 95. 95. 00 . 00 95. 00 
26. Flank steaks 5 a aad cde tae a 67.5 7.50 . 50 57. 50 
. Club steaks—bone in____-__-- : ; a 4 129. 30 | .30 .10 85. 20 

. T-bone steaks—bone in .* ; 129. 30 | 30 10 | 5. 20 
29. Porterhouse steaks—bone in -- - Os 4 129. 30 | 30 10 85. 20 
30. Boneless strip steaks_-___-- an aaa a a Se .20 |} 167.70 60 30 104. 20 
31. Boneless sirloin steaks_.-_----- 1 sseaitos ene tel 97. 92. 10 | . 90 . 60 73. 60 
2. Top sirloin steaks _-__- : 25. é 118. 50 90 96. 00 94. 80 
33. Ground beef—bulk - - ee a 5A. 55. 00 if. 00 55. 00 55. 00 
44. Lean ground beef—bulk !___-.__. 65. 00 i. 00 00 65. 00 
5. Ground beef patties Soir ahee ee sakes inal 0. 60. 00 00 00 60. 00 
. Lean ground beef patties 1____._-- ‘ ae ; 70. 00 70. 00 . 00 70. 00 
Ground boneless chuck - ecseuei ‘ ua 65. 30 | 45. 30 . 30 65. 30 
Stewing beef_. oo ’ : 66. 30 | 66. 30 . 30 66. 30 


If, at any time, a purchaser requests you to sell him ground beef (bulk) or ground beef patties and you 
are unable to supply his demand, you may not sell him lean ground beef or lean ground beef patties at a 
price in excess of the ceiling prices for ground beef (bulk) or ground beef patties. 
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(11) Section 22 is deleted in its entirety and the following new section 22 ; 
substituted therefor: 


Sec. 22. Schedule II I—Boneless beef cuts. 


[All prices are on a dollar percwt. basis. The price for any fraction of acwt. shall be reduced proportionate) 
You may not add the additions set forth in sections 40, 43, 44, 47 and 48.] 





| ] ne 
Zone 1, prices by 
grade 


Boneless cuts | 


All other zones 
| Cutter 
Utility and 

canner 


(1) a (4) 


| 


. Insides and knuckles Compute the zone differential allowance as pro 
| Ee areas ; 3. vided for in section 40. For the purpose of comput- 
. Boneless strips -.------ 2. 3. ing this amount in this instance you must use your 
. Sirloin butts_-___---- : | b | boning plant, or if you do not bone, your selling 
. Regular rolls. = j 76. | establishment, as the distribution point. The 
5. Tenders pao ' . price for each boneless beef cut (to which the appli- 
. Flank steak : 45 cable additions may be added) will be the Zon« 
. Chucks (clod out)_.-_- | 42. | ; price plus 1.4 times the zone differential allowance, 
adjusted to the nearest 10 cents per cwt. 
. Rump Ee | ' For example, if your selling establishment is lo 
. Rounds 2. cated in New York City, the zone differential allow 
Ground beef (bulk) 55, ance is computed by taking 115 percent of the fresh 
2. Ground beef in casings ; 56. meat carload freight rate from Omaha to New York 
. Ground beef patties | City: $2.22 times 1.03 (the actual freight rate is 
. Stewing beef , ; ; 2.22 and the tax is 3 percent). On the basis of 
. Trimmings ‘ present railroad rates, this computed zone dif 
. Sterilized trimmings - -- , ferential allowance would be $2.60 ($2.22 times 1.03 
. Shank meat 5 times 1.15 equals $2.63. This amount when 
’. Tenderloins (military speci- ‘ 4 rounded to the nearest 10 cents, is $2.60). If you 
fications). | wish to determine the price for utility rounds you 
. Lean ground beef (bulk) ! j 5. refer to item 10, column (2) and you find the ce J 
. Lean ground beef in casings. | ; price is $72.00. To this amount you add 1.4 times 
. Lean ground beef patties ! ‘ $2.60, i. e., $3.64, which is rounded to $3.60. Thus, 
. Outsides eed ‘ : the price for utility boneless rounds is $75.60 ($72.00 
3. Skirt steaks plus $3.60). 
| To this amount you may add, either one of the 
special additions listed at the bottom of this sched- 
ule which applies to you and/or the additions in 
| sections 41, 42, 45, or 46, which are applicable. 


| 
| 
| 
| 


1 If, at any time, a purchaser requests you to sell him ground beef (bulk) or ground beef patties and you 
are unable to supply his demand, you may not sell him lean ground beef (bulk) or lean ground beef patt 
at a price in excess of the ceiling price for ground beef (bulk) or ground beef patties. 


SPECIAL ADDITIONS 


(1) If you are a hotel supply house, you may add $1.50 per ewt. to the price listed above. 

(2) If you are a combination distributor not affiliated with a slaughterer you may add $2.00 per ewt. to 
the prices listed above, and if you are a combination distributor affiliated with a slaughterer you may add 
$2.00 per cwt. to the prices listed above on sales to purveyors of meals only. 

(12) Appendix 3 (a) (20) is renumbered 3 (a) (21) and a new paragraph, 
designated 3 (a) (20) is added, to read as follows: 

(20) ‘‘Lean ground beef in casings’? means lean ground beef as defined in Appendix 4 (a) (38) stuffed in 
natural or artificial casings, the total weight of each piece not to exceed 15 pounds. 

(13) Appendix 3 (a) is further amended by adding at the end thereof two new 
paragraphs, designated 3 (a) (22) and 3 (a) (23), to read as follows: 

(22) “Outsides’’: See Appendix 3 (a) (1) for applicable definition 

(23) “Skirt steaks’’ means the elongated diaphragm meat attached to the inside of the short plate with the 
outer tissue or membrane removed. 

(14) Section 23 is deleted in its entirety and a new section 23 is substituted 
therefor, to read as follows: 


Sec. 23. Schedule I1V—Boneless processing beef. Your ceiling price for the 
following listed items of processing beef shall be determined by using the same 
method of computation as provided in section 22 of this regulation, but applying 
the conversion factors listed below: 
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Schedule IV 


[All prices are on & dollars per cwt. basis. The price for any fraction of a cent shall be reduced proportion- 
ately. You may not add the additions set forth in sections 40, 42, 43, 44, 46, 47, and 48.} 


Zone 1 


Item prices 


Prices in all other zones 





1. Fresh or frozen bull carcass—tenders out -- 


| 
| 


| (rounded to nearest 10 cents). 

2. Fresh or frozen kosher boneless bull fore- 61.70 | Zone 1 price plus 1.25 times zone differential 
quarter.! | (rounded to nearest 10 cents). 

3. Fresh or frozen boneless careass other than 57.00 | Zone 1 price plus 1.43 times zone differential 
bull—tenders out. (rounded to nearest 10 cents). 

4. Fresh or frozen kosher boneless beef fore- | 60. 00 Zone 1 price plus 1.42 times zone differential 


$59. 70 Zone 1 price plus 1.28 times zone differential 


quarter other than bull.! (rounded to nearest 10 cents). 


| The prices designated for items 2 and 4 for kosher beef shall apply only on sales to bona fide processors of 
kosher products. If you sell to a person other thant a bona fide processor of kosher products your ceiling price 
for kosher bull forequarters shall be the price of item 1 and your ceiling price for kosher boneless forequarters 
other than bull shall be the price of item 3, and, moreover, you must remove all stamps and designations 
which identify such meat as kosher, 


SPECIAL ADDITIONS 


(1) If you are not a slaughterer you may add $1.50 per cwt. to the prices listed above. 

(2) To the prices designated in items 2 and 4 for kosher beef you may add $1.00 per cwt. where the beef 
is derived from cattle slaughtered in Zone 4a. 

(15) Section 24 is deleted in its entirety and a new section 24 is substituted, 
to read as follows: 

Sec. 24. Schedule V—Frozen boneless beef (4-way military specifications). (a) 
Your ceiling prices for frozen boneless beef (4-way military specifications) shall 
be determined by using the same method of computation as provided in section 
22, but applying the conversion factor listed below. These are f. o. b. plant prices. 


Schedule V 


[All prices are on a dollars per ewt. basis, frozen and packaged. The price for any fraction of a ewt. shail be 
reduced proportionately. You may not add the additions set forth in Article IV, except the addition in 
section 41, if applicable} 


Commer- | 


cial Utility 





- . . eee ao - -_— 


} 
| Choice | Good 
| j 


$82.70 | $79, 80 $72. 60 | $69. 70 
1 price plus 1.45 times zone differential, 
(rounded to nearest 10 cents 


1. Prices for Zone 1--- ‘ | 
2. Prices for all other zones | Zone 


SPECIAL ADDITIONS 


(1) If you are not a slaughterer you may add $1.50 per ewt. to the prices listed above if you made deliveries 
of 4-way beef to the armed forces prior to July 1, 1951. If you made no deliveries of 4-way beef prior to July 
1, 1951, you may not add the $1.50 per ewt. unless you receive specific authorization to do so from the Office 
of Price Stabilization, Washington, D. C. 

In order to receive such authorization you should file a written application, in duplicate, with the Director 
of Price Stabilization, Washington 25, D. C., containing the following information: (i) Your name and 
address, (ii) the location of your plant, and (iii) a statement from your nearest local quartermaster market 
center office, certifying that the boning facilities of your plant are essential to meet military requirements 
for 4-way military beef. You may not add the $1.50 per cwt. unless and until the Director of Price Stabili- 
zation notifies you, in writing, that authorization to do so has been granted. 

(2) If you make a delivery to the buyer by common carrier and you pay the expense of such delivery, you 
may add the actual cost to you of such delivery provided such transportation cost is separately stated on 
the invoice. 

(3) If you sell 4-way beef to a governmental agency or institution (other than the armed forces), you may 
add 10 cents per ewt. to the prices listed above. No beef may be sold as 4-way beef to such a governmental 
agency or institution (other than the armed forces) unless there is affixed to each package a certification by 
an official U. S. D. A. grader showing that such meat has been prepared in accordance with military specifi- 
cations, 


(16) Section 25 is deleted in its entirety and a new section 25 is substituted 
therefor, reading as follows: 

Sec. 25. Schedule VI—Feef, processing (Military specifications). Your ceiling 
prices for beef, processing (military specifications—J A N—B-617 and JAN-—B-—723) 
shall be determined by using the same method of computation as provided in 
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section 22, but applying the conversion factors listed below. These are f. o 
plant prices. 


[All prices are on a dollars per cwt. basis, frozen and packaged. The price for a fraction of a ewt. sha 
reduced proportionately. You may not add the additions set forth in Article IV, except the add 
in section 41, if applicable.] 


Boneless processing beef for Army canned Zone | 


Drinac i 2 
meets Prices in all other zones 


a 
1. Boneless carcass—tender out, utility grade__| Zone 1 ee plus 1.47 times zone differe: 


(rounded to nearest 10 cents). 
2. Boneless carcass—tender out, cutter and | Zone 1 price plus 1.47 times zone differe: 
canner grades. (rounded to nearest 10 cents). 
3. Boneless beef from rounds, chucks, ribs and 7 Zone | price plus 2.0 times differential (roun: 
loins only—utility grade. to nearest 10 cents). 
4. Boneless bull meat—tenders out 3. Zone 1 price plus 1.34 times zone differen 
(rounded to nearest 10 cents). 


SPECIAL ADDITIONS 
(1) If you are not a slaughterer you may add $1.50 per cwt. to the prices listed above. 


SPECIAL DEDUCTIONS 


(1) If the boneless beef has been re,ected by a defense procurement agency or any of its authorized age: 
or representatives, you shall deduct $2.00 per cwt. 
(2) If the boneless beef is delivered unfrozen, you shall deduct $0.50 per cwt. 

(17) Sections 41 (a) and 41 (b) are amended by deleting therefrom the phrase 
“Schedules I, II, III, IV, and VII’ wherever it appears therein and substituting 
therefor the following: ‘‘Schedules I through VII, inclusive.” 

(18) Section 50 (n) (3) is amended by substituting a comma for the semicolo: 
at the end thereof, and by adding the following phrase between such comma and 
the word “or’’; “but in no event shall any defense procurement agency be con- 
sidered a purveyor of meals;” 

(19) Appendix 2 (a) is amended by deleting paragraphs (7) and (8) thereof and 
by renumbering the remaining paragraphs as follows: Paragraph (9) is renumbered 
paragraph (7), paragraph (10) is renumbered paragraph (8), paragraph (11) is 
renumbered paragraph (9), paragraph (12) is renumbered paragraph (10), para- 
grapb (13) is renumbered paragraph (11), paragraph (14) is renumbered paragrap! 
(12), paragraph (15) is renumbered paragraph (13), paragraph (16) is renumbered 
paragraph (14), and paragraph (17) is renumbered paragraph (15). 

Appendix 2 (a) is further amended by adding, following paragraph (15), a new 
paragraph (16) to read as follows 


(16) “‘ Untrimmed loin’’ means the portion of the hindquarter remaining after the severance of the roun 


(20) Appendix 4 (a) (20) is deleted in its entirety and the following new para- 
graph (20) is substituted therefor: 
(20) Short ribs. Short ribs means the portion of the rib cut off in fabricating oven prepared ribs, as des- 
cribed in this appendix 4 (a) (19) and shall include the rib sections of the 6th, 7th, 8th, and 9th ribs. 


Plate short ribs means stripped pieces cut from the short plate up to and not beyond the point where the 
ribs join the costal cartilages (rib cartilages). 


(21) Appendix 4 (a) (36) is amended by deleting from the last sentence thereof 
the words ‘‘and passed for wholesomeness.”’ 

(22) Appendix 4 (a) is amended by deleting Appendix 4 (a) (22) and 4 (a 
(23) entirely and substituting therefor the following new paragraphs (22) and (23 

(22) **Short loin’’ means that portion of the trimmed full loin remaining after the severance of the sirlo 
Coin end) from the trimmed full loin, which shall be obtained by a cut perpendicular to the contour of thy 
outside or skin surface of the trimmed full loin begun at a point which is the juncture on the chine bor 
of the 5th and 6th lumbar vertebrae and continuing in a straight line perpendicular to the contour of t! 
outside or skin surface of the trimmed full loin to and through a point flush against the end of the hip (pir 
bone, but leaving no part of the hip (pin) bone in the short loin. ‘The backbone of the short loin shall includ 
five (5) lumbar vertebrae, one and one-half (144) thoracie vertebrae and part of the 13th rib. 

(23) “Sirloin’’ (loin end) means the thick portion of the trimmed full loin remaining after the severanc 
of the short loin from the trimmed full loin. The backbone of the sirloin shall include one (1) lumbar ver 
tebra, five (5) sacra] vertebrae (the tip or rear corner of the fifth (5th) sacral vertebrae shall have been sawed 
uff in separating the round from the trimmed full loin and flank), and the entire hip bone (ilium). 

(23) Section 48 is deleted in its entirety and the following new section 48 sub- 
stituted therefor: 


Sec. 48. Addition 9—Beef from cattle slaughtered in Zone 4 (a). (a) On sales to 
retailers or purveyors of meals, of non-kosher forequarters or of non-kosher whole- 
sale cut derived from the forequarter obtained from prime, choice, good or com- 
mercial grade beef slaughtered in Zone 4 (a), you may add $1.00 per ewt. to the 
prices specified in Schedule I. 
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(b) For the following kosher beef cuts derived from cattle slaughtered in Zone 
4 (a), you may add (in addition to the amount permitted in section 47 of this regu- 
lation) the following amounts: 


Amount 

Item (per ewt.) 
Brisket _ - ‘ pox ys ttn sb os oa es 
3.00 


2. 00 
Foreshank - ---- . 2.00 


Forequarter and triangle......-...-_--_-_- = ; ececcece coenee - Joenemen ea 1. 50 


(You shall not add these amounts unless the meat is sold to a bona fide buyer of kosher meats and clearly 
shows the appropriate abattoir stamp.) 
(24) Section 10 (a) is amended by deleting the word ‘‘kosher’’ wherever it 
appears therein. 


(Sec. 704, 64 Stat. 816, as amended; 50 U. 8. C. App. Sup. 2154) 
Effective date. This amendment shall become effective on September 19, 1951. 
Note: The record keeping and reporting requirements of this amendment have been approved by the 
Bureau of the Budget in accordance with the Federal Reports Act of 1942. 
Epwarp F. PHE tps, Jr., 


Acting Director of Price Stabilization. 
SEPTEMBER 17, 1951. 


OFFICE OF PRICE STABILIZATION 
TEMPO E, WASHINGTON 


Advance release for use in morning papers 
Monday, September 17, 1951 


Re WHOLESALE BEEF CEILINGS 


(Amendment 6 to CPR 24—Ceiling prices on beef sold at wholesale; amendment 
3 to CPR 23—Live cattle) 


The Office of Price Stabilization today announced new ceiling prices on whole- 
sale beef to restore to packers fair and equitable margins required by law. The 
new prices, mostly representing increases over present ceilings, make up for 
reductions in prices packers are receiving for beef byproducts such as fats and 
hides which cut into their margins under the old ceilings. 

Hide prices have declined on an average of about $3 each since the wholesale 
beef ceilings were first issued last April, while the price packers receive for tallow 
from cattle has decreased on an average of about $2 per animal. 

The new ceilings, OPS estimated, average about 1 cent a pound above the old 
ceilings for wholesale beef sold by the carcass. They are listed in Amendment 6 
to Ceiling Price Regulation 24—Wholesale Beef, to be issued Monday and 
effective September 19, 1951. 

Although wholesale beef carcasses are increased about a cent per pound, the 
ceiling prices of some wholesale cuts—principally round, ribs, full trim loins, and 
chuck from which steaks and roasts are derived—have been readjusted to reflect 
more accurately the relative value of each cut, and include some reductions. 

Ceilings of some of the wholesale primal cuts have been reduced by as much 
as 5 cents a pound for the better grades of beef while other ceilings have been 
increased this amount. 

As a result of higher over-all ceilings and these adjustments in differentials 
between wholesale cuts, OPS estimated the effect of the new ceilings at retail 
would be a rise in retail ceilings by an average of 1% to 2 cents a pound. 

OPS said new dollar-and-cent retail ceilings are being compiled and wil! be issued 
in a few days. Until these are issued, beef retailers will continue to sell under 
existing retail ceilings. 

However, OPS announced that an interim regulation will be issued this week 
to permit meat retailers to adjust their ceilings prices on pork to reflect wholesale 
prices they are now paying. Pork constitutes a major portion of their meat 
business. 

Some meat retailers have submitted evidence to OPS that wholesale prices 
to them have been out of line with their legal retail ceiling, thus forcing them to 
sell pork unprofitably. 

In addition to the new ceilings on wholesale beef, OPS increased the ceiling price 
of the utility grade of live cattle from $21.80 to $23.45 a hundred pounds at 
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Chicago. The live cattle ceiling is the maximum average price packers may pay 
for cattle. 

The Live Cattle Ceiling Price Regulation, CPR 23, is being revised to this 
change in the utility ceiling. The compliance price for all other grades of cattle 
Prime, Choice, Good, Commercial, and Cutter and Canner—remains unchanged. 
This is accomplished by reducing the byproduct credits to reflect lower values 
of fats and hides. ‘This revision will be made by Amendment 3 to CPR 23. 
also to be issued Monday and effective September 19. 

OPS said the increase in the utility grade of live cattle ceiling has been mace 
necessary by the Fugate amendment to the Defense Production Act which 
prohibits a ceiling price on any grade of agricultural commodity at less than 
90 percent of the price for that grade which prevailed on May 19, 1951, just 
before ceilings were placed on live cattle. 

The Utility cattle ceiling is being raised to bring it in line with 90 percent of 
its May 19 price, as determined by the Secretary of Agriculture. 

The new Utility cattle ceiling, plus the increase in ceilings being allowed to 
compensate packers for lower returns from byproducts, which applies to Utility 
as well as all other grades of beef, brings about an increase of 4 cents a pound in 
the wholesale ceiling price of Utility beef carcasses. 

This new Utility ceiling is also reflected in higher ceilings for wholesale cuts 
derived from Utility beef. 

OPS pointed out, however, that less than 10 percent of all beef sold at retail 
is of the Utility grade. 

The following table compares new and old wholesale ceilings for beef sold by 
the carcass in representative parts of the country: 

The prices, by grades, are per 100 pounds (by typical cities in the various 
wholesale pricing zones): 





3 ; | : Commer- Tetiecr | Cutter and 
City Prime Choice | Good | cial Ueilty canner 


Omaha and Denver: 
New...-- Bethe te $57. 20 $55. 20 53. $48. 
Old Siivabbeas 56. 20 54. 20 52. 47. 
St. Louis: 
SS, ae wen 57.90 55. 90 53. 48. § 
cde tented becaenkcl 80 54. 80 2. 47.80 
Chicago: 
eS neenalin 58.00 56. 00 54. 49. 00 
Old eked Kcamterecaal 57.00 55. 00 3. 48. 00 
Fort Worth: 
New..-.-. ; . 58. 80 56. 80 53. 8. 20 
Old eaerinestienad 57.80 5.80 2. ¢ . 20 
New York: 
9.80 57.80 5. 50. 80 
Old eateries wetness .70 56. 70 ; .70 
Los Angeles: 
9.60 57. 60 ‘ 50. 60 
58. 50 56. 50 . 49. 50 





These ceilings include allowance for increased freight rates. 
New and old ceiling prices for major wholesale cuts of beef (Chicago prices in 
cents per pound) are as follows: 


Round | Ribs | FUltrim | Chuck 


Prime: 
Choice: 


Good: 


Commercial: 
TUT ic ciinaciniaie inicdblaisidts heicittiaiadicte tidied cb debeatete naa 
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OPS said there was only one alternative to establishing new ceilings to offset 
decreases in prices packers receive from cattle byproducts. 

This alternative would be to lower the maximum permissible price which 
packers can pay for the other grades of live cattle—Prime, Choice, Good, Com- 
mereial, Canner and Cutter—and for bulls. 

OPS said this alternative was impractical at the present time because, since 
Congress eliminated slaughter quotas, packers have been experiencing difficulty 
in obtaining cattle at the present live cattle ceiling prices. 

‘‘The only practical alternative,’’ the Ageney concluded, ‘“‘is to raise dressed 
beef prices by an amount sufficient to give packers the operating margin required 
under the legislation.”’ 

In establishing the new ceilings, OPS has made a number of other changes in 
the wholesale beef regulation. Several of these changes are designed to prevent 
circumvention of the regulation. 

Among the changes are: 

Sellers are prohibited from repurchasing from a customer any part of a carcass 
or wholesale cut at below ceiling prices. OPS said this would stop evasion by a 
practice which has had the effect of increasing the price of beef to the origina! 
purehaser by as much as $15 per hundredweight. 

Addition of condiments, cereal, eggs, or other ingredients to ground meat con- 
taining beef is prohibited. 

Sellers are required to indicate specifically on their invoices the category in 
which they fall as well as the class of the buver. 

Shippers who sell on an f. 0. b. basis and prepay the freight for which they bill 
the buyer are required to include the amount of these freight charges on their in- 
yoices as separate items. 

Packers and packer branch houses are permitted to sell fabricated cuts of 
Utility beef to hotel supply houses and combination distributors. A new schedule 
of ceilings is established for these sales. 

The nonslaughtering producer’s addition on sales of boneless beef cuts and 
wholesale boneless beef is reduced from $2 per hundredweight to $1.50, the first 
amount having been shown to be excessive. 

A ceiling is provided for lean ground beef sold in casings. 

Governmental agencies and institutions are authorized to purchase four-way 
military-style beef provided it is produced under inspection of official United 
States Department of Agriculture graders. 

An addition of 50 cents per hundredweight is allowed for sales of primal cuts to 
defense procurement agencies to cover costs of special trimming. 


The Cuarrman. As I understand, that is the answer to the infor- 
mation you were supposed to get from Agriculture; is that right? 

Mr. McSweeney. Mes. sir. Mr. Montague is meeting now with 
one of our people, and we will have something a little later, after 
they make their decision. 

The Cuarrman. Mr. Montague is meeting now with counsel in con- 
nection with that regulation. 

Mr. McSweeney. Will the Senator grant us permission to insert 
what may come out of that? 

The CuarrMan. Yes, we will insert what may come from the con- 
ference, because I just do not think the law was completely carried 
out, if 29 percent was used, as was stated here yesterday, and it was 
supposed to be 10 percent. 

(The information referred to follows :) 

OFFICE OF PRICE STABILIZATION, 
Washington, D. C., September 20, 1951. 
Hon. Burnet R. MAYBANK, 


Chairman, Senate Banking and Currency Committee, Senate Office Building, 
Washington, D. C. 

DEAR CHAIRMAN MAYBANK: This is the additional information requested on 
September 18, 1951, regarding the determination of ceiling price for utility grade 
cattle. 

When we first began work on the dollar-and-cent pricing of beef carcasses and 
wholesale cuts, we solicited information from various members of the meat 
industry concerning the present yields of the various grades of cattle and of the 
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different species. We received information from a very representative cero.s 
section of the industry located in practically all sections of the country and rey 
resenting approximately 50 percent of the beef slaughtered in the entire count; 

Information was submitted to us covering 633,954 pounds of utility beef. 
this amount 67,891 pounds or 10.7 percent represented steers; 17,454 pounds wr 

2.8 percent represented heifers; and the balance, 548,609 pounds, or 86.5 perce: 
represented cows. In the absence of any other information to the contrary, j it 
was presumed that for utility grade beef, the distribution between steers, heife 
and cows, as indicated abave, seemed quite reasonable. 

Therefore, when the Secretary of Agriculture sent us a list of the prices f 
utility grade beef which had to be reflected by our wholesale beef ceilings, w: 
used this breakdown to arrive at the live cattle price which had to be reflect; 
for utility grade cattle. For example, we used 10.7 percent times the $24.7 
price for steers; 2.8 percent times the $24.41 price for heifers; and 86.5 percent 
mts the $23.18 price for cows. This resulted in a weighted average price «| 

23.45 for utility cattle, and that is the price reflected in amendment 6 to Ceiling 
Price Regulation 24 to conform with the amendment to the Defense Product 
Act which forbids the maintenance of ceiling prices on live cattle below 90 pe: 
cent of the price received (by grade) by producers on May 19, 1951. 

Respectfully, 


JOHN McSWEENEY, 
M Y . Office of the Special Assistant to the Director. 
Mr. Patmer. Yes, sir. 


The Cuairman.. Mr. Palmer, will you come up and identify your 
self for the record? Will you ‘identify yourself and proceed in your 
own way? 

Mr. Paumer. Yes, sir. 


STATEMENT OF JOSEPH PALMER, STANDARD BEEF CO., 
DETROIT, MICH. 


I am Joseph Palmer. I am coowner of the Standard Beef Co. in 

troit, Mich. 

The CuarrmMan. Do you have a copy of your statement ? 

Mr. Pater. Yes, sir. 

The CuarrMan. Do you want to read it or would you rather have 

made part of the record?) Which would you rather do? 

Mr. Pater. I would like to have it made part of the record. 

The CuarrMan. Without objection, your statement will be printed 
in the record, and you may proceed in your own way. 

Mr. Patmer. All right. 

The Cuaman. If there is anything in particular you want to 
bring out in this statement, you may do so. 

Mr. Patmer. Thank you. 

We are small packers in the city of Detroit and slaughter beef. We 
have no Federal inspection there, so we sell everything right in the 
State of Michigan. 

We purchase all types and grades of beef cattle in markets all over 
the country, as far west as Sioux Falls. 

We have six cattle buyers who are very competent and have always 
been able to do that job for us. 

Since the quotas have been taken off, why, we can’t buy cattle at 
compliance prices. It seems that the m: arket just keeps pushing up 
every day, and for our last month’s production, we operated the first 
3 weeks and we were under compliance, and the last 2 weeks we went 
over compliance. So the whole month’s operation was over com 
pliance. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3445 


Now, I can’t see how cattle prices can come down with everybody 
bidding for the cattle. It only takes about 5 percent more demand 
than there is supply to raise these cattle prices. 

A lot of these slaughterers that didn’t kill too many cattle are killing 
more now, and the established slaughterer that has a certain amount of 
business has to go along and pay the prices they bid for these cattle. 

I think that with quotas everybody would get their equitable share 
of cattle at the ceiling prices. 

We don’t expect the farmers to sell their cattle cheaper. We want 
the producers to have a good price. But we are steadily being pushed 
above compliance prices. 

The CuarrMan. I notice you say: 

I know that the imposition of quotas for slaughter of livestock is not the 
perfect solution for all of our problems of this nature. 

You go on to say that this is the best thing at this time. 

Have you any other thoughts as to how it could be better handled ? 

Mr. Pautmer. It could be better handled with live grading, which 
is too complicated. If we had a man who could grade them alive at 
the stockyards and say: “This is a Prime cattle and the Prime ceiling 
is $37.50; you pay $37.50 a hundred for these cattle.” 

But that isn’t too practical because you haven’t got the trained live- 
stock graders. 

Now, during the last war we had quotas and we had OPA, and when 
there was a good supply of cattle, OPA removed quotas. 

I think that the agency that controls price must control the buyers 
and they must control our buying power. If the supply is not there— 
and the supply is not there because cattle prices are going up every 
day—if there were enough cattle on the market to supply our demand, 
our cattle prices wouldn’t steadily be pushing up, because nothing 
goes up unless it’s a little bit short in supply. It doesn’t take but 
about 5 percent shortage in supply to raise any kind of a live market. 
It doesn’t take 10 or 15 percent; 5 percent can raise that market, and 
it has been doing it day after day. 

I didn’t get the report yesterday, but cattle sold for $40.35 in 
Chicago on Monday. I didn’t get yesterday’s report because I came 
in here yesterday afternoon. 

The CHarmMan. You were not here yesterday morning, of course, 
when it was testified that cattle receipts were vastly improved because 
the grass cattle now are coming on the market. 

Will that have any effect upon it, or do you agree with that testi- 
mony ¢ 

Mr. Paumer. We had big runs Monday and these markets were all 
higher, because anything over 900 pounds can’t go back to a feed lot. 
There is an awful lot of feeding going on. Cattle come to market and 
feeders will bid for cattle, and slaughterers have to bid the same way, 
and they’re Commercial cattle and they're way out of bounds. You 
can take them to the feed lot and feed them. Half of your cattle in 
some of the markets Monday went back for feeding. 

The Cuairman. That is what somebody testified to about Kansas 
City. 

Mr. Patmer. I talked to a buyer at Sioux City. He said he couldn’t 
look at a slaughter cattle until 1 o’clock. They were selling all the 
feeders. Anything a feeder or farmer would buy, went back to the 
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farm. We couldn’t buy slaughter cattle until 1 o’clock, and then we 
had to buy what was left. 

The Cuairman. If you had quotas, they could still buy feeder cattle 
that would go back to the farm ; could they not? 

Mr. Parmer. Yes, they could. 

The Cuamman. That is not going to relieve that; is it? 

Mr. Patmer. I think it would. 

The Cuamman. How would it? 

Mr. Parmer. If there is going to be that much feeding, you can’t 
force the farmer to sell. He is going to sell his cattle or the commis- 
sion man sell the cattle for the farmer, and if the feeder wants to pay 
more, you never put a ceiling on a feeder. 

The Cuamman. That is right. 

Mr. Pater. So if a feeder wants to pay more than the slaughterer, 
and the OPS sees that the prices are going up—in other words, of the 
slaughter cattle, there can be 20,000 cattle at the market and there may 
be only 10,000 sold fer slaughter—and if the OPS and the Depart- 
ment of Agriculture see that the slaughter cattle, even though the 
runs are big but the slaughter cattle runs aren't big, there.aren’t too 
many going to the slaughter, they can cut the produc tion down. And 
if they, cut the production 5 5 or 10 percent, ev ery slaughterer will have 
an equitable amount to buy over his last year’s purchases. 

After all, you’re going on your 1950 base, and anybody that did a 
certain amount of business, if it’s going to help the thing to regulate 
it by cutting it 10 percent, why, it should be regulated to that point. 

We're frozen at our level. "We have to sell at that ceiling and the 
moment we pay more than we're supposed to we are in direct violation 
of the law for going over compliance. 

Now, we have an operation—— 

The Cuarrman. Let me ask you: Do many firms go over compliance 
and violate the law? Do you know? 

Mr. Pater. I think they’re all over compliance right now. We 
went over compliance last month, and it all happened in the last 2 
weeks. We were in good shape the first 3 weeks. We had a 5-week 
accounting period, and when the month was over we were $3,800 over 
compliance on our cattle; on $1,200,000 worth of purchases we were 
$3,800 over; and on our bulls, we were $66 over on $66,000 worth 
of bulls. 

Now, we have an operation of 75 employees. We are located in 
Detroit, the highest wage area of the country, and we have probably 
the stiffest contracts by the teamsters and A. 'F. of L., 630 local buteh- 
ers contract. We have to guarantee every employee 40 hours. We're 
not like Wilson & Co. Now, Wilson & Co. shut down this week to 
stay under that 50 percent so that they can’t be brought to court. 
They’re going to kill 50 percent of the cattle they did last year. We 
have an operation of 75 employees. We have long-lease rentals that 
have to be paid, and we have all our other general expenses. We 
have six buyers that are high-wage men. 

Now, if we want to shut down, which would be our only other alter 

native, we would have to lay everybody off and lose all our personnel, 
or else retain them on the payroll on the 40-hour basis, which is very 
expensive. In our case it would run $10,000 a week to maintain our 
help and our plants. 
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Senator Scuorrreit. Mr. Palmer, did I understand you to say that 
you are slaughtering 5,000 beef animals a month and that you are 
not a federally inspected plant ? 

Mr. Parmer. That’s right, Senator. 

Senator Scuorrret. You have no Federal inspectors in that plant? 

Mr. Parmer. No; Detroit city inspectors. 

Senator Scuorrret. I see. 

Mr. Pater. We are under Detroit city inspection. 

Senator Scuorpre. I am glad to clear that up for the record. 

You said that cattle were selling on the Chicago market at $40.35 
a hundred. Do you know how many cattle sold at that figure ? 

Mr. Paumer. One load. 

Senator Scuorrret. All right. That is the very point I wanted to 
bring out for the record here. 

So many people get the idea, when they hear a top-flight price, that 
that is what cattle are selling for. As a matter of fact, there were 
tens of thousands of cattle in on those markets that sold way below 
that figure. Is that not true? Over the country? 

Mr. Patmer. Well, there were, but there were a lot of them in 
Chicago that brought $38 and $39.50 on Monday. Well, there were 
some of the cattle that brought $39.50 that my buyer told me wouldn’t 
grade any better than Choice; not Prime. 

Senator Scuorpren. All right. I wanted to go into a couple of 
other little matters here, first. 

You say that you could not. buy cattle on that market because feed- 
ers were buying those cattle; that is, you could not. possibly buy them 
and keep in compliance ¢ 

Mr. Pavmer. That’s right. 

Senator Scnorrren. All right. Do you not think it is a good thing 
to have these feeders buy these cattle, because they are going out 
and put from two to four hundred pounds on each one of ‘those 
critters ¢ 

Mr. Pater. That’s perfect. That is a good deal for them to buy 
them to come back later, but when we look at those big runs we’re 
talking about, we haven’t got them. Let’s say we haven’t got that 
many cattle to slaughter there because these cattle are being moved 
around from feeder to feeder. One feeder brings them in and they 
weigh 800; another one brings them in and when he brings them in 
they weigh 900; maybe then they go for slaughter; maybe another one 
picks them up at 900 and feeds them to 1,000. 

These runs are fictitious. The Department of Agriculture shows 
10,000 cattle in this market today. Maybe 20 or 30 percent of them 
go back to feed. Maybe they come back in another month which 
shows 10,000 again. Maybe those same cattle are transferred to 
another feeder. 

The Department of Agriculture runs don’t show the actual 
slaughter cattle. When you see Omaha has got 20,000, Sioux City 
has got 11,000, Chicago has got 14,000, that doesn’t mean that that 
number of cattle are there available for slaughter. 

Senator ScnorerpreL. We down in the big cattle country understand 
that. I am sorry a lot of folks do not, but we understand that the 
cattle that go to market do not all go to slaughter. 

Mr. Parmer. That’s right. 
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Senator Scnorrret. But I am happy that the feeders are picki: 
them up, then another feeder brings them in and another feeder pics 
them up and puts an extra 100 pounds on them, because that simp| 
means that you are going to have more beef over your counters later, 
We ought to encourage that; do you not think so? 

Mr. Paumer. Sure, we should, but then we should in order to 
these packers—any packer, let’s say ; small or large—so he can oper: 
his business like he did, if there aren't enough c: attle right here rig 
now for slaughter, why not have quotas and let everybody ave an 
equitable amount of cattle? We were always satisfied under 
quotas and I think everybody in Detroit was. 

I have clippings here of the Detroit papers, statements of differ 
packers, everyoody in Detroit, and we have about 36 small beef pac 
ers that do nothing but slaughter cattle. No calves, no hogs, jo 
sausage. We're just nonprocessing cattle slaughterers, and that’s 
all we rely on. If we don’t have them at a fair, equitable price, we re 
just out of business. 

Senator Scuorrret. Of course, that is an unfortunate situatio) 
where one concern only does one specialized thing. It is the sa 
thing that happens in the oil-production field, where the producer 
of the crude is not like an integrated company that manufactures a 
lot of the products‘and then gets an opportunity in the commercia| 
fieldgo get a profit on each of those as it goes down the line. 

Mr. Pater. That’s right. 

Senator Scuorrren. Did you know that in probably the secon 
largest market, maybe the third largest market now because of tly 
great flood in the Kansas City area, that at the beginning of this week 
and the end of last week, that the cattle were not selling up to the 
ceiling prices there? 

Mr. Pacer. They probably weren’t the right grade, then. They 
probably weren’t top-grade cattle, then; right 7 

Senator Scuorrret. There was a lot of cattle there. ‘This was thie 
seasonable run time, and as was brought out yesterday, the difficult) 
in the administration of this kind of an act is because they do not take 
into consideration these great fluctuations that occur all over the 
country in these markets. 

You talk about the Department of Agriculture’s reporting not 
truly reflecting what the situation is. ‘That is an administrative 
problem. That is a problem that certainly the producer and the fe! 
low who is on the market that day is not responsiole for. 

But you do not advocate here, or do you, rationing the cattle! 

Mr. Pauaer. Well, in the sense of a quota, sure. 

Senator ScuorrreL. Do you advocate one price for a certain type 
or grade of cattle that comes in so a feeder could not bid up, if he 
wanted to? 

Mr. Paumer. No; that I didn’t say. That I wouldn't say. 

Senator ScHorrren.. Would you go the next step further, then, and 
advocate that on the kill cattle that you would do that? 

Mr. Parmer. Well, let’s say that you would put an overriding 
ceiling on your top grade. 

Senator Scuorrret. And nobody could buy above that ? 

Mr. Paumer. That’s right. 

Senator ScHorrre.. That is what you would advocate in order to 
eliminate some of the difficulties that you are experiencing / 
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Mr. Pautmer. That’s right. Take your prime cattle and put an 
overriding ceiling on it, because if it’s illegal for a packer to buy 
prime cattle above that price, it should be illegal for a producer to 
sell prime cattle above that price. Is that right? 

Senator Scuorpre.. I see your view of it. I do not happen to agree 
with that. 

We have 6,000,000 more cattle this year than we had last year, and 
4,000,000 more last year than we had the year before. 

Mr. Patmer. Still the market steadily pushes up. 

Senator Scuorrren. If we do something in here, Mr. Palmer—and 
I think you will agree with me—by way of administration or other- 
wise that will prevent the poundage from going on the carcasses as 
they come in, on the critters before they go to the kill pens, we are 
simply not going to have the poundage coming on later because that 
is a year or a year and a half, in some cases a 2-year build-up for 
maximum poundage. 

A lot of people are keeping their female herds back for repro- 
duction purposes, because of the high prices. But with this cattle 
price, this cattle population, you are going to find even now we are 
in the throes of a big cattle run in the Midwest and from the South- 
west that is going to hammer this market down. Already it has oc- 
curred in Kansas City. Unfortunately, it is not occurring in Detroit, 
because Detroit is probably not one of the major marketing centers 
of the country. You take Chicago, Kansas City, Omaha, some of 
those places, they are. 

Mr. Paumer. Well, I didn’t hear the Kansas market was low. I 
haven’t tried to buy cattle there since the flood. I haven’t had a buyer 
in there. 

Senator ScHorpreL. It is unfortunate you did not have some buyers 
there. You could have made some good buys the other day. 

Mr. Pautmer. Well, Senator, could I ask you one question ? 

Why are you against prime cattle—which no feeder would pick 
up to put on his feed lot again; it’s finished; you can’t put any more 
on it; it’s as good as you can make it—why are you against an over- 
riding ceiling on the top? 

Senator ScHorpPer. I advocated earlier that if Mr. DiSalle wanted 
to do something about this thing, that he ought to have gone into the 
big market of the United States, the one market that is absolutely 
the top-flight market, Chicago, and established one price for Prime, 
Choice, right straight down. He would have gotten away, in my 
opinion, from a lot of the administrative problems and the difficulties 
when he attempted to go down and establish price ceilings all the 
way down the line. 

I am going to say quite frankly to you that I am absolutely opposed, 
as coming from a producing State and a semifinishing State, from an 
area that produces and raises cattle on the hoof on the ranches and the 
grasslands and then sends them into the market, some for the slaugh- 
terers and a lot of them for the finishers and the feeders, I am against 
establishing one price. If the present administration of the act stays 
on the particular road that they are traveling at the present time, it 
would be inequitable to the farmers and it would certainly be in- 
equitable to a lot of the producers of cattle who cannot produce and 
put the poundage on at the high prices of labor and feed and trans- 
portation. They are running on very close margins. 
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Mr. Pautmer. Well, then, in other words, you think maybe cattle 
prices generally should be moved up in all grades? 

Senator Scuorrren. I think if you have controls completely oi! 
with our cattle population the way it is right now, the prices would 
be lower. 

Mr. Paumer. That’s perfectly O. K. with me. Then if we’re not 
going to regulate the havi ing power, let’s take all controls off, then. 

Senator Scuorpren. I would like to see it tried. You and I would 
agree 100 percent. 

“Mr. Pauaer. Because the way it is, we are in the middle, just like 
I stated to you before. We slaughter nothing but. beef. We’re small 
business people. I came here today to find out what was going to be 
done or what will be done, but we’re just going to be out because we're 
in direct violation of the law of CPR 22 because we’re paying over 
prices for our cattle, and if we shut down we are in just as bad or 
worse shape. 

Senator Scuorpret. Mr. Seal testified here yesterday from Brown's 
Meat Market in East Falls Church, Va. He made a great impression 
on me. He said exactly how he was handling his business, and he said 
that when quotas were off he could supply his trade, and when quotas 
were on he had to go to the big packers and raise his prices to all of 
his customers. 

Now, that has happened right here in Virginia. I get the same 
story from a lot of the small independent packers out in my area. If 
my information is correct, Mr. Palmer, when we had slaughtering 
quotas on, the same difficulty that you are testifying to here now 
was already appearing all over the country. So I cannot bring my- 
self to the realization—that is what I am sitting in these hearings 
for, to try to find the answer to how if quotas are replaced again they 
are going to remedy the situation. 

Mr. Patmer. Well, when we had quotas we bought cattle within 
compliance. We bought them within the compliance range. We 
were not over compliance when quotas were in effect, and that was 
during the months of June and July, probably the shortest season 
for cattle runs of the year. In other words, in the toughest months 
of the year we stayed within the law. Today we’re out ‘of bounds of 
the law by trying to stay in business and slaughter cattle, which we 
have done for the past 10 years. We're in direct violation of the 
law and we know it, and we can’t do anything about it. 

Senator ScHorpre.. I think it is a readjustment that has to be 
made in the administration of this act. I felt and I still feel now, 
that some advantages were given these out-of-market purchasers 
and buyers when they come into the market, as against the buyers 
in that market. They can buy these cattle and move them on. 

You say that the farmer or the producer of that critter’ would 
suffer. He would dollars-and-cents-wise, but there is a situation, in 
my opinion, that is fraught with some administrative inequities that 
will hit fellows like you. I presume that in the Detroit market, as 
I believe some of these gentlemen have testified before, some of the 
purchasers in your market up there are going into New York and 
Pittsburgh. 

Mr. Patmer. No; we haven’t run intothat. We have a small market 
and we have so many packers in Detroit that there aren’t hardly 
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enough cattle. We don’t have hardly any prime cattle in Michigan; 
not very many. We have quite a few choice. But over a period of 
years certain slaughterers buy cattle from certain producers, and that 
pattern has been Followed. So they bring them into the stock yards 
and automatically so-and-so will buy Brown’s cattle. 

Senator ScnorrreL. You do not operate a feeding lot, then, where 
you feed part of your cattle out there? 

” Mr. Paumer. No. 

Senator ScHorpret. I have no further questions. 

The Cuatrman. We thank you very much for your testimony, and 
the newspaper clippings you ad offered will be made a part of the 
record, with your statement. 

(Mr. Palmer’s prepared statement and attachments follow :) 


STATEMENT OF JOSEPH PALMER, STANDARD BEEF Co., DETROIT, MICH. 


I am one of the two copartners that own and operate the Standard Beef Co., 
of Detroit, Mich. We might be termed comparatively small independent packers, 
operating under a city license, with no Federal inspection which would permit 
us to ship our products across State lines. We slaughter and sell beef only, 
supplying every type of wholesale purchaser and purchasing all types and grades 
of beef cattle in the various markets throughout the country. During the month 
of August 1951, we employed 6 highly competent cattle buyers and made pur- 
chases in 12 markets located in 5 different States. 

Our firm has been in business for more than 10 years and we presently slaughter 
approximately 5,000 head of cattle per month. Our staff of employees number 
75. We have one slaughterhouse under long term lease and own another much 
larger plant, with three times the capacity of the first, which we are keeping idle 
because of existing conditions under present regulations. The latter situation 
may be assigned as the reason for the present discussion but, at all events, it 
cannot be denied that it is a very legitimate reason for complaint when the 
situation is not justified by any more important considerations. I also, however, 
am appearing on behalf of the National Association of Independent Beef Slaugh- 
terers, to which organization we belong, in that our problem is one held in 
common with the other members. 

The margin of profit in this industry is and has always been notoriously low 
for the investment and efforts required. Nationally and locally, a gross profit 
of less than 2 percent and a net profit of less than 1 percent is the usual experi- 
ence, Reasonable earnings are based on volume and quick inventory turn-over. 
It requires very little variation or change, therefore, to convert a precarious 
profit into a sizable loss. That change has occurred since the elimination of 
slaughter quotas shortly after the imposition of the price-compliance regulation 
in the purchase of livestock (CPR 23). 

With the regulation of demand for livestock through the control of the amounts 
that could be legally purchased by slaughterers, some relationship was es- 
tablished between supply and demand. During the time the quota regulation 
was operating, it was possible for slaughterers to purchase their cattle at prices 
within the maximums prescribed by the compliance regulation. This took place 
when the supply of livestock was shorter than it is now and without unfair treat- 
ment or underpricing to the raisers of livestock. 

With the removal of slaughter quotas at the end of July 1951, however, it 
has been our experience in all markets, and we believe it to be the national pic- 
ture as reflected by Department of Agriculture statistics, that bidding and buy- 
ing pressure from many sources has increased so that, following natural laws 
of supply and demand, prices of live cattle of all types have risen at a time of 
year when they would ordinarily go down. Even the suggestion of an adjust- 
ment of selling price to slaughterers and wholesalers is enough to make the 
cattle rarket go higher, before the reality ever comes into being. The legitimate 
slaughterer is compelled to meet the higher bids for cattle to obtain any or ob- 
tain nothing and be unable to operate. He is, therefore, between the devil 
and the deep—if he buys at the bid level, he is not only in violation of a regula- 
tion that carries criminal penalties and civil possibilities of an injunction re- 
straining such purchases that would put him out of business but must lose 
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money on every head of cattle that he purchases because his cost would 
exceed his permitted selling price. If he refuses to buy at those prices, he js 
out of business because he has no inventory of salable merchandise. In ¢\\¢ 
latter event, he must face a shut-down involving loss of customers, olss of per- 
sonnel, and financial loss through a substantial idle investiment plus continui: 
costs of rentals, taxes, and maintenance of equipment. His other alternati 
is to stay open or retain his staff and do no business—a rather costly proc 
in the Detroit area where labor, all under contract, receives a high hour), 
wage with a minimum guaranty of 40 hours a week. 

Since the removal of quotas at the end of July 1951, our costs on yearling 
eattle and cows have increased approximately $1.50 per hundred pounds live 
weight. This increase was in addition to prices that were already the highest 
this country has ever known and which were exceedingly fair to cattle raisers 
The resultant increase in cost of the dressed meat was, of course, even greater 
and sufficient to eliminate all margin of profit, create an actual money loss on 
every head of cattle slaughtered and even make the purchaser a criminal in th 
eyes of the law and eixsting regulations, with the grim alternatives previous!y 
noted. 

Let us presume that most businessmen desire to obey the law and let us 
further presume that all businessmen desire to make a profit and not suffer losses 
through their operation. Some few will recover their costs, at any level, and a 
profit in addition thereto. Demand for beef has not abated—if anything, it 
has increased by reason of increased population, more wages available for 
such purchases and the higher level of economy to which the Nation is present!) 
geared. The supply of livestock at the markets is no greater—as a matter of 
fact, the normally expected fall run of cattle to market with the seasonal reduc- 
tion of pasturage has not materialized yet, as it has in the past. Prices, there 
fore, have continued to increase, particularly in the past 2 weeks, so that now 
it is impossible to meet compliance figures or avoid a loss on any purchase 0} 
live cattle. 

I know that the imposition of quotas for slaughter of livestock is not the 
perfect solution for all of our problems of this nature. It is, however, the on|\y 
practical solution available at the present time in that it will ease bidding and 
buying pressure, without unfair results to cattle raisers, and will tend to keep 
livestock prices at a fair level by regulating demand to supply. The method 
has been tested by experience and we know that it worked much better tha: 
present arrangements and developments. In addition, it does not mean any 
reduction in the total volume of beef available for consumption. All the cattle 
will still be purchased, with percentage of quota kill constantly and easily aid 
justable to available supply, but the allocation of that livestock will be consider 
ably more just and in proper channels. It has also been our experience that 
our voluntary allocation of merchandise to all of our customers, varying with 
slaughter percentages and based on their purchases during the same base perio 
serving as our quota base, has been entirely satisfactory to them. 

We serve city and State institutions and established wholesalers, sausage 
makers and retailers of meat in a highly concentrated defense area. We ask 
only that we be permitted to continue to do business, not with a guaranteed rr 
turn of profit but some reasonable opportunity to earn some return on om 
investment and efforts. Unreconstructed rebels as all independent businessmen 
are, we still ask for further regulation, if regulations there must be, by way of 
the imposition of slaughter controls. If it is not practical to limit the selling 
price of livestock at the sellers’ level, then all segments of the slaughtering in 
dustry must be regulated in its demand for and use of that livestock. That 
control, we believe, will help coordinate supply and demand, within the limits of 
human possibilities, will help create more uniform and equitable distribution, 
and will help keep costs from escaping from the pattern of control of relationship 
to necessarily established selling prices. 


[Detroit Free Press, September 15, 1951] 
SHUT-DOWNS FaAcep BY MEAT FIRMS 
(By Arthur Juntunen, Free Press staff writer) 
Widespread shut-downs among Detroit meat-packing plants appeared likely «as 


the result of what operators termed the Office of Price Stabilization’s “strangle 
hold ceilings” on beef. 
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Housewives, meanwhile, viewed almost certain prospect of a hike in the 
retail price of certain beef cuts. 

Most packers, complaining about operating losses, indicated they would carry 
on reluctantly until Price Stabilizer Michael V. DiSalle announces an increase in 
market ceilings. 

This action is expected early next week, adding 1 cent a pound—perhaps 2— 
io the ceiling. 

Nate Rubin, of the United Beef Co., 2426 Scotten, closed shop temporarily at 
il a m. Friday. 

“I simply can’t sell dressed beef until the prices go up,” he declared bitterly. 
“I'm closing for good Monday, unless * * *” 

He said under the present price ceilings packers are selling beef for 58 
cents a pound though they are paying as high as 64 cents. 

He said the trouble can be traced to lack of regulations which permit farmers 
to sell at their own price, while market prices are frozen. 

Rubin said his firm has been taking a loss of $15 to $20 on each steer 
slaughtered in July and August. 

Morris Topple, coowner of the Monarch Packing House, 2496 Orleans, said 
his firm has been considering a shut-down for weeks. 

“We're praying,” he asserted, ‘and we'd be happy just to break even.” 

Topple said sales of rawhide, once a lucrative byproduct, could no longer 
absorb losses in the beef market. 

A - * * o » * 

In August, he said, his firm sold hides for $6,000 less than it could have re- 
ceived for the same volume in July. 

Topple said Monarch will close next week “unless there is relief from Wash- 
ington.” 

Al Ioewenstein, Jr., of Loewenstein & Son, 1945 Adelaide, largest independent 
slaughtering house in Michigan, said his firm was faced with the same situa- 
tion, 

The Loewenstein closing would affect 130 employees who normally process 
600,000 to 700,000 pounds of beef a week. 

Loewenstein said a new market price boost would provide temporary relief 
but no real solution. 


PACKER TO HALT SLAUGHTER NEXT WEEK 


Cuicaeo (AP).—Wilson & Co., a major meat packer, announced it will suspend 
cattle slaughter for all next week. 

The company said it was “forced to reduce its cattle slaughter to not more 
than 50 percent of the cattle slaughtered for the same period 1 year ago,” 
hecause of Government price regulations, 

Cattle slaughter will be resumed September 24, Wilson said. 


31g PacKER Srops ALL SLAUGHTERING 


Cnicago, September 17 (UP).—Wilson & Co., one of the world’s largest meat 
packers, announced today it would suspend all beef slaughtering for 1 week 
beginning Monday and blamed the shut-down on price ceilings. 


PACKER HAtts CATTLE KILLING 
SHUTDOWN AT WILSON’S TO LAST 1 WEEK 


Cuicago, September 15 (UP).—Wilson & Co., one of the world’s largest meat 
jickers, announced today that it will suspend all beef slaughtering for 1 week 
beginning Monday and blamed the shut-down on price ceilings. 

The company said future week-long slaughtering shut-downs will be announced 
in each accounting period of Office of Price Stabilization. These periods are 
from 4 to 5 weeks long. 

In a notice posted for its Chicago employees, Wilson said current prices paid 
or cattle in this area are above ceilings. 
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The company said that “in order to comply with this regulation and 
avoid the risk of heavy fines and severe penalties,” it is forced to reduce its 
eattle slaughter to “not more than 50 percent of the cattle slaughtered for the 
same period 1 year ago.” 

A spokesman for the United Packinghouse Workers (CIO) said the union 
is “tired of getting caught in the middle of these squabbles between the manaxe- 
ment and Government.” 


to 


[Detroit Free Press, September 18, 1951] 
PACKERS See No RELIEF IN BEEF Boost 


Detroit meat packers adopted a watch-and-wait attitude Monday toward the 
new penny-a-pound average hike in wholesale beef prices. 

They were watching skeptically to see if the higher prices approved by the 
Office of Price Stabilization would be wiped out by higher cattle prices in the 
stockyards. The boosts go into effect Wednesday. 

Some of the packers said they were waiting to see if they would have to close 
down to avoid “further losses.” 

The wholesalers agreed the cent-a-pound boost in the price of carcasses to 
retailers and up to 2:cents in cuts of meat is not enough to offset their losses 

But they didn’t think a further boost in OPS ceilings would help out the sitnu- 
ation. 

All of the packers blamed their dilemma on the free market where they must 
buy their cattle. 

“We have to buy in a competitive market, and sell in a controlled market,” 
said Al Loewenstein, Jr., of the Loewenstein Packing Co., 1945 Adelaide. “We 
ean’t raise our prices to the retailer, but we have to pay more for cattle.” 

Morris Topple, a partner in the Monarch Packing Co., 2496 Orleans, said there 
is a chronic shortage of beef. 

“If you're going to get any cattle to slaughter, you've got to bid high prices,” 
he said. 

The packers’ solution to the problem was for the OPS to clamp slaughtering 
quotas on the industry again. 

The quotas, dropped in August of this year, provide that only a stated monthly 
percentage of the cattle slaughtered last year be killed in the same month of 
1951, 

This keeps buyers from skyrocketing prices on surplus beef, they said. 

Topple suggested that the Government should find some way to control the 
farmer's price as well as the packer’s price to the retailer and the consumer. 


[The Detroit News, September 16, 1951) 
PacKErRsS DeLay SHUT-Down, AWarr OPS PRICE MOvE 


A rise in wholesale beef prices expected Monday apparently will forestall shut- 
downs threatened by many small packers which would have cut Detroit’s beef 
supply drastically. 

But even if the price rise is granted, packers’ protests against price-control 
regulations will cantinue. 

The packers insist they are caught in a squeeze that can be loosened only by 
a policy of no controls at all, controls all the way down the line, or a return to 
slaughtering quotas restricting packers to percentages of their 1950 kill. 


SAY LOSSES TO CONTINUE 


Otherwise, they say, they will go on losing money, even if they get a price- 
ceiling rise. 

Local packers received telegrams Saturday from their Washington representa- 
tives saying Price Administrator Michael V. DiSalle had promised to increase 
the ceilings Monday. The amount could not be determined. 

Until this word came at least two small packers had planned not to open 
Monday and several others insisted they would close later this week. Large 
packers said they might be forced to close within a few weeks. 
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Since 90 percent of the meat consumed in Detroit is processed here, a sharp 
decrease in the city’s supply would be inevitable. The packers threatening shut- 
down produce more than 30 percent of the meat processed here. The five large 
packers produce about 60 percent. 


OFFERS SOLUTION 


Victory Packing Co., which had planned to close Monday, said through its 
secretary-treasurer, Jack Goose: 

“A price rise will not help much. Without quotas, the small packer is not 
getting a just share of the available livestock at reasonable prices, which would 
permit him to sell the finished product for reasonable profits. But we will keep 
operating and see what happens.” 

Goose said his company’s losses had amounted to several thousand dollars a 
week since early August. 

Cohen & Levenberg Beef Co. has been losing more than $4,000°a week, according 
to Sam Cohen, one of its owners. The company processes about 600 head of 
cattle a week and loses nearly $10 on each head, Cohen said. 

Earl Fitzgerald, executive secretary of the Food Industry Committee, said 
packers “are in a bad way. Obviously they cannot continue this way long. 
The effect of shut-downs would be widespread, extending to Michigan farmers.” 


BLAMES CEILINGS 


S. Loewenstein & Son, through Alfred Loewenstein, Jr., said: “The meat 
packing business is the only industry that cannot pass on to the consumer its 
increased costs. The ceiling on prices we can pay for livestock does not have 
the intended effect of a ceiling on the prices for which the farmers can sell. 
It reduces the supply, drives livestock into the black market.” 

There is no ceiling on prices for which farmers can sell livestock, only on 
prices packers can pay, and on prices they can charge. 

Packers say the system favors farmers, to the detriment of the packers. It’s 
the result of the “powerful farm bloc in Congress,” they contend. 

In addition to this situation, the packers have been hit by a sharp decline in 
tallow and hide prices, for which various reasons are assigned. With selling 
prices on beef fixed, the drop in the tallow and hides market has cut a big slice 
from gross income. 

The tallow market has dropped nearly 50 percent, the hides market nearly 30, 
in the last 2 months. 


WANT QUOTAS 


The packers believe a return to quota restrictions would be the best solution, 
if they cannot get effective ceilings on the farmers. 

“Quotas are O. K.—everybody could get a fair share,” Nate Rubin, president 
of United Beef Co. said. 

Meanwhile, the Detroit Office of Price Stabilization (OPS) issued a statement 
intended to soften another beef—about regulations prescribing standard beef 
cuts for all retail shops. 

The regulations are “based on common-sense practices and intended mainly 
for the protection of the customer,” Philip A. Hart, district OPS director, said 
Saturday. 

“It is true Ceiling Price Regulation 25, authorizing standardized cuts, may 
alter the method by which the butcher markets these cuts,’ Hart said. 


CUBED STEAKS CUT 


“The butcher is prohibited from precubing steaks, except in Utility or Com- 
mercial grade beef. The reason is to make sure that the buyer of cubed steaks 
gets precisely what he pays for. It would be virtually impossible to identify the 
crade of a steak after it is cubed. 

“Butchers may not preroll rib meats, except in the Utility or Commercial grade 
heef—for the same reason.” 

Hart conceded that the regulation has caused the disappearance from butcher 
shops of the tenderloin cut—“or the filet mignon, as it is known in some circles.” 

But this is no longer a marketable item in retail markets, Hart said. 
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The Crarrman. A staff member has been going into this sup))ly 
situation. He has been studying it for some time at the request of 
the committee and, if it is agreeable, Senator, I would like to have 
him make just a short statement. 

Senator ScHorpre.. Yes. 

Mr. L’Hevrevx. I was in Chicago investigating on the day that 
the latest regulation came out. I was kind of curious about how | 
industry people felt about it. That was the first news we had of 
there in the newspapers. 

We asked a lot of medium and large packers there in Chicago and 
they all said: “My God, that’s going to push the prices up.” 

I said : “How do you reach that conclusion ¢” 

They said: “Well, they are forgiving anybody from compliance if 
they kill 50 percent or less of their former slaughter quotas.” They 
said: “What they are going to do is that they are going to go out— 
in order to keep their customers and not let them go to others—tliey 
are going to go out and pay whatever they have to to get the cattle 
and when they get the 50 percent they will stop, because then they 
won’t have to follow regulations, but that tends, of course, to push 
the price of live animals up.” 

One question I asked several of them was: “After all, if you are 
slaughtering only 50 percent, aren’t you going to lose a lot of busi- 
ness as compared to your past record?” 

They said: “Mr. L’Heureux, we can tell you one thing: It means 
an awful lot to us to stay in business and to keep our customers. We 
‘an’t under the regulations the way they are now drafted. They tend 
to push us out of business eventually. Many of us are slaughtering 
under 50 percent now. If all the packers go out and purchase up to 
the 50 percent at the price they will have to pay for it, live animals 
are going up.” 

They made the flat prediction that this would push the price of 
live animals up. 

The Cuatrman. It has gone up, has it not? 

Mr. L’Hevrevx. It has gone up; yes. 

The Cuatrrman. The next witness is from the National Farmers 
Union, Mr. Baker. 

Mr. Baker, will you come up, please ? 


110 


STATEMENT OF JOHN A. BAKER, LEGISLATIVE SECRETARY, 
NATIONAL FARMERS UNION 


The Cuamman. Without objection, Mr. Baker’s statement will be 
made part of the record. 

Will you proceed in your own way ? 

Mr. Baxer. Thank you, sir. 

Mr. Chairman and gentlemen, I also have brought with me a state- 
ment of the Farmers Union inflation control program, which I offer 
also. 

The Cuatrman. Is that pertaining to meat ? 

Mr. Baker. Yes, sir, it’s part of the background. 

The Cuarrman. I mean, it does not concern anything but just beef 
regulation ¢ 

Mr. Baker. Yes, sir. 
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The Cuarrman. The reason I ask that question is that we have other 
subcommittees, as you know, going into other phases. 

Mr. Baxer. This one is in ’the record of one of those. 

The CuHamman. Which one? 

Mr. Baxer. The one on the Capehart amendment. 

The CuatrmMan. Does it concern the Capehart amendment? 

Mr. Baker. It concerns inflation. 

The CHarrMan. It ought not to be in this hearing, if it is in the 
other. All these hearings will be put together. There is no reason 
to put it in this one. 

You say they did put it in the other record ¢ 

Mr. Baker. That is right. 

(The statement referred to will be found on page 3187). 

Mr. Chairman and gentlemen, we feel that a part of the back- 
ground of an inflation control program and consideration of an in- 
{lation control program at this time is a knowledge of two of the 
important current economic facts related to farm and food com- 
modities. 

The first one of those is that prices received by farmers have been 
dropping for each of the last 6 months. Over that same period there 
has been no change in the retail price of food, which means that the 
processors’ and distributors’ margins have increased as farm prices 
have fallen, without any benefit to the consumer, during that same 6 
months. 

The second fact that is important as background to your considera- 
tion is that as farm prices have fallen, the prices the farmer have had 
to pay, the cost of production goods and family living goods, have 
been rising six points, one point for each of the last 6 months. 

The Farmers Union recommends reinstatement of livestock slaugh- 
ter quotas. We see it as a method, a necessary means of protecting 
legitimate small packers from the very large packers, on the one side, 
who can outbid them, and from the fly -by-night, Johnny-come-]: ately, 
quick-fortune type of packers that have a way of developing in situa- 
tions of this kind. 

Quotas, we think also, are essential if we are going to maintain dur- 
ing this period of emergency and unsettlement some sort of orderly 
marketing of meat, so that our marketing structure will not be all 
torn up after the emergency is over. 

I will be glad to answer any questions you gentlemen have. 

The Cuarrman. The substance of your statement here is that in 
the end it helps more packers ? 

Mr. Baxer. That is part of it; yes, sir. 

The Cuarrman. Other representatives tell us it will not. 

You say here: 

In recommending that authority to impose slaughter controls be restored, 
Farmers Union is aware of the fact that some of those who oppose this form 
of control contend that slaughter controls operate to restrict the total quantity 


of livestock that farmers may market. Properly administered slaughter con- 
trols, however, do not have this effect. 


If they were properly administered. I would not intend to suggest 
Mr. DiSalle has not ae inistered it properly but, certainly, compli- 
ance, from what Mr. L’Heureux has stated, and from what some have 
told me, seems to have had more effect on it than the quotas. 
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Do you agree with that? 

Mr. Baker. Where errors are made or where the program is set up 
in a way where it can’t possibly work either way, either intentionally 
or unintentionally, I mean to say, the quotas can work hardships, 
Those hardships can be ironed out within a very short time by the 
administration, if it wants to. 

The object of quotas is so that a packer, like the witness who just 
preceded me, has an opportunity to get his according to his base. 

The Cuatrman. Get his share of the meat coming to market ? 

Mr. Baker. That assumes we are not going to always have to be 
in this business of having both consumers and packers ready and 
willing to buy more meat than is in existence. If we were, we would 
probably have to—if we thought we were looking forward to 100 
years of having to do that thing, then we would probably think it 
would be better to work out some other system. 

The CHarrman. I agree on that. But at the same time the popula- 
tion of the country is increasing and the consumption of meat is in- 
creasing. You have more demand for the cattle, which forces the 
price up. 

Mr. Baxer. You went a little fast for me. I don’t know whether 
I turned all those corners with you, or not, Mr. Chairman. 

The CHamrMan. I just meant that the population has so vastly in- 
creased; we will all admit that; some 20,000,000 in the last 10 years, 
and the per capita consumption of meat is based on that increased 
population; is that correct? 

Mr. Baker. No, sir. The per capita consmuption pretty well moves 
with what economists call consumer income. 

The CHatmrman. Yes, that is true. That has even increased more 
than the population ? 

Mr. Baxer. The population could double. 

The CHarrMan. I understand in this particular instance consumer 
income has certainly increased as much as the population. 

Mr. Baxer. I am not sure of the exact figure. I have them here in 
my book, if you would like me to quote them for the record. 

The Cuarrman. I would like to have them, if you can get them, if 
you have them right there. 

Mr. Baxer. Just because population increases 

The CuarrmMan. I understand that, but with the increase in this 
population since 1940 the consumer income has also increased. 

Mr. Baker. That’s right. 

The Cuarrman. That is all I am interested in. 

Mr. Baker. That’s correct. 

The CxuatrMan. So, in reality, you can take either the consumer 
income or the population in this particular instance. 

Mr. Baxer. Although in some of the years in between it was 
dropping quite a bit. It fell from a high in 1947. 

The CHatrman. As you well know, representing the Farmers’ 
Union, the farmer’s income, from the Department of Agriculture 
statistics, has been going down steadily. It has been falling off since 
last fall. 

Mr. Baxer. Every month in the last 6 months the price has 
dropped. 
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Senator Scnorrret. So, Mr. Baker, that means when it leaves the 
farm seller, the intermediary costs have been tacked on. I happen 
to be one who believes that the dropping of those agricultural pro- 
duction prices for the last 6 months for the producing : sectors of agri- 
culture ought to have been reflected some place down the line to re- 
duce some prices at the purchasing end, but it apparently has not 
shown up. 

Mr. Baxer. You would think so. 

Senator ScHorpPeL. I am just an old country boy, and that is the 
way he looks at things. 

Mr. Baker, we had some markets in the last week in the United 
States where you could not sell cattle, all the cattle that were rolling 
in there. If you have quotas, what are you going to do about the 
farmer, the producer of cattle, who moves three or four truckloads 
in there for 300 or 400 miles—and out in my area we truck them into 
Kansas City, 355 miles from right north of my farm out there. You 
catch a time when the quota is on and the packers say: “Well, we have 
exceeded our quotas,” or now some of them are going to say: “Well, 
we are not going to kill only 50 percent. We will just go out of the 
market, we will shut down for a few days, and then pick it up.” 

Who is going to take care of that shrink and that cost to that man 
who has trucked them in there? And that is terrific. 

Mr. Baxer. Unless the quota were set up wrong in the first place, 
there would be another packer there to take those cattle. 

In other words, the quota is a breakdown of an estimated total. 
If that estimated total was made correctly, there would be a packer 
there to buy it. Maybe not the one who usually bought them, but 
there would be a packer’s representative to buy them. 

Senator Scuorrrent. Then how do you account for some of those 
cattle being held over for as much as 2 or 3 days? 

Mr. Baxer. The quotas have been taken off, as you know, Senator, 
so that the quotas couldn’t possibly be operating in this situation now. 
We don’t have slaughter quotas, as I understand it. 

Senator Scnorrre.. There were times in there when hog purchasers 
went out in the countryside and purchased hogs. In my little home 
town we had a fellow loaded up with almost 300 hogs that he thought 
he could move on in to the packers, and he held onto them for 2 or : 
weeks. He threw up his hands and said: “I don’t want any more of 
this, because I can’t park these like I park my automobile in an alley 
or in the block. They eat; they must be taken care of.” And those 
costs added up. That is what your cattle producer is afraid of, be- 

cause he has been subjected to that. 

Mr. Baxer. Is it your impression that we have ceiling prices and 
slanghter quotas on hogs? 

Senator Scxorprer. No, but I say it even happened on hogs out in 
our area, and it has happened on cattle. Now we are getting into the 
grass runs of cattle now. 

Mr. Baker. Was that on account of quotas? I mean, I’m having 
a little difficulty following the question. ; 

Senator Scuorpren. Cattle quotas. 

Senator Moopy. When did this happen, sir? 

Senator Scnorpret. This happened when the quotas were on on cat- 
tle, but I said it even happened on hogs out in my area. 
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Senator Moopy. Has it happened recently ? 

Senator Scuorpret. I have not checked it recently, but that was 
before we got into this series of hearings. 

Mr. Baker. My question in trying to understand your questicn, 
it had to do with hogs, and my understanding was we’ve never |i 
in this emergency, anyway, any slaughter quotas on hogs. So I was 
having a little difficulty following you. 

Senator Scuorrret. All I can say is that the fellow who went 
out and bought these hogs and who put his cash money in thei, 
found out, when he went to move them in to the packers, the packers 
said: “Well, our quotas are all filled with cattle and stuff. We can’ 
take these, so you will have to move some place else with them.” 

We have had numerous instances where cattle sellers go to market, 
where some of the quotas were filled, in some of the smaller areas of 
packing, and they had to hold those cattle over or reconsign them 
or retruck them on into other larger markets. 

Now, that is what a lot of these farmers are afraid of in these 
slaughtering quotas. We do not know what is going to happen. 

These big slaughtering concerns say : “We’re going to quit this week; 
maybe start up next week ; to stay under 50 percent.” 

Now, frankly, we do not know what is going to happen. 

There were quotas on hogs, I recognize that, in May, June, and 
July. 

I probably misunderstand your question. You were wondering 
whether there were slaughtering quotas on hogs? 

Mr. Baxer. I was just trying to interpret your question so that | 
could try to answer it, sir. 

Senator Scnorrret. There were slaughter quotas on hogs, yes. 
Certainly, there were out in our area. 

Mr. L’Hevrevx. Yes. 

Mr. Baker. Your question, now, it might be well if you would re 
peat it, sir. 

Senator Scnorrret, I was wondering what is the farmer going to 
clo or the seller of cattle going to do when he moves into a market wit) 
the slaughtering quotas on and he has to hold his cattle over for 2 or ’ 
or4days. He is simply going to have to take a loss, is he not? 

Mr. Baker. The chances are that he will not be required to do that, 
if an error was not made in establishing quotas. 

Senator Scnorrret. What section of the country are you from / 

Mr. Baxer. I am from Arkansas, sir. 

Senator Scuorrret. No disparagement meant by that, but whe: 
you talk about the cattle markets like Kansas City and Omaha, Okla- 
homa City, Forth Worth, Dallas, and up in the Chicago area—In 
Kansas City the other day, with those runs in here, it was testified to 
here yesterday cattle were not selling at ceiling prices and they had to 
hold some of those cattle over. 

Senator Moopy. Was that the other day, Senator Schoeppel? That 
is the thing I have not been able to get clear. You talk as if that is a 
current proposition. If that is so, it could not be the quotas because 
the quotas have not been on. 

Senator ScnorrreL. But the point is, if quotas were on it would 
be multiplied. We are now getting it from the standpoint that we 
have what we call seasonal cattle runs. The cattle moving in now 
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from the Southwest and the Midwest are from the grass-fed areas. 
You are going to have big runs, and I put in the record yesterday an 
article from the Christian Science Monitor which predicted lower 
meat prices because of the runs that were going in and because of the 
large cattle population. 

With quotas on, I think it would be exaggerated, the difficulties 
would be exaggerated now from what they would normally be. 

Mr. Baker. Those quotas, presumably, if they were accurately made, 
would cover that problem. 

Senator Moopy. Quotas, as I understand it, Senator, are supposed 
to be based on the actual run of cattle. They merely divide the actual 
run of cattle among the slaughterers. 

As I understand, the purpose of the quota is to take the actual ship- 
ment that comes in, whatever it may be, and divide that fairly among 
the various packers. 

Is that correct, according to your understanding ? 

Senator ScHorPpeL. I will be ver y frank with you, Senator Moody. 
I have been confused as to how they are really administering this. 
Suppose in the Kansas City area people truck in, say, 10 or 15 truck- 
loads of cattle, and that is a very common occurrence for one man to 
maybe send in three or four or five carloads in big runs. Suppose all 
those packers in there exceed their quotas, and suppose he had to rel 
on a Chicago packer to buy them; maybe they have to be allocated 
or something. Well, that farmer who is in there, that producer of 
livestock that is in there, he is the man they charge, send the tickets 
(o for the additional expense of all that. That quota situation in there 
has aggravated his present situation, especially in these cattle run 
times because when cattle are ready to go to market they have to go 
to market and that is where inequities s develop. 

I say that the administration of the act, without being critical, it 
is an impossibility, in my opinion, to keep up with the fast-moving 
tempo of these market changes. 

For some unexplainable reason maybe the word will go along the 
erapevine that I want to hit the Monday or the Tuesday markets, 
and here they come. Then, when they get there, they might find 
something else has developed. If they have to hold them over to 
readjust on the quotas, that fellow bringing those cattle in there is 
the one who suffers. 

Mr. Baker. Quotas cover, as you know, a longer period than just 1 
day, so it would be very seldom that the situation that you have de- 
scribed would occur, even in case of mistakes in setting quotas. If 
it were done on an hour-to-hour basis you might conceivably be cor- 
rect. I don’t think they set them up on an hour-to-hour or day-to-day 
hasis. So that it would be only as you got toward the end of a fiscal 
period, it might be 2 weeks or a month or whatever the quotas are set 
on, it would be only as you approach the end of that that this limitation 
would be of any consideration at all. 

Senator ScHorrreL. Well, men who have followed it very carefully 
would disagree with you on that. I do not know what the answer is on 
the administration of this type of an act. I just know that the small 
packers generally are afraid of these quotas and do not want them. 
know that the producers of livestock and the feeders of livestock 
generally are absolutely opposed to them. They are the fellows on 
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the practical end who raise them, who have their money in them, and 
who hope to get their money out with a small profit. 

Mr. Baxer. Well, I’m sure that is true, the ones that must have 
talked to you. The ones who have talked to us appear to have taken 
the other view, Senator. 

The witness who just preceded me is a small packer and his point 
of view more or less reflected that of a number of those who talked 
to us. 

Senator Moopy. I have had protests from small packers. 

Senator Scuorrret. I have no further questions. 

Mr. Baker. There are a number of things that have not quite come 
out in our discussion, and that is that the quota system is about the 
only way stabilization officials say that they know to prevent the ce- 
velopment of black markets, the guys who use tree limbs to string up 
these carcasses for slaughter purposes, clear outside health regula- 
tions; not only outside the price ceiling regulations, but outside health 
regulations, and all the others, so that you’re liable to get diseased 
beef, poorly cured beef, and what-not, going into not only intrastate 
and intracity distribution, but also into interstate distribution, con- 
trary to Federal meat inspection laws. 

The Cuarrman. We thank you so much for you statement. 

Mr. Baker. Thank you, gentlemen. 

(Mr. Baker’s prepared statement follows:) 


STATEMENT OF JOHN A. BAKER, LEGISLATIVE SECRETARY OF THE NATIONAL 
FARMERS UNION 


Farmers Union recommends that the Congress approve S. 1928 which amends 
the Defense Production Act to restore the authority to establish quotas on the 
quality of livestock that individual packers may slaughter. Behind this re 
ommendation is a firm conviction that equitable and fair distribution of meat is 
almost as essential as an equitable and fair distribution of steel, copper, and 
other raw materials industry requires to produce the weapons and other items 
needed for our defense effort. Food is basic in our defense program. The price 
stabilization effects of our increased production of meat may be partly or fully 
dissipated unless the increased supplies we do produce are distributed fairly 
among consumers and the military is able to obtain its requirements. 

Farmers have a definite stake in any controls—such as slaughter controls 
which enable meat packers, small as well as large, to be in a position to obtain 
a fair share of livestock marketings. If meat packers cannot obtain their fair 
share of livestock that is marketed, they must restrict their operations and in 
some cases even go out of business. If they discontinue operations, there are 
serious problems in resuming operations. Any reduction in the number of meat 
plants has serious implications to farmers from the long-time viewpont. It 
means a further degree of concentration in the meat packing industry—a con 
eentration which already has gone too far. It generally means a shut-down of 
the small packers who help preserve the degree of competition that now exists 
Small packers financially do not have the same ability as large packers to sur 
vive the squeeze. ‘Farmers need these small packers so that they can obtain fair 
prices in those years when demand falls off. All of us know what kind of 
prices farmers would get if there were only a few firms to bid on their livestock 
We have learned from bitter experience that small processors are important in 
our food-processing industry in the same way that the family-size farm is in ag 
riculture. 

Farmers are bending every effort to increase production of meat and other 
foods in 1951 to meet the requirements of the present emergency. As far as 
meats are concerned, we know that there are definite limits as to the extent to 
which meat production can immediately be increased. As a result, there will 
not be enough meat to fill all needs. One solution to this lack of balance would be 
to let the meat flow where it may. We could do the same thing as far as other 
scarce materials, such as copper, steel, and zinc, are concerned. But we know 
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that this is not the right way to handle the problem of scarce supplies because 
of the serious repercussions that it can have on our economy. It is essential, 
therefore, that we take positive steps to provide fair and equitable distribution 
of all scarce items. 

If we are to achieve equitable distribution of meat, the logical place to start 
this action is at the level of the slaughterer. Slaughterers are the key point 
through which our meat supplies flow. On the one side, there are the thousands 
of livestock producers who sell live animals. On the other side, there are the 
thousands of wholesalers and retailers who buy meat. In between is a relatively 
small number of meat slaughterers who deal with both groups. An equitable 
allocation at this key point in the form of allocation of live animals to slaughter 
ers does not in itself guarantee that there will be an equitable distribution of 
meat at the wholesale and retail levels. But we do know that we have a much 
petter chance of achieving fair and equitable distribution of meat supplies at 
the wholesale and retail levels with a system of slaughter control than without 
one. This results because quotas make it possible for each slaughterer to obtain 
an equitable and continuous supply of live animals. He, in turn, can provide 
a regular supply to his customers. Slaughterers are not placed in a position 
whereby they obtain too many animals one week and too few the next week—a 
situation which disrupts their operations and raises their operating costs. 
Within the normal pattern of livestock marketings, slaughter quotas enable 
individual slaughterers to operate on a relatively even keel rather than on a 
shortage and glut basis. 

One further fact that argues in favor of the restoration of slaughter quotas 
is that they can be of considerable help to the military in obtaining its meat 
requirements. Our fighting men need more meat than civilians. When livestock 
supplies are distributed inequitably between packers and the supplies that do 
come to individual packers vary widely from week to week, military procure- 
ment becomes a more difficult problem. 

In recommending that authority to impose slaughter controls be restored, 
Farmers Union is aware of the fact that some of those who oppose this form 
of control contend that slaughter controls operate to restrict the total quantity 
of livestock that farmers may market. Properly administered slaughter controls, 
however, do not have this effect. If they did, Farmers Union would not be here 
today advocating their restoration. All these controls do is provide 
whereby the total supply that is marketed for slaughter during any 
period (such as a month) is divided fairly between individual slaughterers. 
Naturally, in fixing these monthly quotas it is necessary to make accvance esti 
mates of the supplies that will be marketed, using the best available information. 
These estimates are subject to error in that they can be too high or too low. 
Proper administration requires prompt adjustment of such quotas whenever 
more up-to-date information shows that the earlier estimates are out of line. 

The Farmers Union, on numerous occasions, has strongly urged that the Con 
gress and the Administration take vigorous steps to stabilize prices. Inflation and 
its aftermath injures farmers just as it does other producers and consumers in 
our economy. It will take a long time to erase from the memories of farmers 
the low farm prices, the farm foreclosures, and the other havoc wrecked by the 
1929 “boom and bust,” as well as the severe drop in farm prices after World 
War I. The President and oflicials Charged with responsibility for price stabil 
ization have maintained that they need authority to impose slaughter controls 
for adequate price control of meats, a current critical spot in price control. If 
these officials are to be given the responsibility to combat inflation, it seems 
only logical that they also be given adequate tools with which to do the job. 


The CHatrman. Mr. Stanley Ruttenberg, from the Congress of 
Industrial Organizations. 
Mr. Ruttenberg, will you come up? 


a means 
specified 


STATEMENT OF STANLEY H. RUTTENBERG, DIRECTOR 
DEPARTMENT OF EDUCATION AND RESEARCH, CIO 


The CHarrman. Without objection, your statement will be made 
® part of the record, and will you proceed in your own way? 

Mr. Rurrenserc. I appear here today, sir, on behalf of the Con- 
gress of Industrial Organizations. I am director of the department 
of education and research. 
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I want to make it clear at the outset that I am not a farmer. | \)) 
not speaking from the standpoint of a producer, distributor, slaw,\)- 
terer of livestock. I am speaking purely as a representative of « 
sumers who are faced day in and day out with buying meat on 
open market. 

I can summarize my statement very briefly into five major points. 

1. It is our feeling that an over-all stabilization program eat 
be effective without effective controls on beef prices. 

As you know, there is a Wage Stabilization Board in existence. 
The trade-union groups and the CIO, particularly, along with other 
labor organizations, have submitted to the concept of wage stabiliz- 
tion. But they have said that wage stabilization must be premised 
upon effective control of the cost of living. Effective control of the 
cost of living means control over beef prices. If beef prices cannot 
be controlled, there can be no sound control over the cost of living 
and, consequently, there can be no effective over-all stabilization pro 
gram; no sound way, therefore, to control the inflationary pressures 
that exist and will continue to exist. 

It is our feeling that the elimination of beef slaughtering quotas 
makes it more difficult to control beef prices; consequently, more difti- 
cult to control the cost of living; consequently, more difficult to have 
an effective over-all stabilization program. 

We feel that these slaughtering quotas are necessary because witli- 
out them we get a maldistribution of beef from community to com 
munity and area to area where the slaughterers are located. Without 
beef slaughtering quotas the pressures to maintain price ceilings, 
those price ceilings on livestock that are now in existence—that is, 
the averaging method over the month—are more difficult to main 
tain, because if a slaughterer is faced with a herd of cattle that has 
been brought in for marketing, if he knows that there is no quota on 
the amount which he can slaughter, that is, if he will be permitted 
to slaughter more than he has normally slaughtered in relation to 
the total beef slaughter of the country in the past year, he will be 
inclined to bid over the so-called ceiling price that exists, in the hope 
that sometime later during the course of that month he will be able 
to average out. 

I think it has already been testified to this morning by the small 
meat packer who appeared in the beginning that he is having difficulty 
finding, at the latter part of the month, cattle that he can buy under 
the ceiling price in order to compensate and average out over thie 
month. 

The CHarrMan. Not to change your trend of thought at all, but if 
you do not mind being interrupted, have you thought much about the 
compliance end of it? You heard what was said here about that / 

Mr. Rurrenperc. Yes, sir. 

The Cuarrman. What would be your judgment? Would you agree 
with what Mr. L’Heureux said, that that 50 percent compliance did 
tend to force beef up? Do you believe that we could have some com- 
pliance ? 

Mr. Rurrenserc. Yes; I think the order that was issued on the 5th 
or 6th of September by OPS, that in effect eliminates slaughterers 
from compliance with price ceilings if they slaughter less than 50 per- 
cent, unquestionably is a move in the direction of higher prices for 


beef. 
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The CuatrmMan. That is what I think, too. I agree with you. I 
think that is what OPS did unintentionally. I do not think they did 
it purposely. 

Mtr. Rutrenserc. I am not here to defend OPS, because I think 
many things that OPS is doing are improper. But I think, in this 
connection, they are almost forced into this situation by the fact that 
there are no beef-slaughtering quotas permitted. I think, when Mr. 
DiSalle said and when Mr. Eric Johnston and others have said that it 
will become much more difficult to have effective price control over 
beef if we don’t have slaughtering quotas, this is what they are talking 
about. 

It will be much more difficult, certainly, to impose and maintain a 
price ceiling if there is no quota, because the moment that an indivi- 
dual packer or slaughterer can bid over the ceiling and not be required 
to stay within a certain quota of slaughter, he is going to continue to 
bid as high as he can, up to that 50-percent amount, and then stop. 

Senator Moopy. As I understand you, you feel that it is vital to 
control the price of beef because it is a very important item in the 
cost of living ? 

Mr. Rurrensere. Yes. 

Senator Moopy. And ifthe stabilization program is going to include 
wage controls, then the cost of living must be kept down. Is that your 
main point ¢ 

Mr. Rurrenserc. That’s true. 

Senator Moopy. That if you allow the price of beef to run away, 
then you cannot expect the economy generally to be stabilized; is that 
true ¢ 

Mr. Rurrenserc. That’s correct. 

Senator Moopy. So, however difficult it may be to effectuate some 
of these purposes—and I believe it is very difficult and very compli- 

cated—nevertheless it is necessary to do as effective a job as possible? 

Mr. Rurrenserc. That's right, sir. 

Senator Moopy. I am sorry I will not be able to hear the rest of 
your testimony, but I have to appear on the floor of the Senate. 

Mr. Rurrenserec. I might elaborate just a bit, that we can’t actually 
have control over inflation, we can’t have effective wage stabilization, 
if we can’t control the cost of living. 

The CHarRMAN,. | agree with what you say, but what I am trying 
to find out, Is there any way that we can control these prices without 
slaughter quotas? I did not vote for slaughter quotas, but from the 
people L have heard testify, it appears to me that this c ompliance order 
was a mistake. I have been impressed with the thought that OPS 
might put some ceiling on each type or grade of cattle in Chicago 
and stabilize them, but I am well aware that you cannot stabilize wages 
without stabilizing prices. On the other hand, you cannot stabilize 
farm products if they keep going down every quarter as the Depart- 
ment of Agriculture reports. 

Mr. Rurrenserc. I think the point you make is perfectly sound, 
Senator Maybank. I would put it this way: 

It is essential to control the cost of living and it is essential to 
control beef prices if we are going to have an effective stabilization 
program. 

lhe Cuatrman. You have to stabilize everything. 
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Mr. Rurrenserc. I am no expert on beef-slaughtering quotas, 
am no expert on meat packing. I am no expert on beef. }3 | 
think from the standpoint of our organization, the labor organizatio, 
of the CIO, this job is not impossible. It’s difficult; it is exceeding) 
difficult, but let’s find some way to do it so that we can have an effectiy, 
over-all stabilization program. It is to that that I direct myself. 
not to the details of how you do it. 

The CHarrman. I understand. 

1 am like you; I am no expert at all. I am just trying to find oy 
what the facts are. 

Mr. Rurrenserc. I think some of the experience of the last wa 
period during OPA and, certainly, some of the experience we can look 
forward to now, will indicate that without slaughtering quotas we ar 
going to have black-market prices. 

The Cuarrman. But in the last war with slaughtering quotas w 
a pretty rough time. 

Mr. Rurrenserc. Certainly, one of the effective ways of avoid ig 
the black markets and one of the ways we kept from having as m ann 
black markets as they had in other countries was through this proces: 
of slaughtering quotas. 

Now, even with them we had black markets. 

The CuHatrmMan. We had too many of them. 

Mr. Rurrensere. I think that it can be said that, without them, we 
probably would have had considerably more. 

Certainly, with licensing of slaughterers and with other factors, you 

can help to control the bhi ick-market operations, but I think you need 
every single weapon at your command to stop the black mar kets. You 
need slaughtering quotas; you need licensing; you need price ceilings: 
and you need strong and effective enforcement day in and day out 

I think we ought to go one step further. I think the OPS ought t 
do immediately ‘what it is authorized to do in the Defense Productio: 
Act, that is, disallow payments over price ceilings as a cost. factor for 
tax purposes. I think the moment we begin to go that far in terms of 
enforcement we're going to stop some of the black-market operations 

The Cuairman. T hey have that authority now. 

Mr. Rurrenserc. They have that authority and I think they oug 
to use it. 

The CHatrrmMan. I am in a peculiar position, somewhat similar 
you. You say you are no expert, and Tam no expert. I am trying to 
tind out, because if there is one thing I am against, just as you are an 
Senator Schoeppel and all of us are, it is inflation that will destroy 
the wage earner, the farmer, and everybody in the end. 

I wish the OPS would use their present power to catch these people 
in the black market and I wish they would do something about the so- 
called compliance orders. 

Mr. Rurrensere. I think there are just one or two other small points 
that I should like to make. 

I think one other thing we ought to keep in mind is that all of the 
people I have talked to about this problem say beef-slaughtering 
quotas act not only to distribute the beef properly but they act to aid 
the sms all business and the small slaughterer. 

The Cuairman. Yes; I noticed your’statement. 

Mr. RurrenserG. When you get into the problem of setting quotas, 
you set them in terms of permitting each and every legitimate existing 
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Jaughterer, to buy up that amount of beef that is in proportion to the 
total crop of livestock on the market. And when you do that, you 
enable each and every single individual slaughterer to get his share. 
But without quotas some of the big packers can come into the market 
and bid over ceiling, because they can hope to average out later, they 
can bid over ceiling, take up the excess over and above their own 
normal amount of slaughtering and thereby prevent many of the 
smaller packers from getting the beef which they ought to have to 
slaughter. 

[ think, certainly, there are arguments on both sides of this ques- 
tion. I have heard people argue, as I think one of the witnesses yester- 
day argued, that it is beef-slaughtering quotas which prevent the 
small-business slaughterer from actually being able to get beef to 
sell. 

The Caarrman. That was Mr. Seal from Brown’s Meat Market. 

Mr. Rurrenserc. I have been wondering about that. I wonder 
whether Mr. Seal was talking about supplying the people in his area 
with more beef than he has normally been supplying them with. If 
that is what he is talking about, certainly beef-slaughtering — 
will prevent him from doing it, and they should prevent him from 
doing it, because I think the’ purpose of this is to enable each single 
individual slaughterer to continue to produce and slaughter the same 
amount of beef that he has always continued to slaughter. 

I think one other point, which I will just made in conclusion, is 
that if you examine the price situation on the Chicago market you 
will find that from mid-July through the end of August there was 
a price increase of beef steers sold at first hand, as shown on page 
3 of my statement. The price increased from $35.55 to $36.89, an 
increase of 3.8 percent. 

Now, how can you get that 3.8-percent increase in beef steers on 
the market except, first, through failure to enforce the price ceilings 
on livestock ¢ 

The Carman. They had the authority in July to put the ceilings 
on, and they put the ceilings on and set them. 

Mr. Rurrenserc. They put the ceilings on but they were unable 
to enforce them because packers were permitted to bid above the 
ceiling if they just averaged it out later in the month. Now, as long 
as they bid over the ceiling, the prices go up above ceiling, and show 
up as an increase of almost 4 percent over this period. 

Now, one of the reasons that slaughterers have been able to bid 
over the ceiling and hope to average it out later is that there has 
been no restriction on the amount of beef they can buy. When they 
see a good herd coming in, a good run coming in, they rush in to bid 
at a price over the ceiling, giving them a quantity over and above their 
normal quantity, and there is no w ay to enforce the price ceiling that 
exists under those circumstances. 

I think it would be far easier, in terms of enforcement, to enforce 
the price ceiling if you had beef-slaughtering quotas in existence. 

I think that summarizes my general statement that will be imtro- 
duced into the record. 

Senator Scuorrret. Mr. Ruttenberg. I have been looking at your 
statement on page 3. Have vou confined that strictly to the cattle 


that were slaughtered in the Chie: ago market or all eattle that went 
in there ? 
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Mr. Rurrenserc. Sold at first hand, which would be all the «+ i1J. 
that went in there. Iam not sure, but I think it would involve fev (ers 
who would be buying in addition to the slaughterers. 

Senator Scnorrret. I know. That is the point I want to make. | 
know that involves all cattle that went in there, and you must adit, 
I am sure, that there are feeders in there who are competing for yoo 
heifers, good Angus, good Brahmas. They know that they can (ake 
them back to those corn plots in Iowa, in Indiana, and back in Ne- 
braska, and they can put poundage on those. They will bid up for 
them in order to get them because they have feeding practices whereby 
they put the additional poundage on. We ought to encourage ||) 
because that is going to make more beef in the next several mouths 
down the line. 

I rather suspect, without critcizing you, but this is a kind of falla- 
cious picture unless we do point out that you have at this time of 
the year, when your grass-fed cattle are coming in, highly competitive 
positions on the part of the feeders who are going to feed them out full 
or semifeed out and they bid up for them. If I were on the market, 
that is just what I would do, but I would not buy serubs. I would 
pick those choice animals out from my experience over long years, 
and that is why that price differential starts up. 

Yet, in Kansas City this week you could not sell cattle with those 
runs at ceiling prices on one day in there, and people held those cat- 
tle over and they are going to take a loss on some of those cattle. A 
loss under the ceiling prices that they assumed when they rolled them 
in by the truckers and on the Santa Fe and the Union Pacific and all 
those railroads moving in there. 

I think you will admit one thing, too. Naturally, I come from an 
agricultural area. You represent a great group of folks, fine people, 
who fit into the economy of this country, who work for wages, and 
you want to get the best wage possible, a 40-hour week, and time and 
a half for overtime, and all that. 

There is no time and a half for overtime for the farmer or producer 
of these cattle, and the only wages he can get in the world are the 
wages that are represented in the price of the commodity that he sells. 
When the farmer puts that animal in his feed lot, or when he goes 
out and puts it in the herd and raises it from the ground on up and 
then goes to market with it, that represents wages to him. 

The index here shows that for the last 7 months, starting into the 
seventh month, he is still in a tailspin as to what his over-all price 
index is. 

So, anything that we do on this entire administrative picture that 
mitigates against the ultimate price that he can get in a competitive 
market hammers his wages down. Yet, he has to pay standard wages 
to every man he hires. He goes in and he buys the feed, the grain, the 
hay, the soybean pellets, the cottonseed from my good friend’s area 
that finishes them on out, and all those go in. 

This picture is not as rosy, Mr. Ruttenberg, as a lot of them would 
have you believe. 

The thing that I am afraid of is that anything that first deters 
competitive bidding at the market place—as I get it, you rather advo- 
cate or you probably lean strongly to one price for each grade at 
the market place and no more. 
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Mr. Rurrenserc. I am not so sure that that is possible, because of 
grading problems. ; 

The Cuatrman. You said yourself it is difficult. 

Senator ScHorpre.. It is a difficult situation. I know you realize 
that and I realize it. These seasonal runs that we get, that is when 
the farmer takes his ribbing. 

Mr. Rurrenserc. May I make a point or two in connection with 
what you have said ? 

Senator ScHorrret. Yes; you can, sir. 

Mr. Rurrensere. First, I get the impression from what you are say- 
ing that you are opposed to price ceilings for livestock. 

Senator ScHorrreL. No. I said at one time, and I still say, that if 
we have to have controls that I would have much preferred to have 
picked out the one major market in the country, say, Chicago, and 
established a ceiling there for Prime, for Choice, for Good, for Com- 
merical, right straight down, and have left all this intermediate 
folderol out that is causing us a lot of this difficulty. Then the man 
could have anticipated that when he goes into that Chicago market. 
He could have built his herd up—that is, his feeding herd up—to hit 
that highest possible market, and you would have gotten away from 
all of this other difficulty. But we did not get it; we did not get that 
type of administration. 

As we have it now, I do not want the farmer or the producer to go 
in and be subjected to these run periods, packers’ quotas being filled, 
dropping off for a week, forcing the farmer or the man who brings 
those cattle in there to hold those cattle over for 2 or 3 days, taking 
the shrink and all of that and the feed bills that are handed him. 

Mr. RurrenserG. There is no question but that the farmer earns 
his income through the sale of the livestock which he produces, and 
he ought to get a good, fair, and adequate price, because that is his 
wage. That is what he lives on, in terms of the money he derives 
from the sale of his product. Therefore, our organization has been 
one that has continually supported the concept of parity payments 
to farmers. We think that parity represents a good and fair and 
equitable price to the farmer. 

I am not so sure, though, that 135 percent of parity, which is ap- 
proximately what these beef prices are today, doesn’t supply the live- 
stock farmer with a pretty fair, substantial income. Consequently, 
135 percent of parity, I think, is an adequate and generous level at 
which to place a price ceiling. 

Therefore, if I interpret what you say correctly, I would not sup- 
port the idea that the price that results through competitive bidding 
now should be permitted to go about present livestock prices. I think 
that would be giving the livestock farmer an even more generous in- 
come than he is now getting at 135 percent of parity. 

One comment further. You have been referring continually to a 
decline in the farmer’s income. Certainly, we had a peak farm-income 
level of 1947. In 1948, 1949, and 1950, farm income fell off from the 
1947 peak; 1950 income, however, was higher than 1949 farm income; 
1951 income of the farmer is beginning to slide off a little. 

But let’s not confuse ourselves when we use over-all farm-income 
figures. We’re talking in this instance about livestock farmers. Let’s 
examine what happened to the income of livestock farmers as con- 
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trasted to the cotton farmer or the fruit and vegetable farmer or the 
citrus farmer or the dairy farmer. 

I think we would find, if we would examine it individually, that 
the livestock farm income has not been following the same pattern of 
decline as the dairy farmer’s income or the citrus farmer’s income. 

So, let’s not be confused about what is happening to livestock farm- 
ers by referring only to over-all farm income. 

Senator ScnorrrenL. | am sure you are aware of the fact that about 
96 percent of the farmers raise cattle, livestock, and I am sure you 
will also agree with me that the great bulk of the cattle do not come 
from the Big K Ranch, Triple X, and a lot of those places. They 
come from these little farms that send 25 or 30 or 50 head every year 
to this market. That is why I pointed to the wage factor. If you 
just pick out beef alone, then I would say to you in the great automo- 
bile industry, well, there is a Cadillac. There are a lot of losses down 
the lines, so that the farmer has to depend upon getting a pretty good 
figure upon some one or two of his operations to break even, or back out. 

Mr. Rurrenserc. You see, the difficulty is that an automobile 
worker who works on producing a Cadillac in the automobile industry 
gets eA nay A the same wages as the worker who works on pro- 
ducing a Henry J, Kaiser, or one of the Small cars, a Ford car or a 
Chevrolet car, while the farmer gets a different income from the 20 
head of cattle he sends to market than he gets for the wheat he might 
send to market or for the corn he might send or for any other product 
which he might send in to market. 

I am saying, if you could separate out that farmer’s income and 
separate what he gets from livestock, he is doing fairly well as con- 
trasted to what he might be getting from other forms of income. 

Now, if you are saying that we ought to give that farmer a higher 
and higher price for his ‘livestock so that he can make more and more 
income off livestock to compensate for the lesser income he is making 
from the other products he might be sending to market, then I say 
that isn’t the fair way to approach it. That’s penalizing the eaters of 
beef to give the farmer an income exclusively from one product and 
not from all his products. 

Senator Scnorrren. Of course, I recognize that the appetite of the 
American people for beef has gone progr ressively up, as they get more 
wages. 

The Schoeppels do not buy as much beef as they did before. Why? 
It is too doggone high. We just do not buy it. 

With this cattle population coming in here, you are going to find 
that this market will go down. It either has to be eaten or it rots. It 
cannot be kept. You cannot park it. 

Mr. Rurrenserc. I wonder what the explanation is, though, for 
the fact that beef in cold storage over the past year, from July 1950 
to August of 1951, has increased some 42 percent. Now, has that been 
because of consumer resistance to high beef prices? If so, the resistance 
hasn’t produced a lower price for beef. Or is it brought about by 
people who are building up worn inventories in the hope of further 
price rises at a later point # I don’t know. But it is interesting to 
note that we had 60,000,000 pounds of beef in cold storage in July of 
1950, and we had 85,000,000 pounds of beef in cold storage in August 
of 1951. 
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Senator Scuorrre.. I am glad storages are piling up, then, because 
it is going to completely kick over and explode the theory that the 
farmers have been holding the cattle off the markets and have gone on 
a sit-down strike. It has gone in there some place. And it is strange 
to me—and it is all right, in some respects—but that must be pretty 
high-priced beef in there, if they put all these wage increases, trans- 
yortation costs, and all those things that are going to be added onto 
it when it goes over the butcher’s counter. 

Mr. Rurrenserc. All I am saying is that it might be well for the 
committee to look into why that beef is in cold storage. 

Senator Scnorrren. I think that isa good point. 

The Cuairman. I think that isa good point. 

Anything further ? 

Senator ScuorrreL. No further questions. 

The Cuarrman. Thank you. 

(Mr. Ruttenberg’s prepared statement follows :) 


STATEMENT OF STANLEY H. RUTTENBERG, DirectoR, DEPARTMENT OF EDUCATION 
AND RESEARCH, CIO) 


The prohibition of livestock quotas imposed by section 101 of the Defense 
Production Act—usually referred to as the Butler-Hope amendment—is under- 
mining the Government's attempt to control retail-beef prices. 

This measure tends to disrupt the normal flow of beef and to direct beef 
supplies from regular channels, 

It encourages slaughterers to outbid each otfer in order to expand their busi- 
nesses—wWith resultant maldistribution, price boosts and black marketeering. 

Many small beef slaughterers are now caught in a squeeze and threatening 
to shut down. 

The entire beef price control program is in danger of being wrecked. 

The elimination of beef price controls—combined with the inability to effec- 
tively control other food prices under the present law—would mean the end of 
any serious attempt to control the cost of living in this emergency period. 

There can be no equitable wage stabilization without controls over living 
costs. 

The destruction of beef price control would undermine all other aspects of 
economic stabilization. 

The number of cattle on the ranches and feed lots has been increasing in recent 
years. But it has not increased fast enough to meet the demands of this national 
emergency. 

The demand for beef is high. The potential demand is yet greater, as a result 
of increased full-time employment and rises in total personal income. 

The elimination of slaughter quotas means the end of a normal flow of beef 
to legitimate slaughterers in all parts of the country. It means that beef on 
the hoof will go to the highest bidder. Without effective ceiling prices on live 
animals, the prohibition of quotas permits slaughterers to engage in almost 
unlimited bidding. 

Unlimited bidding on scarce commodities will boost prices. Beef prices will 
continue upward unless firm controls are applied. 

We should not single out beef or any other individual item for special price- 
rising privileges, When we are attempting to stabilize the economy. And we 
cannot do so without the danger of wrecking the entire stabilization effort. 

Wholesale and retail ceiling prices on beef cannot stand under the pressures 
of almost unlimited bidding by slaughterers. The upbidding of prices of beef 
on the hoof has already cracked ceiling prices. OPS has announced beef-ceiling 
price increases within the past few days. 

The slaughter quotas provided an important method for maintaining beef 
price controls. They assurred all legitimate slaughterers—big and small—that 
they would receive a fair share of all steers sent to the market. 

The quotas did not aim at holding down the amount of beef slaughtered—as 
claimed by some. The quotas were designed to give each legitimate slaughter 
house the same percentage of live animals going to the market in a given month 
as the slaughterer received in the base period of 1950. 
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The purpose of the slaughter quotas Was equitable distribution. This ny 
is necessary to maintain a normal flow of beef supplies to legitimate slaught: 
in all parts of the country. It is a restraint on the upbidding of prices. 

Without slaughter quotas, some slaughterers are able to get larger su 
than last year; others get smaller supplies. 

Slaughterers, in effect, are invited by the quota prohibition to bid up 
prices in order to divert larger supplies to themselves in the hope that the) 
pay less in the following weeks and average out their price at the OPS ce 
price. The over-all effect is to increase the prices of beef on the hoof. ‘| 
procedure also encourages black market slaughter operations—diverting 
out of normal channels to black market slaughterers for restaurants and h 
that are willing to pay above-ceiling prices. 

The prohibition of slaughter quotas, which went into effect August 1, 
resulted in price rises that are still continuing. Prices for steers by Chi 
area slaughter houses increased 3.8 percent from mid-July to mid-Septen 


Prices of beef steers sold of first hands 


Chicago market 
{Prices per hundred weight—all grades combined] 
Date, week ending— Price | Date, week ending— 
ON ae eke $35. 55 Aug. 23, 1951 
July 26, 1951 y ee DG. IE oe 
Aug. : 5 8 Sept. 6, 1951 


Aug. 9, 951 ; Sept. 13, 1951 
Aug. 


The ial trend of live animal prices—caused by the elimination of slaughter 
quotas—has disrupted normal price relationships between beef and by-products 
for legitimate slaughterers. 

The effects of these prices and the disrupted flow of beef supplies was reported 
by the Wall Street Journal for September 13: 

“In Detroit, Jack Goose, secretary-treasurer of Victory Packing Co., says his 
company probably will halt cattle slaughtering after this week. ‘We've lost 
several thousand dollars a week since the first part of August,’ he adds. 

“Samuel Cross, president of Philadelphia’s Cross Bros., thinks his company 
may have to shut down ‘in the next couple of weeks.’ Already its cattle-killing 
operations are 20 percent to 30 percent below normal. 

“In Cleveland, the Earl C. Gibbs Co., which used to distribute over 400,000 
pounds of beef a week, has been shut down since Monday. The Koblenzer (o., 
and the K. C. Giles Co. of the same city are planning to close at the end of the 
w eek ; several other firms there are thinking about the same step. 

‘* * * Some packers contend ceilings on livestock prices—the prices they 
pay—aren’t effective because they aren’t imposed at the farm, but at the 
market place. They say they can’t buy enough cattle at legal prices to make their 
beef operations pay. 

“A few packers complain that last month’s removal of slaughtering quotas 
has diverted a stream of cattle to black market operators, thus tightening the 
pinch. Among these is the small Skyway Meat Packing Co., Inc., of Newark, 
N. J.” 

Not only is the beef price control attempt threatened with disaster, but the 
entire beef slaughtering industry is being disrupted by the upbidding of prices 
and maldistribution of supplies. 

Many legitimate small beef slaughterers are threatened with extinction. Lezgit- 
imate slaughterers who also butcher hogs, lamb, and poultry are in a position 
to maintain profitable operations from their non-beef departments. 

Allocation controls have been placed on many commodities in short supply. 
Those who talk of increased production as the magic answer offer no solution 
for the present. Their proposal will be reasonable only in the future when the 
actual supply will increase. But we live today and must live during all the to- 
morrows before the increased supplies are at hand. 

It is similiar with beef. The slaughter quotas were an allocation method 
for the equitable distribution of beef that acted as a restraint on the upbidding of 
prices of beef on the hoof. 

Certainly, we need an increase in our cattle herds. But it takes about 3 years 
from the birth of a calf to the slaughter of the steer. The coming 2 or 3 years 
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of defense build-up necessitate an over-all program to curb inflation. In this 
national emergency, there is no just reason for singling out beef for special 
exemption from control. 

We of the CIO do not hesitate to admit that there are shortcoming in the OPS 
program to control beef prices. So long as the price of beef on the hoof is not 
effectively controlled, the program will always be endangered. Stricter enforce- 
ment of OPS regulations is necessary. 

But to pull out the underpinnings of the retail beef price control program is cer- 
tainly not an aid. And to throw the beef slaughtering industry into confusion 
helps no one but the black market operators. 

Beef price controls are an essential part of an economic stabilization pro- 
cram. The prohibition of slaughter quotas should be removed as a necessary 
step ot strengthen the effort to control retail beef prices. 


The CuarrMAN. Without objection, I am going to place this state- 
ment from the Farm Bureau in the record. 
(The statement referred to follows:) 


The last sentence of section 101 of the Defense Production Act of 1950, as 
amended, provides that “No restriction, quota, or other limitation shall be placed 
upon the quantity of livestock which may be slaughtered or handled by the 
processor. , 

The Congress has been asked to consider legislation to repeal this prohibition 
on slaughter quotas. As an alternative to repeal, which would, in effect, give 
OPS complete discretionary authority to establish slaughter quotas, S. 1928, by 
Senators Capehart and Maybank, would authorize the President to ‘provide for 
distribution of each species of livestock among the processors of such species by 
reasonable measures designed to assure each such processor his normal share 
(based generally on slaughter during the year 1950) of 100 percent of the 
volume of that species of livestock for slaughter for civilian consumption.” This 
bill also provides that “the volume of slaughter by each processor shall not be 
so great as to prevent other processors from obtaining such normal share.” 

Sponsors of slaughter quotas contend that they are necessary to help prevent 
black markets and run-away prices in livestock and meat. 

We do not believe that slaughter quotas should be established for the following 
reasons: 

1. The volume of livestock available for slaughter to individual packers and 
markets varies daily, weekly, monthly, seasonally, and yearly. The accompany- 
ing table 8, which shows the federally inspected cattle slaughter at certain mar- 
kets as a percentage of total Federal slaughter by months for 1948, 1949, and 
1950, indicates the extent of this variation. In 1948, for example, Chicago’s 
share of the total varied from 8.2 to 9.4 percent. On the basis of average monthly 
receipts this would mean a variation of 12,994 in the number of cattle slaugh- 
tered at Chicago in a single month. Greater variations occurred in the pro- 
portion of the total slaughtered at other markets. This situation is due pri- 
marily to supply and demand at the various markets. The supply of animals 
that will be shipped at any given time, or to any given market, is affected, among 
other things, by production trends, by price movements, and by feed and weather 
conditions in the different areas. The arbitrary imposition of slaughter quotas 
will interfere with the movement of livestock needed to satisfy consumer needs. 

2. Any attempt to allocate slaughter quotas to individual establishments on 
sole previous historical base is impractical, unfair to certain producers and 
processors, would lead to gross inefficiency, and would legalize restraint of 
trade. In order to have slaughter quotas that might be expected to work in any 
reasonable degree, it would be necessary to make accurate advance estimates 
of livestock receipts at each market for each slaughter period. It is obviously 
impossible to achieve a high degree of accuracy in such estimates. Quotas freeze 
operations of packers on a relative basis, regardless of whether or not the volume 
of business handled in the base period was normal, and without proper allow- 
ance for changing conditions. In recent years, the Justice Department has 
brought complaint, alleging that certain large meat packers have engaged in 
monopolistic practices, including sharing of the market. We do not know 
whether these complaints were justified, but we do know that farmers do not 
want the Government to force the packers to engage in a monopolistic practice. 

5. Enforeed sharing of the market, under Government edict, would discourage 
production of livestock by farmers and ranchers. It would mean less meat for 
consumers because it would add another important hazard farmers and ranchers 
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must consider in their operations. For example, if an individual livesto, 
producer or feeder should be so unfortunate as to have livestock on the marke 
at a time when one or more packers had filled their quotas, the chances gy, 
very great that competition for his livestock would be reduced to such an extey; 
that he would be forced to accept a price far below that which normal tnarke 
relationships would indicate for his particular grade of livestock. At times 
slaughter quotas would necessitate reshipment of such livestock and diversioy 
of other livestock to more distant markets at added cost. Added costs yyy 
be paid by producer or consumer, or both. They cannot possibly be in thp 
interests of either. 

4. Experiences with slaughter quotas under the Defense Production Act, pricy 
to the enactment of legislation prohibiting such controls, indicated that quotas 
of this type are unworkable and serve no useful purpose. 

The accompanying table 1, showing cattle slaughtered under Federal inspe 
tion at 32 centers in 14 regions, shows conclusively that cattle slaughtered 
dropped from 91.9 percent the week ending June 2, 1951, compared to a ye; 
earlier, to 60.5 percent the following week when packers were under ho 
quotas and compliance requirements and continued at less than normal through 
the balance of the period slaughter controls were in effect. It also shows 
conclusively that in certain regions such as the New York, Newark, and Jersey 
City area, the percentage of slaughter compared to the corresponding week 
year earlier ran substantially higher than the national average. This was also 
the case with the Baltimore, Philadelphia markets and the West South-centra|, 
Rocky Mountain, and Pacific areas. Slaughter at plants in the Midwest was 
down substantially. 

Table 2, showing federally inspected cattle slaughtered by companies operating 
95 plants and all remaining inspected slaughter by periods from the 4 weeks 
ending January 27, up to the week ending September 1, as a percentage of 
slaughter in the corresponding periods of 1950 shows that slaughter in the 95 
plants fell substantially from 99 to 63 percent of a year earlier while slaughter 
at the remaining inspected plants increased substantially. This increase was 
greatest during the period when slaughter quotas were in effect, and indicates 
that these controls resulted in maldistribution rather than normal distributio 

Tables 3, 4, and 5, showing salable receipts and shipments of cattle at Chicag 
Omaha, and 12 markets as a whole, show conclusively that shipments of catt) 
out of these markets have been substantially increased in recent months as 
compared with receipts indicating a diversion of cattle from these markets | 
other points. 

Table 6, showing feeder shipments of cattle and calves to eight Corn Bel 
States, is conclusive evidence that price controls on the livestock and meat 
industry have had a serious effect on the number of cattle put in feed lots 
Shipments in January were almost one-third larger than a year ago, while ji 
June they were down one-third from a year ago. As a result there was 9 percent 
less cattle on feed July 1, 1951, in the Corn Belt States than a year earlier. 

Table 7, showing numbers of cattle on farms from 1950, shows a near rec 
supply with a very sharp increase taking place during the past year. W1 
then, should it be necessary to ration the number of cattle each packer «: 
slaughter even if this were practical? Furthermore, with this large number 
eattle on farms and ranches, why should there be 9 percent less cattle in th: 
feed lots? The answer can be only that farmers and ranchers lack confidence 
hecause of the unpredictable acts of Government, such as establishment of jn 
controls, slaughter quotas, and a multitude of rules and regulations. 

We conclude, therefore, that slaughter quotas are not in the interest o! 
national welfare. They would tend to discourage production, create inefficienc 
increase transportation and distribution costs, and legalize monopolistic pra 
tices of organized market sharing in the meat-processing industry. Establish: 
ment of slaughter quotas even on the basis of 100 percent of last year’s operati: 
might not be adequate to take care of increased livestock numbers available for 
slaughter at times and too large at other periods. Quotas cannot be change 
quickly enough to meet changes in market conditions. How can the produce 
do an intelligent Job of selecting a market if he is faced with the possibility that 
individual buyers or the entire market may have exhausted their quotas by thi 
time his shipment arrives? What protection would a packer receive whe! 
supplies are less than the quotas? Who would be eligible to slaughter the 
increase if supplies overran quotas? Black-market operators? 

Maladjustments in production and distribution are a natural and inevitable 
consequence of price control. The problem cannot be cured by piling additiona 
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controls on top of those now in effect. New controls can only create new disloca- 
tions and thereby set the stage for still more controls, which in turn will produce 
their own dislocations. The only real solution is to terminate existing price and 
wage controls and adopt a sound anti-inflation program based on increased pro- 
duction, Government economy, pay-as-we-go tax policy, effective credit controls, 
wise management of the public debt, and increased personal savings. 


TABLE 1.—Cattle slaughtered under Federal inspection at 32 centers 


Week ending 


: | 
June 2, | June 9, June 23,| July 7, July 21,| Aug. 4, 


Region and city 1951 | 1951! | 1951 1951 1951 1951 
| 


Percent of the corresponding week a year earlier 


1. New York, Newark, Jersey City ¢ 105. 7 133. 3 
» Baltimore, Philadelphia 78. 7 7 92.8 103 
> Cincinnati, Cleveland, Indian- 

apolis ) 75.9 91 
Chicago, Elburn 84. : 23 65. 2 62 
st. Paul group 82! ! 66. 5 
St. Louis area 4: 63.8 
Sioux City 
Omaha 
Kansas City 
Iowa and southern Minnesota 
Southeast_- 

South central, West 
Rocky Mountain 
Pac ific 


bo Or ms GO 


Total 


First effective week of CPR 23—Live cattle 

Source: U. S. Department of Agriculture data 

Taste 2.—Federally inspected cattle slaughter, classified according to slaughter 
by companies operating 95 plants, and all remaining inspected slaughter, by 
periods from January to August, 1950 and 1951 


Number 


Cattle slaughter 
by companies 
operating 95 

plants 


All remaining 
inspected 
slaughter 


lotal federal 


Period spected slaughts 


1950 1951 1950 1951 


_ — 


ending Jan. 27 573, 204) 569, 272) 453, 396) 479, 128 
nding Mar. 3 653, 109) 596, 797! 530, 7$ 100. 603 
nding Mar. 3 5'8, 066! 455, 780) 416, 134) 411, 42 
nding Apr. 2 523, 784) 450,739) 414,5°6) 409, 36 
nding June 2 690, 91") 606,847) 516, 289! 482. 65 


Beginning of OPS regulations requ 


iN 


pduce ; 
v that sending June 30 53, 98!) 309, 235! 400, 2°9) 407, 962 
: ; ending July 28 585, 323; 393, 287! 429,077) 444,715 
by th Veek ending Aug, 4 , 602!) 105, 182) 106, 00% 4. 8's 
Week ending Aug. 11 1, 893) 105, 


eek ending Aug, 18 , 55°) 101, 


5 
375) 100, 442 2H HHL 
nding Aur. 25 202) 104, 47% 
ending Sept. 1 61. 492) 102-055! 116. 008! 125. 942 


4) 109. 80 'g 446 
‘ 


108, 798} 124. 527 


irce: Slaughter at 95 rlonts from American Meat Institute. 
epartment of Agriculture 
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TABLE 3.—Chicago—Salabte receipts and shipments of cattle 





Receipts - Shipn 


| 1951 | 1950 
j 


Se PD Es hikok on ap bebsbabatbcaeesbeaecweue 113, 835 114,592 | 36,927 
4 weeks ending June 30!__ ; : | 117,229 100, 244 , 829 
4 weeks ending July 28 -_- niiecnalalaralanet iodo caaotale 127, 644 113, 417 , 221 
4 weeks ending Aug. 25- ‘ 4 134, 706 122, 514 | 9, 626 


ts } Percent 19 
i respond 
& year en 


Percent shipmen 
of receipts 





4 weeks ending June 2 ___.__.__-- 
4 weeks ending June 30! 

4 weeks ending July 28__- 
4 weeks ending Aug. 25 


1 First effective week of CPR No. 23, live cattle, beganfJune 4. 


Source: U. 8. Department of Agriculture data. 


TABLE 4.—Omaha—Salable receipts and shipments of cattle 


Receipts Shipm 


1950 1951 1950 


4 weeks, ending June 2 : * ‘ 7 105,356 | 119, 767 33, 419 

4 weeks, ending June 30! . Saas al ; ; 116, 045 108, 838 39, 238 

4 weeks, ending July 28 ; ; 109, 107 112,744 | 33, 886 

4 weeks, ending Aug. 25.--- bbtidee a 113, 513 123, 052 37, 782 

Percent 1951 
respondins 
a year earl 


Percent shipments 
of receipts 


| 


1950 | 1951 | Receipts 
} 


4 weeks, ending June 2 ; ; ’ a 31 : 113.7 
4 weeks, ending June 30! és : ; seal 33.8 | 5 | 93 
4 weeks, ending July 28 ; : 103.3 
4 weeks, ending Aug. 25 d | 108 


1 First effective week of CPR No. 23, live cattle, began June 4. 


Source: U. S. Department of Agriculture data. 
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TABLE 5,—12 markets—Salable receipts and shipments of cattle 


Receipts 


1950 195] 


June 2 
June 30! 
July 28-..- 


eks ending 
veeks ending 
eeks ending 
eeks ending 


650, 023 


697, 927 


612, 142 
551, 680 
722, 295 637, 599 


787, 200 734, 806 


Percent shipments 


of r 


‘ceipts 


eks ending June 2 
t weeks ending June 30 ! 
4 weeks ending July 28 
4 weeks ending Aug. 25 


iw 


First effective week of CPR No. 23, live cattle, began June 4 


Source: U. S. Department of Agriculture data 


Taste 6.—Feeder shipments of cattle and calves to 
Month 


January 
February 
March 
April 
May 


n feed July 1, 1951 


Source: U. S. Department of Agriculture data 


TABLE 7.—Cattle, by classes: Estimated number 


on farms, 


(Thousand head] 


Not for milk For milk 


Cows | Heif- 
and ers 
heifers) 1 to2 
2years years 
plus | old 


Cows | Heif 

ind ers 

lotal heifers) 1 to2 
2years years 

plus old 


Heifer 


caives 


Calves | Steers 


Bulls 


10, 676 
11, 366 
12, 578 


936 

, 413 

. 2, 219 
4.5 3, 239 
15, 521) 4, 97 3, 768 
16, 456); 5, 871 
16,319 4, 2, 565 
16, 469 4, 2, 595 
16, 000! 4,5 890 
15, 982) 4, GAS . 986 
16, 748! 4, 85¢ 12, 697 
18, 383! 5,169 14,045 


525 
5, 676 
5, BRO 
3, O67 
> 


24, 940) 5, 


25, 453 


, 138 

. 704 
,770 
695 
O9S 
25, 039 
, 416 

, 573 


24, 579 


3, 352 
, 307 
~ 803 

5, 602 

5, 649 

5, 496 
, 582 

5, 692 
reent change 

951 from 1950 


+10 +6 +11 


Source 


Bureau of Agricultural Economics 


Shipments 


1950 1951 


200, 398 
239, 705 
240, 690 
288, 205 


221, 165 
271, 012 
x1 


381, 806 


57 


Percent 1951 of cor- 
responding period 
1 year earlier 


Ship- 


Receipts 
I ments 


eight Corn Belt States 


Percent 
change 


All 
cat- 
tle 


Cattle 
on feed 
Total 


2 68, 309 


71, 755 


& 81, 207 
78, 126 
78, 298 

12 80, O52 

5 84, 179 


poe de ee CO be de ke de ee 





3478 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


TasL_e 8.—Cattle slaughtered under Federal inspection at specified centers as 
percentage of total cattle slaughtered under Federal inspection at all statioy 
by months, 1948—50 


ix 


New York Chicago Kansas 
area ! area ? Omaha City 


Percent Percent Percent | Percent 
1948—January 80 | 6.7 
February 
March 
April 
March 
June 
July. 
August 
September 
October 
November 
December 
1949—January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 
1950—January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 


Sw 


a. « 


bo 
www @ 


-awrmw 
Ina: : 
ASOWMWann 


PION hho to to bo he www rn 
wm 
on Wo OO Dons 


Cucauow 
Lou DPA 


to Oo & Orde DCO 


= = 
> NAAR 


“10 0 OO OH NIE Ad IAAI AIH waI- 


WRN MNMNNNMWNNMNMNN NNN i ws 


DP 


1 Includes New York, Newark, and Jersey City 
2 Includes Chicago and Elburn, Ill 
3 Includes Denver, Colo., and Ogden and Salt Lake City, Utah 


The Cuarrman. The next witness is Mr. James K. Farrell, Capitol 
Packing Co. 

Mr. Farrell, will you proceed in your own way ? 

I notice this is a short statement. Do you want to read it / 


STATEMENT OF JAMES K. FARRELL, CAPITOL PACKING CO., 
DENVER, COLO. 


Mr. Farrewyi. Yes, sir. 

On August 14, 1951, I informed this committee that I am one in 
favor of slaughter quotas and that I would be pleased to testify before 
the committee accordingly. I welcome this opportunity to explain to 
the committee why I am in favor of quotas and why they are neces 
sary at this time. 

At the present time the absence of slaughter quotas has had the fol 
lowing results: 

(1) Forced live cattle prices to rise beyond the Office of Price Sta 
bilization compliance price maximums. 

(2) Unorderly distribution of our beef supply. 

(3) The establishment of black market operations. 
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Now, to understand these reactions to the lifting of quotas, it is 
necessary to describe market conditions as they are today and also 
point out to you how the meat packing industry has been affected by 
the lifting of quotas. 

The demand for beef today and for many months past has exceeded 
the available supplies. The beef market today can be described as a 
seller’s market and there is no competition between slaughterers to 
sell their production of beef carcasses. 

Senator Scnoerre.. Do you mind an interruption / 

Mr. Farretn. I would prefer that you let me finish the statement 
and then we will discuss it. 

Senator Scworrren. All right. 

Mr. Farrety. In view of this condition, many small but established 
slaughterers began to expand their operations when they became free 
to purchase and slaughter as many cattle as they desired. These 
smaller slaughterers came on the market as strong competitors of the 
companies that had’ previously purchased the bulk of the daily run of 

cattle in the stockyards. Due to this competition, and with the supply 
of cattle not being in sufficient numbers to satisfy the demand, the 
cattle prices began to rise. A large percentage of the purchases of 
cattle at the stockyards is now being made by comparatively new 
buyers to process and distribute. 

[ am sure that it is not the desire or the pur pose of either the Office 
of Price Stabilization or of the Congress of the United States to eon- 
vert the beef industry to such an extent that the slaughterers that 
were buying the bulk of the cattle, processing them, and distributing 
them, must now set aside their investments in buildings, equipment, 
and employees, and good will to let these newcomers take over. It 

cannot be the intent of either to let these newcomers disrupt the in- 
dustry to such an extent that legitimate slaughterers are pushed off 
the market because of their desire to comply with Office of Price Sta- 
bilization regulations. Nor can it be the will of the Office of Price 
Stabilization or the Congress of these United States that the Nation’s 
supply of beef be diverted, with some of it going into the hands of 
black-market operators. But that is what has happened since the 
lifting of the slaughter quotas. 

It has been our goal at the Capitol Packing Co. to distribute our 
production of beef carcasses proportionately to the accounts that have 
purchased them over the past years. I am sure that the same pro- 
gram is the goal of any legitimate slaughterer. But we cannot con- 
tinue to supply our accounts with beef if supplying them means violat- 
ing Office of Price Stabilization regulations or incurring losses for 
our company. However, if it is not possible for the legitimate 
slaughterer to purchase the cattle for one reason or another, these same 
cattle will be purchased by these newcomers who will distribute them 
in their own manner. 

Proper and orderly distribution of beef in times of shortages is 
extremely important. The disruption of marketing operations, which 
includes the distribution of beef, in times of shortages, coupled with 
price controls, creates black markets. This happens when new dis- 
tributors of beef carcasses enter the market. The beef supply will not 
find its way to the wholesalers and retailers that have in the past con- 
sumed the supplies. Instead, the beef will go in excess to some areas, 

83762—51—pt. 4-44 
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creating shortages in other areas, and that type of distribution 
establishes black markets. 

I would like to point out to the committee that when the Ofjic 
of Price Stabilization was authorized to establish quotas for every 
slaughterer of cattle, these conditions did not prevail. Slaughie 
quotas suppressed demand for cattle, causing orderly buying in tle 
stockyards at prices that were well within compliance. Today our 
markets are disrupted. I want to tell you that cattle cannot be pi 
chased within compliance limitations. I want to tell you that hvef 
is being poorly distributed throughout our Nation, causing shortay 
and establishing black markets. 

We appeal to the committee to propose legislation that will rein- 
state the Office of Price Stabilization with the authority to establis)) 
slaughter quotas on the beef industry. We have confidence in the per- 
sonnel of the Office of Price Stabilization to administer that authority 
well. 

We believe that the reinstatement of quotas will again make it 
possible for the legitimate slaughterers to purchase their share of 

cattle in the stockyards within compliance limitations. Then, with 
thaln on experience, they will be enabled to process and distribute 
once again the Nation’s production of beef in an orderly and just 
manner, eliminating the possibility of the creation of black markets. 

The beef industry is plagued with ills; slaughter quotas will not 
remedy all of its ills, but their reinstatement will be a step in the 
right direction. 

The CHarmman. Senator Schoeppel ¢ 

Senator ScHorrreL. You say on the first page of your statement : 

The demand for beef today and for many months past has exceeded the avai! 
able supplies. 

Mr. Farrety. That is a true ee sir. 

Senator Scroerret. That is on page 1 in the third paragraph. 

Mr. Farreiu. Yes, sir; that’s a true statement. 

Senator ScuorrreL. How do you account for greater supplies going 
into storage, then / 

Mr. Farre.z. I don’t know that they are, sir, and I don’t know 
that the statement you made, that there were cattle carried over in 
Kansas City—I am not familiar with that, sir. 

Senator Scnorrrpi. I suggest that you check that. 

You, of course, know that we are now in the seasonal run of cattle 
from the grass lands. 

Mr. Farre.y. Yes, but they are less than they were the same week 
a year ago. They have been for many weeks past. There is a definite 
shortage of cattle, sir. 

The Cuatrman. Let me say that as far as that beef that went into 
storage is concerned, I do not understand that. 

Mr. Farrevy. That doesn’t affect our market. 

The CHarrMan. There is a law against hoarding. 

Mr. Farrevi. Hoarding? There is no hoarding, sir. 

The CHatrMan. I am not suggesting what you think I am. T do 
not say it is hoarding. I would not make such a charge. I want to 
find out. 

We investigated some steel hoarding here confidentially with the 
FBI last year, and T believe it sort of helped the situation. If there 
is hoarding, I would like to know why. 
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Senator Scuorrre.. Do not look at me as an authority on that. You 
just heard Mr. Ruttenberg say that, and I am sure that his organiza- 
tion has some basis for that. You just heard what he said. 

Mr. Farrety. There is no hoarding today, Senator. 

Senator Scnorerren. He did not say hoarding. He said cold 
storage. 

Mr. Farreit. What is in cold stor age doesn’t affect the beef market. 
What is in storage has no effect on quotas. 

The Crarrman. If it is five times as much, there might be somebody 
hoarding, and I know they found hoarding in other things. 

Mr. Farretx. It would be insignificant, if it were. It would be 
negligible. 

Senator Scnorpren. First, I just want to say that if I know that 
millions of pounds of beef have gone into storage with somebody 
capable of holding it in storage, it certainly would have a very decided 
effect on price and on the supplies that go to the consumer. Now, that 
makes sense to me. 

Mr. Farretu. It doesn’t have any effect on quotas, sir. 

Senator Scuorrren. Let us go to another thing here you mentioned. 

In your statement you talk about the accredited or the present or the 
sometime-in-the-past men and companies in the slaughtering business. 
You, of course, know that they license all slaughterers now, do they 
not ? 

Mr. Farrett. Yes, sir. Every slaughterer is licensed. 

Senator Scuorrren. Yes. sir. That was something that did not 
happen in the last war. Am I not correct? They had no licenses 
at all? 

Mr. Farrety. Slaughterers were not licensed during the days of the 
Second World War. 

Senator Scuorrre.. In other words, anybody who wanted to go into 
the slaughtering business could go in. 

Mr. Farrevt. Yes. Thank God, they are licensed today. 

Senator Scnorpren. All right. Now, that is the point Iam making. 

am sure you do not mean to say that these newcomers 

Mr. Farrewn. Sir, I mean 

Senator ScnorrrenL. Let me ask this question: Do you mean to say 
that all the folks who are coming into the market now in the slaughter- 
ing end are people who would not comply, and that only you people 
who have been in this business for 10 or 15 years are the people who 
comply ? 

Mr. Farreiyi. Senator, I’ve been selling beef for 18 years. I sold 
beef during the Second World War. I allocated it and distributed 
it for one of the big packers. I know what controls do to the beef 
industry. I know what price controls would do and I know what the 
absence of slaughter quotas will do, and I know what the diversion 
of beef will do to a market. When you divert beef from the usual 
channels of distribution, you have trouble. You create black markets. 

Now, that’s the answer to our problem. We cannot permit that to 
goon. Ihave given you the answer to your problem here. It is actual ; 
it is truthful; it is from 18 years of experience in the study of beef. 

When you divert beef from its usual channels of distribution, you 
create trouble. 

Senator Scuorrre.. All right. 
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Mr. Farreti. And you can’t do anything else but divert it when you 
bring on new beef people to distribute your beef for you. It no longer 
goes to the wholesalers and distributors that formerly distributed it. 

Senator ScHorrrer. Oh, well, if you want to say that nobody ca 
make an airplane but Boeing and Beech and Cessna, no newcomers. 
Would you apply that to Mr. Kaiser in the steel business? 

Mr. Farrexv. I don’t know a thing about the steel business: so help 
me God, I don’t: but I can talk to you about this beef business. 

Senator Scnorrre. I disagree with you, and I do not quarrel with 
you wanting to look out for your business. But I am not going to 
close the door. 

Mr. Farretxt. I’m looking out for all meat packers in the State, not 
only the Capitol Packing Co. I’m not only looking out for them, I'm 
looking out for the people as well. This thing is no good the w ay 
it is. 

Senator Scuorrret. I want every legitimate operator who has the 
money, who complies with the law, under the private enterprise sys- 
tem in America, to go into the packing business, so long as he complies 
with the law and is legitimate competition. 

Mr. Farreiy. Senator, we’re in times that are a little different, inas- 
much as it is a time of emergency. We are subject to controls, and 
when we’re subject to controls, we must act accordingly. That is, we 
must limit those in any one industry. 

Senator SCHOEPPEL, Sure: give them a monopoly. 

Mr. Farrer, We can’t bring everybody in. If you do, you dis- 
rupt it. 

Now, I told you exactly what happens. I defy anybody to contest 
me on that. 

Senator ScnorrreL. The point I am getting at, I am not going to 
sit here as a United States Senator and pass any legislation or be a 
party to passing any legislation that is going to ‘keep any legitimate, 
law -abiding, competitive American from ; going into business under all 
the rules of the game, in order to protect you and Swift and Wilson 
and the rest of them who are in this field—give you a preferred treat- 
ment. 

Mr. Farrewi. Let’s keep personalities out of this. 

You will protect the people of the United States if you don’t want 
to subject them to inflation, if you sponsored such legislation as that, 
wouldn’t you 4 

Senator Scnorrren. I do not agree with you on that because, if I 
read correctly the testimony of Mr. Seal, who was in here 3 yesterday, 
a typical example of a man—— 

Mr. Farretn. Oh, Mr. Seal. 

Senator Scuorrret. Oh, yes, I know you may not agree with him, 
but a man who has been in the business 13 or 14 years, an ex-service 
man. 

Mr. Farretn. He gave this committee—Senator, we're talking about 
slaughter quotas and their effect on the industry. 

Senator ScnoepPe.. Just a minute. That is just what he was talk- 
ing about. Maybe you have not read his statement. 

Mr. Farret. I read it in the paper can night. 

Senator Scuorrren. You had better read his full statement, with 
all due respect to the newspapers. 
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He tells you what is happening; he tells you how he was operating 
and at a cheaper price than when he was forced to buy from the 
packers. He had to raise his price to all of his customers in his 
community. 

Now, I am looking for the answer as to what will happen with the 
imposition of these slaughter quotas, after they were eliminated } 
the wisdom of Congress. 

Mr. Farreti. Don’t you think IT have answered that? After all, 
the Congress of the United States has established the Office of Price 
Stabilization, has given them certain authority, and one of the au- 
thorities is to establish price ceilings. So I don’t believe we can criti- 
cize the Office of Price Stabilization too much here. If we're going to 
have controls, then we have to have complete controls. There is noth- 
ing short of it, Senator. You can’t control one phase of the industry 
without controlling other phases. You can’t control a half a river 
without controlling all of it. 

Senator Scnorrre,. Men have been sitting on this rostrum here 
who advocated putting controls on right down the line right when 
Korea hit. <A lot of us thought that ought to be enforced, right on 
down the line. They waited months and months and months. Now, 
that is over the hill; that has gone down the road. We are up to now. 

Now, did you appear here or not; I do not think you did—— 

Mr. Farreiy. No, sir. 

Senator Scuorrret. This committee had the benefit of the advice 
of some men who appeared here and who testified here that when 
slaughtering quotas were on, black markets were running. 

Mr. Farrett. No, 1 don’t think so. 

Senator ScHoepPen.. Oh, our records show that before this commit- 
tee. They could not pinpoint them all the way down the line, but we 
found that meat was being diverted out of regular channels. 

Mr. Farretn. Under slaughter quotas ? 

Senator ScHorpre.. Yes. 

The CHamman. One witness here said that he himself was in the 
black market. 

Senator ScHorpren. Our records show that. 

So I do not look with too much holiness on a high plane on the prop- 
osition that slaughtering quotas are going to eliminate black mar- 
kets and eliminate all the difficulties. The testimony in this record 
before this committee shows that you had those dislocations develop- 
ing and some witnesses honestly think they will appear again when 
you put them back on. Some of them, like you, think that if you 
put them on they will not appear: they will be all eliminated. It is 
a controversial question. We are trying to arrive at the facts and 
figures and the theory of how we are going to approach this legisla- 
tively to protect the consumer from these dislocations. 

I take it that what you want—and you are entitled to your opinion; 
some of us may disagree with you—is that you would like to have 
those already in business allocated their share of the m: arketing of 
the slaughter cattle at a certain price within compliance-—— 

Mr. Farrey. I didn’t say anything about a certain price. 

Senator Scnorpren. I say within compliance. 

Mr. Farretn. That’s right. Being able to. 

Senator Scuorpret. And nobody else break into the field. 
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Well, I just happen to disagree with you on that. 

Then I am wondering if you want to say that there is a limitatio 
of the competitive bidding at the market place. In other word:. 
would you establish just one ceiling for the live animals, whetl 
they fall into prime, choice, commercial ? 

Mr. Farrer. To answer that question, don’t you think that’s ge: 
ting a little bit away from the slaughter quota ¢ 

Senator ScnHorpret. I think it is all related. 

Mr. Farrety. No, it isn’t. I don’t think it has a thing to do wit 
quotas, 

Senator Scnorpret. You and I disagree on that. You are entitle 
to your opinion and I happen to see it my way. 

I have no further questions. 

The CHarrman. Thank you, Mr. Farrell. 

Mr. Farreii. You’re welcome, sir. 

(The complete prepared statement of Mr. Farrell is as follows :) 


STATEMENT BY JAMES K. FARRELL, OF THE CAPITOL PACKING CO., DENVER, Coz: 


To the Senate Banking and Currency Committee: 


On August 14, 1951, I informed this committee that I am one in favor of 
slaughter quotas, and that I would be pleased to testify before the committee 
accordingly. I welcome this opportunity to explain to the committee why I am 
in favor of quotas and why they are necessary at this time. 

At the present time the absence of slaughter quotas has had the following 
results : 

(1) Forced live cattle prices to rise beyond the Office of Price Stabilization 
compliance price maximums. 

(2) Unorderly distribution of our beef supply. 

(3) The establishment of black-market operations. 

Now to understand these reactions to the lifting of quotas it is necessary to 
describe market conditions as they are today and also point out to you how 
the meat-packing industry has been affected by the lifting of quotas. 

The demand for beef today and for many months past has exceeded the avai! 
able supplies. The beef market today can be described as a sellers’ market, 
and there is no competition between slaughterers to sell their production of beef 
carcasses. In view of this condition, many small but established slaughterers 
began to expand their operations when they became free to purchase and slaughter 
as many cattle as they desired. These smaller slaughterers came on the market 
as strong competitors of the companies that had previously purchased the bulk 
of the daily run of cattle in the stockyards. Due to this competition, and with 
the supply of cattle not being in sufficient numbers to satisfy the demand, the 
cattle prices began to rise. A large percentage of the purchases of cattle at the 
stockyards is now being made by comparatively new buyers to process and 
distribute. 

I am sure that it is not the desire or the purpose of either the Office of Price 
Stabilization or of the Congress of the United States to convert the beef industry 
to such an extent that the slaugherers that were buying the bulk of the cattle, 
processing them, and distributing them, must now set aside their investments in 
buildings, equipment, and employees, and good will to let these newcomers take 
over. It cannot be the intent of either to let these newcomers disrupt the industry 
to such an extent that legitimate slaughterers are pushed off the market because 
of their desire to comply with Office of Price Stabilization regulations. Nor can 
it be the will of the Office of Price Stabilization or the Congress of these United 
States that the Nation’s supply of beef be diverted, with some of it going into 
the hands of black-market operators. But that is what has happened since the 
lifting of the slaughter quotas. 

It has been our goal at the Capitol Packing Co. to distribute our production 
of beef carcasses proportionately to the accounts that have purchased them over 
the past years. I am sure that the same program is the goal of any legitimate 
slaughterer. But we cannot continue to supply our accounts with beef if supplying 
them means violating Office of Price Stabilization regulations or incurring losses 
for our company. However, if it is not possible for the legitimate slaughterer 
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to purchase the cattle for one reason or another, these same cattle will be 
purchased by these newcomers who will distribute them in their own manner. 

Proper and orderly distribution of beef in time of shortages is extremely 
important. The disruption of marketing operations, which includes the dis- 
tribution of beef, in times of shortages, coupled with price controls, creates 
black markets. This happens when new distributors of beef carcasses enter 
the market. The beef supply will not find its way to the wholesalers and re- 
tailers that have in the past consumed the supplies. Instead, the beef will 
go in excess to some areas, Creating shortages in other areas, and that type of 
distribution establishes black markets. 

I would like to point out to the committee that when the Office of Price 
Stabilization was authorized to establish quotas for every slaughterer of cattle, 
these conditions did not prevail. Slaughter quotas suppressed demand for 
cattle, causing orderly buying in the stockyards at prices that were well within 
compliance. Today our markets are disrupted. I want to tell you that cattle 
cannot be purchased ,within compliance limitations. I want to tell you that 
beef is being poorly distributed throughout our Nation, causing shortages and 
establishing black markets. 

We appeal to the committee to propose legislation that will reinstate the 
Cfiice of Price Stabilization with the authority to establish slaughter quotas 
on the beef industry. We have confidence in the personnel of the Office of 
Price Stabilization to administer that authority well. 

We believe that the reinstatement of quotas will again make it possible for 
the legitimate slaughterers to purchase their share of cattle in the stockyards 
within compliance limitations. Then, with their past experience, they will be 
enabled to process and distribute once again the Nation’s production of beef 
in an orderly and just manner, eliminating the possibility of the creation of 
black markets. 

The beef industry is plagued with ills; slaughter quotas will not remedy all 
of its ills, but their reinstatement will be a step in the right direction. 


The CHarrman. The next witness is Mr. Duffey, of the Indiana 
Livestock Producers Association. 


Mr. Duffey, will you have a seat, sir, and proceed in your own way? 


STATEMENT OF IKE W. DUFFEY, PRESIDENT, INDIANA LIVESTOCK 
PRODUCERS ASSOCIATION 


Mr. Durrry. Mr. Chairman, I haven’t had any experience at such 
meetings as this. Would you like me to read my statement ? 

The CHarrman. If you desire to read it, we would be happy to 
hear it. 

Mr. Durrry. I would like to do it the way you would like to have 
it. 

The Cuarrman. Suppose you read it. It is a short statement. 

Mr. Dourrey. Thank you, sir. 

My name is Ike W. Duffey. I am a resident of Anderson, Ind., 
president of the Indiana Livestock Producers Association, and treas- 
urer of the Henry Lohrey Co., a packing house of Pittsburgh, Pa. 

I am appearing before you today in support of Senate bill 1928 
which seeks to restore to the Office of Price Stabilization authority to 
place quotas on slaughterers of livestock. 

The business of breeding, raising, slaughtering, and processing of 
meat products is one in which I have been engaged my whole life- 
time. I have studied the economics of the business and feel I am 
somewhat qualified to speak concerning the needs of the industry 
under present conditions. 

My position is a somewhat anomalous one. I both buy and sell 
livestock as a livestock dealer and as a meat packer. Therefore, I feel 
that I am in more or less of a position to take a neutral stand as 
between a livestock dealer and a packinghouse. 
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I want to emphasize at this point that I would prefer that there 
would be no controls whatever, but if we are to have controls, as the 
Congress has decided, then I am in favor of having controls al] {}e 
way “down the line. It is not fair that some segments of business be 
controlled and others not controlled. 

As a meat packer, the Government states the ceiling price at which 
I may sell my products. However, when I buy the raw materials 
from which these products are made, I must purchase them from 
people who are not bound to sell at a ceiling price. They may vei 
all that they can. Therefore, the actuality ‘of the situation is that 
the so-called black marketeers go in and bid up the price of cattle 
and make it impossible for me as a meat packer to stay in business 
without violating at least some part of the control regulations. 

When we had quotas, some restraint could be had on the livestock 
sellers, as the only persons to whom they could sell for slaughtering 
purposes were all in the same boat. That is, all persons purchasing 
livestock for slaughtering purposes were on an equal plane. No one 
could pay more than the ceiling price. Since quotas have been 
abolished, many people have entered the livestock markets and bid 
up the prices of livestock, thus making it impossible for legitimate 
packers to obtain the raw materials. 

As a livestock dealer, I feel that the compliance prices placed by 
the Office of Price Stabilization are as fair and ccmaiiatie as the 
growers should expect. The growers should not hope to profit at the 
expense of the packers, as everybody is entitled to a fair profit on their 
labors. 

Now, the quota system, while not to the liking of the packing in- 
dustry, is the fairest system yet devised for assuring a meat supply 
to consumers in legitimate channels. You all know that at the close 
of World War IT black-market operations in meat were rampant. 
Quotas were used under the Office of Price Administration but they 
were not instituted in time to make them work. Also, they were 
shelved, as this has been shelved. 

Many people were in the slaughtering business in 1945 and 1946 
who had never been in that business before and entered it only to 
profiteer at the expense of the American public. This same thing is 
happening today. Right now the situation as to obtaining livestock 
is very critical. It is almost impossible for a packer to buy his live- 
stock at compliance prices. I think this situation is very largely due 
to the elimination of slaughter quotas. With slaughter quotas, only 
legitimate packers can slaughter livestock in commercial quantities. 
By keeping the slaughtering business in legitimate hands, the public 
can be assured of a normal supply. A black-market operation cer- 
tainly will not, under any stretch of the imagination, place meat on 
the tables of the general public at prices they are able to pay. It is 
my feeling that the Congress, by eliminating slaughter quotas, has 
issued an invitation to fly ~by- night operators to enter the business. 

Not only is the adequate supply of meat in legitimate channels 
assured by means of slaughtering quotas, but the 1 -aluable byproducts 
of slaughtering are also assured of usage. Many drugs are made from 
the byproducts of slaughter. Hides of cattle are extremely vital and 
essential to the leather industry. Black-market operators throw these 
valuable byproducts aside and depend for their profits on the high 
prices they receive for the meat. 
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Gentlemen, I assure you that the legitimate packing industry must 
get some relief from present conditions; either eliminate all controls 
or place those people not controlled in such a position that the legiti- 
mate meat industry may continue to operate in a solvent manner. 

The Cuamman. Everybody who has been here who has been for 
slaughter controls—I would not say everybody, but a large number— 
have said so much about the black market. 

Have they reported any of these black marketeers to the OPS? 
Is there any way in whic h we could find out who they are? Because 
the OPS under the |: aw has the right to prosecute them. 

Mr. Durrey. That’s right. 

The CHARMAN. Why do they not find them ¢ 

Mr. Durrry. Well, I might answer it this way: The process of 
bringing that about is necessarily very slow in our system of govern- 
ment. I think that the Office of Price Stabilization is m: aking every 
effort to bring them in. 

The Cuamman. I do not question that; I am not questioning that 
they are making every effort. They ought to be prosecuted, these 
people in the black market. 

Mr. Durrry. Yes, sir. 

The CHarrman. The law gives OPS that right to prosecute them. 
Mr. L’Heureux, of our staff, was in charge of an investigation and went 
to Chicago, and I think he was told the same thing. When we asked 
who were the black marketeers, I do not think he could find out. I 
do not know whether it is going to be the wish of the committee to 
subpena some people and ask them who the *v are, but it appears to 
me somebody ought to know who these black marketeers are. 

Mr. Durrey. Mr. Chairman, in my statement—— 

The CHamman. Iam not saying they do not exist. I would just like 
to know who they are. 

Mr. Durrey. In my statement, I think you will recall that I said 
I am opposed to controls. 

The Cuatrman. I understand. 

Mr. Durrey. Yes. 

The CHarrMAN. You are only in favor of slaughter quotas if you 
have controls? 

Mr. Durrey. I think they are necessary: I think we have to go all 
the way. Thi it’s my thinking on the matter 

I might add that we also farm rather extensively and it is my— 
of course, 1 can understand the position of the farmer. I was born 
and raised on a farm. I am from Indiana. I lived there all my life, 
and I can understand the position of the farmer under th quota 
system, this fear that you're going to have that lag always at the end 
of your quota period; that those people who were very aggressive at 
the start of the period, when they thought that end of the month would 
never come, they are going to have trouble on the last few days of the 
quota period. 

The Cnatrman. Under the present compliance law you will have 
trouble even if you put slaughter quotas back on. 

Mr. Durrery. Yes, sir: and I am not going to attempt to ‘ell you 
gentlemen that the answer to all of the ills would be to place quotas 
on. I do think that it would help. I do think—and I’m like you, 
Senator; I certainly don’t think anything should be done to stop 
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our competitive way of American life and to allow anyone to get into 
the business, but right at this critical period—and I’m sincere “when I 
say that, should quotas be placed back on livestock slaughtering, | 
sincerely think that we will be rid of price controls much quicker, 
Now, I believe that. 

The CHatrMan. Senator Schoeppel? 

Senator ScHorpren. I would almost be willing to give you slaughier- 
ing quotas if that would happen. 

I am very much interested in your statement, Mr. Duffey, becaise 
the good Lord knows we have run into a lot of difficulties in this thing, 
We have sat here on this committee for weeks and weeks before })i 
go-round, and these are proper times to reevaluate them. That is 
what we have to do. Then we had folks appearing here who were 
saying that when slaughtering quotas were on, some of the very things 
that you people are pointing out here were happening. Then we had 
some folks who came in here and said when the slaughtering quotas 
were off they were starting to be eliminated and fade out. Now we 
do not know exactly where we are. That is what we are trying to 
find out here. 

But, Mr. Duffey, we do have a licensing of slaughterers now. 

Mr. Durrery. Yes, sir. 

Senator ScHorrre.. I have felt, right or wrong, but I have felt that 
had we given more attention to the administration and the policing 
of this situation; when they saw fit to give a licence to a slaughterer, 
they legitimized him—they could trace that critter from the purchas- 
ing market tothe consumer market. In my humble opinion, we coud 
have stopped a lot of these black-market operations that we have had 
witnesses in here testifying were in here and developing all over the 
country when we had slaughtering quotas. But apparently that 
side of the thing was overlooked. 

Now, I recognize it takes time to get machinery in operation, and 
we must be fair; we must be reasonable in expecting that to readjust 
itself and come out. But we do not see too much evidence of it on 
the part of the present administration of the act, to move into that 
field, if what you say is happening, and I have ne doubt but what it 
is. But we cannot put our fingers on it here. We are wondering wliy. 
and some of us are skeptical about whether putting slaughtering 
quotas on will overnight transform the whole picture, when it did not 
before when we had them on. 

Mr. Durrey. Senator, I don’t think and I would want to be strictly 
understood that I don’t think slaughtering quotas are a complete 
answer. Oh, not in the least. I think it’s one step that is necessary. 
and you know, basically—of course, I’m a lot like you; I always go 
back to that farmer way of thinking. I come from a farm State as a 
farmer and we happen to have—my brother and I have 3,700 acres of 
land. Right now we have 2,800 pigs that have been born in the last 
6 weeks. I can understand the farmers position, and I would not 
want to see these controls stay on forever. I’m sincere, Senator, when 
I say to you that I think we can be rid of all controls much quicker if 
we have the quotas than if we don’t. 

You raised the question about the Office of Price Stabilization mov- 
ing in on these people. I would like to again say that it is one of the 
penalties we pay for democracy, and. I’m thankful we have that; that 





en ite 


a 


e 


it 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 3489 


it must be slow. Yes; our system of stopping criminals in most any 
field is slow, but that’s one of the penalties we must pay for democracy, 
and you and I still want that. 

Senator Scuorrre.. That is right. 

Mr. Durrey. Because I don’t think that the Office of Price Stabili- 
zation should have the authority to just crack down without going 
through court procedures. I don’t think you think so. 

Senator Scnorrrec. I do not; no, sir. 

Mr. Durrey. No, sir. And w e’re in a rather peculiar position, 
selfishly, being a small packer, we’re not hurt near as badly as the so- 
called jarge packers. We have, my brother and I are livestock pedple, 
we operate six stockyards out here in Indiana. Our requirements are 
not so great. I would be silly to sit here and tell you that we wouldn't 
first take care of our own little packing plant before we sold livestock 
to other packers. Selfishly, we're in a much better position than the 
average packer. We have our facilities for buying livestock in the 
country. We're able to reach the livestock much better than the So- 
called large packers. 

My brother was in Chicago Monday on the market, and we buy cattle 

there every Monday, and it was his thinking that the big packers are 
there at a very terrible disadvantage right now because, you see, they 
don’t dare—I don’t know whether I’ll express it so you ‘ll understand 
what I mean—but a small packer of our size is much more willing to 
take a chance on buying cattle in compliance than the so-called ‘big 
buyer is, where they maybe have hundreds of buyers all over the coun- 
try. They have to have a much safer margin of compliance than we, 
a little packer, do because the larger pac kers might buy their livestock 
a week ahead, whereas we oper ate more on a day -to-day basis. 

Say, we in our Pittsburgh plant were killing about. 300 cattle a week. 
All right. It‘s not too difficult a job to get 300 cattle a week. 

I happened to drop into Armour’s Oklahoma City plant in June, 
and I happen to know the manager there who came from Indianapolis 
originally. Allright. They were attempting to kill or hoped to kill 
8,000 cattle a week. 

As a small packer, if we double our business and kill 600 cattle a 
week, we’re not going to do as good a job on buying our cattle as we do 
at 300, and we’re not going to do as good a job at 300 as if we were 
only killing 100. The more cattle you buy—it don’t work like if you 
are a chain store buying meat from a packer—volume that you buy 
cheaper. In the liv estock industry, the more you buy the more your 
livestock cost, because you don’t dare—you go into a market ; say you 
need 1,000 cattle a day. You don't dare take a chance of passing this 
lot of steers if it’s close, because you have to have numbers. Whereas, 
my brother in Chicago bought three loads of cattle Monday. He 
could take the whole day to buy them, and if we did get shut out we 
could still pick them up maybe the next day and truc k them through 
to Pittsburgh and still have them there to kill Wednesday. 

Now, naturally, selfishly I would be the other way. It is my sincere 
thinking that if we have this tightness in livestock, and especially 
beef—that’s where all the tightness is now 

The Cratrman. Lamb is bad. 

Mr. Durrey. Lamb is bad, but, basically, in our country we’re hog 
people. That’s our large crop, is hogs. Not too many cattle. Yes; 
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we on the farms always feed some cattle; but, basically, we’re hoy 
people. 

Now, your tightness on beef goes in waves. I mean, you will get 
into a tight per iod. Now, 3 weeks ago this beef wasn’t near as tight as 
it is right now. 

The industry—it works rather funny. We have a price ceiling 
All right. We have a price ceiling for carcass beef; we'll say sides 
If beef is loose like it was 3 weeks : ago, every meat dealer, chain stores— 
anyone can buy all of the beef they want in carcass form. 

Now, I am safe in saying that 75 or 85 percent or more of the so 
called legitimate channel beef is moving in cut form, a rib. In othe 
words, if you're a meat dealer and you want a side of beef, we as the 
packer today wouldn't sell you a ‘side of beef. We'd sell you the 
side of beef, but it must be broken up in a loin and in a rib and 2 
round and a chuck. 

Senator Scuorrrer, Why ? 

Mr. Durrey. Because we can realize about 2 cents a pound more. 
See, but that tightness just Scams working. 

Now, the OPS granted us, to take the place of the drop in the 
hides and offal produe ts, the entire offal field, they granted us a price 
increase effective—I've lost track of time, but I think it’s today, 
Wednesday. but immediately on Monday the cattle market sky 
rocketed up fifty to a dollar a hundred. 

Now, maybe this whole thing goes back to our basic living. I am 
not so old but I can still remember back in depression days when pork 
loins were selling for a dime a pound and when pig’s feet were given 
away. Rather, you couldn't afford to clean the pig's feet. They were 
selling at a cent a pound. You couldn’t afford to clean them. I 

can remember people who today are insisting on having sirloin steaks, 
the choice cuts and center-cut. pork chops, who were in those days 
very happy to have a stew. You know, there has been a continual 
shift in what people are eating. 

The Cuarrman. We thank you very much for your testimony. We 
have two other witnesses, 

Mr. Durrry. Thank you, sir. 

The Cnameman. Thank you, Mr. Duffey. 

Is Mr. «ron here? Mr. Miller, will you come up? 

Have a seat, Mr. Miller. If you want to read your statement, you 
may go ahes ‘dl and do so. 


STATEMENT OF MAX MILLER, VICE PRESIDENT, CHAS. MILLER & 
CO., NORTH BERGEN, N. J. 


Mr. Mitier. Thank you. 

i name is Max Miller, sir. I am a resident of North Bergen, 
N. J., and I am vice president of Chas. Miller & Co. of that city. 

My object in appearing before you today is to testify in support of 
Senate bill 1928, which would remove the ban on slaughtering quotas 
imposed by the Congress in extension of the Defense Production Act. 

My company is one of the largest independent slaughterers of hogs, 

calves, and sheep on the eastern seaboard. Consequently, we are 
keenly interested in seeing that meat products are kept in legitimate 
channels in trade. 
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I was more or less born into the packing-house business and have 
spent my lifetime in it, and I feel somewhat qualified to speak con- 
cerning its needs. 

I feel, as most packers feel, that controls are a necessary nuisance. 
We would much prefer to operate without them. But we have them, 
and my interest here is in urging that we have workable controls. 

The situation on the eastern seaboard is quite ditferent from that 
prevailing in the Midwest. Our establishment is located at a con- 
siderable distance from the main source of supply, which is in the 
Midwest. Therefore, we are at a competitive disadvantage with 
packers situated in the heart of the great argicultural Midwest. That 
is Why it is so essential to us that the market in livestock be kept in 
legitimate channels. 

‘Is is our feeling that the only way yet devised to keep livestock in 
legitimate ¢ -hannels is the quota system. If there is a different system 
that would work as well or better, I would be for it. However, I 
know of no other way in which packers can be assured an opportunity 
to obtain livestock without having to resort to subterfuge and un- 
reasonable prices and practices such as we were rendered in the days 
of World War LI. 

The Cuarrmman. We thank you, Mr. Miller, for your statement. 

Is there much of a black market in New Jersey / 

Mr. Mitxer. Well, I don’t know. There probably is some, but 1 
don’t know of it. 

Senator Scnoepret. Do you slaughter any heavy beef ? 

Mr. Mituer. No heavy beef whatsoever. 

Senator Scnorrre.t. No beef whatsoever ? 

Mr. Miuuer. No. 

Senator Scnorrrer. Then, of course, you have had no difficulty with 
your hogs at all; have you? 

Mr. Miter. No diflic ulty with hogs. We have had a little difficulty 
with lambs. 

Senator Scnorrrer. | was going to say that you were probably hav- 
ing difficulty with lambs. 

Mr. Miter. Yes. It’s been a very uphill job with the lambs, but 
we're satisfied to go along with what we get. We’re satisfied to work 
these out. We want the best way to do it and we want to be fair with 
our customers. 

The Cuairman. We thank you very much. If there is anything else 
you want to file for the record, we will be glad to have it. 

The CHarrman. The last witness is Mr. Pickell, of the Corn Belt 
Livestock Feeders Association. 

Mr. Pickell, will you come up and have a seat ? 


STATEMENT OF MARK W. PICKELL, EXECUTIVE SECRETARY, CORN 
BELT LIVESTOCK FEEDERS ASSOCIATION 


Mr. Picken. Mr. Senator, my name is Mark W. Pickell, executive 
secretary of the Corn Belt Livestock Feeders Association, an organi- 
zation that has members from Ohio to Colorado. The membe rship 
annually markets 3,000,000 head of cattle and over 3,000,000 head of 
hogs. The association headquarters are in Chicago. 
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There is two different things that are under consideration her 
First is the immediate situation. The other is the prevention of bla: 
markets in the future. 

The Cuairman. Mr. Pickell, may I make this suggestion; and, 
you do not agree with it, just go ahes ud and say so. 

This statement would take quite a long while to read. 

Mr. Picke.y. I am not going to read that. 

The CuatrmMan. I want to make it part of the record, with your pe: 
mission. We will make that part of the record and you may hig! 
light that in any way you may desire. 

‘Tam sorry we kept you waiting. I understood you had to leave anc 
that is why I said that. 

Mr. Picket1. That's very nice of you, sir. 

On the 3d of January President C. B. Watson and I went to see M: 
DiSalle. We told him at that time that there had to be three thing 
done and done immediately if he wanted to prevent a meat shortage. 

We told him first that he must price ceilings by grades clear dow 
the line, just the same as Senator Schoeppel was t talking : about. The) 
must be clear down the line, with a margin between the feeder cattl 
and the finished cattle so that the Corn Belt could take those feede: 
cattle, add on the 30 percent in weight or more, 6 percent in dressing. 
and produce the meat. 

I would like to call to your attention—— 

The Cuamrman. Can they not do that? They have the law to do 
that now. 

Mr. Prcketn. That’s right. They finally did it. We told them that 
on the 3d of January. 

The CHarrmMan. You do not need any change in the law to do that. 

Mr. Picken. We told him at that time that he must put those ceil 
ings high enough so that the feeders would have a profit on what they 
took i m I ast fall. 

We were of the impression that that would be done. The second 
and third roll-back would not have done it. 

Right now, Senator, we don't know under this law which you passed 
whether the price next spring on prime cattle will be $34.20 or $32.55. 
It can be put down under that law for next spring. That would bi 
90 percent of the May 19 price. It could be done. 

The Cuatrman. That question was brought out here and I ver) 
frankly expressed my own personal opinion of it. Were you here‘ 

Mr. Pickeiy. No, sir. 

The CHarrMan. In the conference on the bill there were so many 
things to contend with that insofar as I am concerned—I can speak 
only for myself—we thought meat had been attended to with the 10 
percent reduction and we stopped any further reduction, I think, until 
August 1. I can speak only for myself; not the other members of the 
conference committee; but I believed that to be necessary in the in- 
terest of a lot of surplus commodities, such as wheat and cotton that 
we knew about, and other agricultural products, because of the enor- 
mous crops which had been planted and because of the big harvest 
that was anticipated. When we wrote the law I certainly did not 
intend it to apply to meat. I think that both the Senate and the 
House intended that the roll-back be blocked. 
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Mr. Picketx. But under that interpretation, it can be done. We 
don’t know whether it can be done. 

The CuarrMan. I understand. 

Mr. Pickett. We think that a definite, positive statement should 
be made on that, and made immediately. 

We also told Mr. DiSalle, on the 3d of January, mind you. that if he 
was going to put on ceilings, it must be done and must be done imme- 
diately so that the fellows would know what the rules were going to 
be. But they dilly-dallied around until May, with the result that our 
fellows didn’t know what the rules were going to be. They didn’t 
know what the ceilings were going to be. They ‘liquidated their cattle 
until by the Ist of July there was 9 percent less cattle on feed than 
a year ago. That’s the cause of the present distortion in the distri- 
bution of meat. As long as that continues, it don’t make any differ- 
ence Whether you have quotas or anything else, you’re going to have 
a shortage and you're going to have—well, it’s just a bad situation 
until that is cleaned up. 

I would particularly urge that you read in this brief the letter 
which then Congressman Everett M. Dirksen wrote in 1943 and con- 
trast it with the present situation. If you take that date away from 
it, you would think it was absolutely the present situation. The con- 
ditions are extremely parallel. And at that time the War Food Ad- 
ministration refused to put in—refused to do what Dirksen asked them 
to. Instead, they put in the permit system. 

Well, the only ne ‘e between a marketing permit and a slaughter 


quota is that under the permit system a farmer must get a permit to 


market his livestock, and under the quota system the packer must get 
permission to slaughter. The results would be absolutely identical. 
And the permit system of 1944 was absolutely disastrous. It is one 
of the direct causes of the great meat shortage of 1944, 1945. and 1946 
that led to the black markets. 

The Corn Belt livestock feeder wants to buy his cattle now, but 
he doesn’t know what the rules are going to be. 

It has taken 5 years to overcome the asinine policies of OPA. the 
USDA, and the War Foods Administration. We are just now ap- 
proaching the time when we can look forward to more meat coming to 
market. Feeder numbers, which provide the bulk of the beef, are 
still way down. 

Do you know that if there were the same proportion between the 
number of steers on farms and the number of beef cows on farms, 
that right now we would have 12,000,000 steers? Do you know that 
the January count was only 7,158,000? There is the cause of your 
meat shortage. It is traceable directly back to OPA policies, of which 
the permit system, the counterpart of the quota system, is the direct 
Casa, 

We want to produce the meat, but we can’t produce meat if all the 
profit in it is squeezed out. We can’t produce meat if we know that 
when we get ready to market it the rules may be like they were under 
the permit system, now called the quota system, and applied to the 
buyer instead of the shipper, so if we have to hold our stock until 
it is above the desired weight, then all our supplies of feed are 
exhausted. 
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OPS says they must have the quota system to prevent black markets, 
I tell you that the quota system will lead to black markets just like its 
counterpart, the permit system, did in 1943 and 1944. 

If OPS waits now until the feed lots are again loaded, like they did 
last year and like OPA did in every year of i its existence, and then if 
the Corn Belt feeder is powerless to protect himself and they roll 
prices down, you are going to see the worst meat shortage that (his 
Nation has ever seen. The shortages of 1945 and 1946 will be as 
nothing compared to the shortages that will be seen then. 

And farmers of the Corn Belt—I say it flatly and frankly—farmers 
of the Corn Belt. will have no compunctions whatever about selling 
their cattle in any market they can find that will pay them the cos 
of production and a profit. 

Gentlemen, we think that this quota system is the counterpart of 
the permit system; that it was one of the direct causes of the great 
meat shortage of 1944 and 1945 and 1946. We don’t want it. We 
want to produce meat. We would like to know what the rules are 
voing to be. 

The CuatrMan. Senator Schoeppel ? 

Senator ScHorrret. | have no questions. 

I appreciate your statement. I am going to read it. I have not 
had the opportunity to read it yet. 

The Cuatrman. I shall certainly read it. 

Thank you, sir. 

(Mr. Pickell’s prepared statement follows :) 


STATEMENT OF MarK W. PICKELL, EXECUTIVE SECRETARY, CORN BELT LIvestoc: 
FEEDERS ASSOCIATION 


My name is Mark W. Pickell. I am executive secretary of the Corn Belt 
Livestock Feeders Association, an organization with membership from Ohio 
Colorado. This membership annually markets some 3 million head of cattle and 
over 3 million head of hogs. Association headquarters are in Chicago. 

Regarding my own qualifications as a witness, I have either been a livestock 
feeder or a writer on the subject or both since 1916. I hold the doubtful distin 
tion of having written consecutively on the grain market and, with the exceptio 
of Bill Morrissey, of Chicago, on the livestock market for more years than any 
other person. The fact that I have made my living analyzing these markets 
and have clients now who have been with me for over 25 years would indicat: 
that not all of the analyses have been wrong. 

I refer to the writing for a specific reason. In the debate on reversal of the 
adoption of the Butler amendment to the Defense Production Act of 1950, 
the wee small hours of the morning of June 29, the question was asked as 
whether or not there had been quotas in effect under OPA. According to the 
Congressional Record, Mr. Wherry, of Nebraska, interrupted Mr. Anderson « 
New Mexico to ask: 

“Mr. Wuerry. Were there not quotas on all the plants there the Senator 
visited? 

“Mr. ANDERSON. No. 

“Mr. WHerry. They were licensed and they had quotas? 

“Mr. ANDERSON, No; they were not. It was only after we established quotas 
that we again were able to bring this thing under control. They were licensed. 
ves, but the Department of Agriculture and OPA had issued 11,000 licenses to 
people who never slaughtered an animal in their lives.” 

Now, referring to the files of the Grain and Livestock Herald, of which I wis 
the editor, I find in the issue of September 9, 1943, the following statement 
“On Tuesday of this week Chester Bowles, general manager of the Office of Price 
Administration, made an announcement warning that while slaughter quotas are 
lifted, this does not mean an increase in meat for civilians.” 

Seemingly there had been quotas. And the statement of Mr. Anderson that 
the situation of black markets was corrected when they put in quotas was some 
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what exaggerated because it was the scandal of the black markets that finally 
led the President to lift controls on livestock in 1946. 

In introducing 8. 1928, Senator Capehart made the following statement. “The 
contention of Mr. DiSalle and the administration is that if they are denied the 
right to set slaughtering quotas there will ensue a terrible black market. No 
one wants a black market. By the same token, no Member of the United States 
Senate, I am certain, wants to establish controls merely for the sake of estab- 
lishing controls. I am certain that no Member of the United States Senate—I 
know that it is true in my case—wishes to impose slaughtering quotas if it is not 
necessary.” 

The Corn Belt Livestock Feeders Association very definitely does not want 
black markets. But speaking as a writer and as a feeder, I would like to show 
you just what caused the black markets of OPA days. I would like to show 
you from actual facts and figures that the surest way to create black markets 
is through the placing of further controls, particularly marketing or slaughter 
quotas. 

The cause of the black markets of 1944 to 1946 was twofold. First was a 
refusal of Marvin Jones, War Food Administrator, to heed the suggestion made 
to him on September 29, 1943, by Everett M. Dirksen, then Congressman from 
Illinois, that he suspend the restrictions on slaughter and marketing of hogs 
for a period of 90 days and also suspend OPA rules and regulations with respect 
to the sale and distribution of pork products for the same period of time. 

The second reason was the imposition of the permit system of hog marketing, 
put in by OPA and the Department of Agriculture under the direction of Grover 
Hill, First Assistant Administrator of the War Food Administration, later 
that winter. 

Now, the only difference between a marketing permit and a slaughter quota 
is that under the permit system a farmer must get a permit to market his hogs. 
Under the quota system, the packer must get permission to slaughter them. 
The results would be identical, and the permit system of 1944 was absolutely 
disastrous and was one direct cause of the great meat shortage that later on 
led to black markets. 

I would like to say for Mr. Dirksen that this review of his proposals to Marvin 
Jones in 1943 is being made without consultation with him first. He was kind 
enough in 19438 to send to me copies of that correspondence, and it is from those 
letters that I am quoting. And I would like to express the belief just as em- 
phatically as I know how that had his suggestions been followed, an ample supply 
of meat would have been produced at that time and the cause of the black markets 
removed. For it should be remembered that black markets are a result and not 
a cause. It is only when demand exceeds supply and buyers are willing to pay 
a price above the artificial limit, that black markets result. And when those 
conditions prevail, there are going to be black markets regardless of whether 
there are quotas, price ceilings, or any other Government regulations. All past 
history, for a thousand years back proves this. 

I would like to read to you the letter sent Mr. Marvin Jones, War Food ‘Ad- 
ministrator, on September 29, 1943, by the then Congressman Dirksen because 
it so strikingly parallels the conditions of today. 

Wrote Mr. Dirksen: 

“Drar Mr. Jones: I encountered some interesting observations and suggestions 
during the recent recess of Congress, with farmers, feeders, and packers. 

“Beef feeders are not buying and feeding stocker cattle in the Grain Belt in any 
quantity this year as evidenced by USDA figures which show that feeder cattle 
in the Grain Belt area will run about 75 percent of 1941 and less than 90 percent 
of 1942.” 


(Notre.—Government figures showed that on July 1, 1951, there were 9 percent 
less cattle on grain feed for market than there had been a year earlier.) 


“Some feeders showed me carefully kept books. They cannot buy, feed, and 
market stocker cattle without a loss and have dropped out of the business.” 

(NorE.—Exactly the same thing prevails now, in 1951.) 

“Many cattle will therefore, go direct from the ranges to the market. Doubt- 
less they will be light in weight. This run of range cattle to market should 
dwindle yery substantially before Christmas and there is reason to believe, 
therefore, that there will be a shortage of beef when this market run has been 
dissipated, 
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“I feel that the civilian consumers could probably make out notwithstandiny 
this fact if the hog situation was in every respect sound and healthy but I cite 
some factors which may occasion real trouble. 

“It is well known to you that the number of fall pigs was probably the high; 
of record and that the 1943 crop of spring pigs was about 50 percent greater 
than in 1940.” 


(Notre.—The 1951 pig crop is second only to that of 1943.) 


“These pigs require corn. Then they must go to market. The shortage 
corn in the market for feed purposes plus a year of shifting prices has obvious|) 
caused a very heavy marketing of hogs and these factors will doubtless continue 
to cause extremely heavy marketing in the months ahead. 

“From what I can learn, the number of hogs going to the 27 major markets 
has run well over 900,000 per week. Considering the huge number of hogs thut 
will be ready for market in the next few months, it is fair to assume that mi) 
ketings will probably exceed 1,000,000 head per week and if they do, it wil! 
occasion some real problems. 

“Obviously, the facilities of the packers will be taxed to the limit. In view 
of existing price ceilings it is also fair to assume that they will only acceyt 
as many hogs as the can market immediately. If it becomes necessary to hold 
the hogs on farms and continue to feed them for lack of marketing capacit) 
and facilities and such hogs by virtue of continued feeding exceed 270 pounds 
in weight, the guaranteed price will no longer obtain and it is likely that ther 
will be a break in the market price of heavy hogs. 

“There appears to me to be a reasonable remedy for this situation which 
would avoid the glutting of the market at one period followed by an acute pork 
shortage at a later period at a time when a shortage of beef appears likely. 

“Why not suspend restrictions on the slaughter and marketing of hogs for a 
period of 90 days and also suspend OPA rules and regulations with respect 
the sale and distribution of pork products for the same period of time? 

“I believe this would accomplish several things. Pork production would con- 
tinue, the price chaos resulting from a glutted market would be eased, and the 
consumer would have an abundance of pork at a time when the beef shortag: 
would be most marked.” 

That is the end, except for the felicitations, of the letter. 

Gentlemen, that letter was written on September 29, 1943. Had it been written 
6 months later it could not possibly have described more accurately what a 
tually happened. And if you will compare conditions of that time with those 
of today, you will find the parallel almost exact. The spring pig crop of 1951 was 
exceeded only by that pig crop of 1943. Due to OPS restrictions, the number of 
cattle on grain feed for market in the Corn Belt States as of July 1 was 9% 
percent less than a year ago—and I am of the opinion that the reduction was 
far more than that. 

But would the War Food Administration accept the suggestions of Congressman 
Dirksen at that time? They would not! About a month after his letter was 
sent, Mr. Dirksen received a reply from Grover Hill, First Assistant Administra 
tor of the War Food Administration, in which he said: 

“It is probable that it may be difficult to obtain this production of processing 
a million head of hogs per week steadily at the 27 largest markets because of the 
shortage of skilled workers in the packing industry. We have developed plans to 
aid the farmers in the marketing of their hogs, providing gluts occur later in the 
year. 

“This program provides for the issuance of shipping permits by marketing 
committees composed of members of the trade, in order to balance receipts with 
slaughterers’ capacity to process hogs. If it becomes necessary to adopt this 
program, the committees will be requested to provide for the early marketing 
of the heavier hogs so that the danger of their being held until they exceed the 
maximum weight for which the support price has been established will be held 
to a minimum. 

“In view of the increasing demands for strictly military purposes, we cannot 
justify recommending the suspension of the rationing program, the only remain 
ing control designed to keep civilian meat consumption in balance with the avail! 
able supply.” 

Gentlemen, there is the cause of the black markets of 1944, 1945, and 1946. This 
group of amateur marketing experts had a plan. They refused to take off the 
ration points so the packers could move that big pork crop into consumption 
through the sale of green hams like they have always done. The people didn’t 
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have the ration points with which to buy. Even though they recognized 
that labor shortage might cause difficulties in handling the crop, the officials 
refused to take steps to ease that handling. They had a plan. The plan was 
to put in the permit system of marketing. 

That plan was absolutely disastrous. Within one short year it caused a change 
from a period of such large supplies of pork that it could be handled only if 
the common-sense methods Dirksen suggested were adopted, to one of such acute 
searcity that consumers were willing to pay any price asked if they could only 
vet the meat, law or no law, ceiling or no ceiling. 

Hardly had that letter from the Assistant War Food Administrator been written 
than the hogs started to pour into the market. And for 27 straight weeks, from 
the last week of October until into May, those 27 major markets received 
over a million head of hogs a week. Total meat supplies in store jumped from 
527,799,000 pounds on November 1 to 1,256,108,000 the first of the next May, the 
largest amount ever in storage. 

In his letter to Mr. Dirksen, Mr. Hill had stated that “in view of the increas- 
ing demands for strictly military purposes, we cannot justify recommending the 
suspension of the rationing program.” But by April the Army announced a 60- 
day cancellation of its buying program because it had no place to store any 
more meat. And still OPA, the USDA, and the War Food Administration refused 
to do away with the ration point system even though by that time the hog 
market had bogged down and the floor proved made only of political promises. 

As Mr. Dirksen had so clearly foreseen, the permit system forced farmers to 
hold their hogs until the weights went above the bracket of 270 pounds which the 
Department of Agriculture had given as the top limit of the weights subject to 
price supports. And the minute the hogs went even a quarter of a pound above 
those weights, the price dropped down and down. As he had foreseen, packers 
bought only the most desirable hogs. And if farmers did not like to take 
the discounts of $4 and $5 a hundred for those slightly over weight or with the 
least thing wrong with them, they could take them back home—where their feed 
supplies were exhausted. In fact, that feed situation got so bad that the powers 
that be canceled all private sales of corn. And finally the Department of Agricul- 
ture came out to say that it would be useless for them to try to support the hog 
market because if the packers didn’t have a place to store the product, the USDA 
would not have it either even if they could get them slaughtered. 

It was inevitable that with such a result from the stupid blundering under 
the policy adopted in the letter written to Dr. Dirksen in October 19438, farmers 
not only dumped their pig crop but their brood sows as well when the oppor- 
tunity came. Where the spring pig crop of 1943 had been 74,223,000 head, that of 
1944 was 55,724,000 head, a cut of 25 percent. And where the fall pig crops 
of 1943 had been 47,584,000 head, that of 1944 was only 30,905,000 head. That 
made a pig crop cut of 35 million head in 1 year. Nothing like it had ever been 
seen in history before. And it all came because the officials had a plan. A large 
part of that plan was the permit system of marketing, counterpart of the quota 
system that those officials are now asking be forced on the country. 

The aftermath of that cut in the pig crop came rapidly. Prior to 1944 the 
annual slaughter of calves in this country averaged right at 9.5 million head. 
But packers in late 1944 could not get pork, and farmers were afraid to feed 
cattle because OPA for two straight years prior to that had waited until the 
feed lots were filled and the farmers were helpless to protect themselves, then 
they cut the price of cattle and beef. 

The packers had to get meat somewhere, so they went after the calves. In- 
stead of slaughtering 9,940,000 head like they had in 19138, the 1944 slaughter 
was 14,242,000 head. That meant nearly 5 million head of calves that should 
have been permitted to grow up to become steers and heifers to be marketed 
at weights from 800 to 1400 pounds, went to the shambles at 400 pounds or less. 

The result of this was the development of an acute shortage of steers. Last 
year, or 1950, steers constituted 54 percent of all of the cattle slaughtered by 
numbers, probably 60 percent by weight. In 1920, at the end of World War TI, 
when the population was 105 million and there had been a year of market 
liquidation of cattle, steer numbers totaled 10,024,000 head. At the peak of 
World War II, the total was only 8,300,000 head. On January 1, 1950, the 
Government estimated that there were 7,005,000 head of steers on farms, or 
70 percent of 1920. And the total inspected slaughter of steers during the 
vear 1950 was 6,944,000 head or nearly every steer estimated to be on farms and 
ranches at the start of the year. 
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Those are the facts in figures taken from official sources as to the cause of the 
black markets, gentlemen. Those are the causes that led up to the acute scare ty 
of beef in the market so its prices on top grades rose to levels 121 percent of 
parity on May 15, 1951. And you will note that the figure on top beef of the 
Prime grade in Chicago was 121 percent of parity instead of 152 as was so wide ly 
advertised for propaganda purposes. 

It has taken 5 years to overcome those asinine policies of 1943 inaugurated py 
the War Food Administration, OPA, and USDA. We are just now reaching the 
point where from now on, with encouragement instead of coercion, with natura) 
events instead of “a plan,” there is every logical reason to expect a steady in- 
crease in the volume of meat coming to market. 

In 1946, when the controls were removed and the prices shot upward lot 
of cattle came to market. And the advocates of price controls, in their igno 
rance, said that farmers and ranchers had held back on their livestock and 
refused to market. But an examination of the records shows that the great 
bulk of the cattle coming at that time were either range cattle or discards from 
the cow herds either of the ranches or the dairy herds. The owners were 
just like you and I would be. Most of them had gone through 1920 and they 
did not want to go through such a price break again. So when the prices rose 
they rushed their cattle to market to get while the getting was good and while 
the bonanza lasted. This is proved by the fact that in February 1947 over 70 
percent of all of the beef graded by the United States Department, graded 
Commercial. That is the grade into which feeder cattle would fall if slauzhtered. 
the grade designed for the hard-boned milk cows. Many of those cows would 
better have been kept to raise calves and increase the total supply of meat. 
But the whole Nation questioned the permanency of the high level of commodity 
prices following the close of the war, and ranchers and cow owners 
hardly be blamed for liquidating. 

It was not until the great building wave got under way in 1947, creating 
a demand for the labor, goods, and services of the 50 or more major industries 
directly or indirectly affiliated with new building, that prices again began to 
climb—just as they had under similar conditions from 1921 through 1928. Still 
the ranchers were hesitant about increasing those herds. But when the activity 
continued through 1948, 1949, and 1950, they finally began to restock the ranges. 
For the past 3 years they have been competing with Corn Belt feeders for the 
cows and heifers. Now there is the largest number of herd cows on farms and 
ranches ever in history. The calf crop of 1951 was the largest ever in history. 
There was a slight increase in steer numbers on farms, as a direct result of 
this, during 1950, but it is not yet up to levels where it should be. If there 
were the same percentage relationship between steer numbers and beef cow 
numbers now as prevailed from 1920 to 1944, or the time of inauguration of the 
disastrous permit system of marketing hogs and the other asinine steps taken 
by OPA, there would right now be around 12,000,000 steers on farms and ranches, 
The official estimate as of January 1 this year was 7,188,000. But calf numbers 
on farms and ranches increased 1,348,000 head in 1950, and those calves are 
now yearling steers and heifers. With the largest calf crop ever in history, 
there is ample reason to look forward with pleasure to an increasing supply of 
beef in the butcher shops—provided that OPS takes a common-sense attitude 
in interpretation of the amendments to the Defense Production Act of 1950 and 
you gentlemen do not ball up the works by making it possible for them to inaugu 
rate this quota system, the counterpart of the permit system of 19438. 

Congress put the Corn Belt livestock feeders in a spot when it passed that 
amendment to the Defense Production Act. That amendment said, “No ceiling 
shall be established or maintained for any agricultural commodity below 90 
percent of the price received (by grade) by producers on May 19, 1951, as de- 
termined by the Secretary of Agriculture.” 

The original act of 1950 said that “no ceiling shall be established or main 
tained for any agricultural commodity below the parity price for such com- 
modity as determined by the Secretary of Agriculture and adjusted by the 
Secretary of Agriculture for grade, location, and seasonal differentials.” 

AS you all know, the conference committee adopted the House amendment in 
July. But even in presenting this amendment to the House, Mr. Fugate, of V'r- 
ginia, gave two interpretations of what it meant. Mr, Andresen of Minnesota 
asked, “Is it the purpose of the amendment to permit the first 10-percent rol! 
back to stand, and then to eliminate the other two roll-backs that are to follow 
on August 1 and October 1?” and Mr. Fugate said, “Exactly.” But you will note 


could 
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that he did not say anything about a roll-back that might be ordered after Oc- 
tober 1. And that is a very important point. 

Mr. Poage, of Texas, asked Mr. Fugate, “Does the gentleman give us assurance 
that if this amendment is agreed to, the Office of Price Stabilization will so 
adjust that roll-back on Commercial beef that it will not exceed 10 percent?” 

Mr. Fugate’s answer was, “Well, I can only give you what the amendment 
provides.” 

Mr. Poage, “But you interpret that ‘by grades’ to mean that he cannot roll 
pack Commercial beef more than 10 percent of what it was on May 197’ And Mr, 
Fugate said, “That is right.” 

In the one interpretation he said that he interpreted the amendment to mean 
that the first roll-back would stand, but those for August 1 and October 1 would 
be eliminated. He did not say that there might not be further roll-backs if the 
price was not to levels below 90 percent of prices prevailing for producers on 
May 19. In this answer to Mr. Poage he interpreted the amendment to mean 
that OPS could not roll the commercial grade of beef back to levels lower than 
those prevailing under the first roll-back. But he did not say that the prices of 
the Good grade, the Choice grade, and the Prime grade could not be rolled back 
provided the ceiling was not below parity nor the price less than 90 percent of 
the May 19 level. 

Now, Commercial beef is what would be produced if feeder cattle were slaugh- 
tered. That is what is mostly produced down in Mr. Poage’s State of Texas. 
But there is very little of that slaughtered to go into the great consuming sec- 
tions of the Nation. During the month of July 1951, only 2.4 percent of all of 
the steers slaughtered at Chicago graded Commercial. Back prior to the war, 
this Commrecial grade included the present Good grade. Yet in the years from 
1939 to 1941, inclusive, out’ of all the beef inspected by the USDA, only 11.2 
percent graded Commercial. 

And Mr. Fugate was right in saying that under this amendment OPS could 
not reduce the price on the Commercial grade any further. The average price 
of Commercial grade steers in the week ending May 19 at Chicago was $30.68. 
Ninety percent of that would be $27.61. The ceiling imposed on beef on May 20, 
and to apply if packers were to buy cattle “in compliance” after June 4, 1951, 
was $27.30. So the Commercial grade, which includes the stocker and feeder 
cattle usually bought by the Corn Belt stockmen, would need to be raised in 
price 31 cents a hundred to conform to this amendment. The rancher is taken 
care of. 

But it is different with the Corn Belt feeder. He buys those grass cattle from 
Texas and the other ranching States, at weights averaging around 600 to 700 
pounds, feeds them out to weigh 1,000 to 1,400 pounds, and makes them dress out 
around 60 percent meat instead of 54 percent or less. So he adds on 30 percent or 
more to the amount of meat that these Texas cattle produce. But his biggest 
service is in taking these cattle at the end of the grass season on the ranges and 
so fattening them out that they are marketed rather evenly each month through- 
out the year. Instead of the markets having for sale the tough, stringy, grass 
beef only at the end of the grass season from the middle of July to the middle of 
November, and then no more beef in volume for another 8 months, the Corn Belt 
livestock feeder supplies the markets with a rather even flow of tender, juicy, 
corn-fed beef every month of the year. And if the 30 percent in weight that he 
puts on were not added, then a beef and meat shortage would prevail during 
about 8 months out of the year. 

The law of last year would stop OPS from putting into effect the ceiling it had 
dictated to become effective on Prime grade, or top cattle on October 1. With the 
parity ratio where it is now, and allowing for the seasonal differentials as pro- 
scribed in the law, as compiled by the Secretary of Agriculture and published in 
the official “Agricultural prices” from 1942 through 1950, parity on Prime cattle 
in November would be $37.03. The ceiling established on June 4 was $37. So if 
Mr. DiSalle observed the law, he could not have put that reduced ceiling into 
effect anyway. 

But those seasonal differentials naturally vary with the season. Where it 
would dictate a parity level of $37.03 for November, with very close to that level 
for October and December, yet if the parity ratio remained where it is now, 
parity on top cattle by next May would be only $31.68. The average price of 
Prime cattle at Chicago in the week of May 19, 1951, was $38.41. <A price 90 per- 
cent of that would be $34.56. The ceiling established June 4 was $37. So under 
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this amendment it would be perfectly possible for OPS to decree that the cei 
be graduated down after January 1 until in May it was $34.56. 

On the Choice cattle, the average price at Chicago in the week ending May 1) 
was $36.24. Ninety percent of that would be $32.58. The ceiling set was $34.20. 
During the month of July this year, when 2.4 percent of the steers sold for 
slaughter at @hicago graded Commercial, 48.8 percent graded Choice, and 344 
percent graded Prime. The Corn Belt livestock feeder wants to buy his cattle 
now at the tail end of the grass season on the ranges, and feed those cattle «it 
with an increase of 30 percent or more in the weight and 6 percent in the dress- 
ing percentage for marketing next spring when the rancher is just turning jis 
eattle onto the grass. But the Corn Belt feeder does not know whether tie 
ceiling on the Choice grade is going to be $34.20, or it is going to be $82.58. How 
in the world is he going to operate intelligently when he doesn’t know what thie 
rules are going to be? 

I don’t think it was the intent of either branch of Congress that such a situa 
tion be permitted to continue. But I do know this—if OPS waits until the feed 
lots are again loaded like they did last year and like OPA did every year of iis 
existence, and then, after the Corn Belt feeder is powerless to protect himsel{, 
they roll those prices down, you are going to see the worst meat shortage that 
this Nation has ever seen. The shortages of 1945 and 1946 will be as nothing 
compared, to the shortages that will be seen then. And farmers of the Corn 
Belt will have no compunctions whatever about selling their cattle in any market 
they can find that will pay them the cost of production and a profit. 

We want to produce meat. We believe the people of this Nation want to eat 
meat. We know that history shows that it is the people with a fair portion of 
meat in their diet who are leaders of the world in fighting, in agriculture, in 
commerce, in science, and industry. But we can’t produce meat if all the profit 
in its production is squeezed out. We can’t produce meat if we know that 
when we get ready to market it, the rules may be like they were under the per- 
mit system—now called a quota system and applied to the buyer instead of the 
shipper—so we have to hold our stock until] it is above desired weights and all 
of our feed supplies are exhausted. 

OPS says they must have the quota system to prevent black markets. I tell 
you that the quota system will lead to black markets just like its counterpart, 
the permit system, did in 1943 and 1944. 

They say they must have the quota system to keep packers in line in buying 
their livestock in compliance with the ceilings. That is silly. They or the 
Department of Agriculture have power to license slaughterers and processors 
of livestock, don’t they? And if the processor does not buy “in compliance” 
they can suspend his license for a short period of time, can’t they? Yet such 
suspension of one killer would still leave other killers in position to take his 
place and buy the livestock when it was ready to come. 

They say they must have the quotas to see that the flow of livestock to market 
is kept in normal] channels, so one killer cannot purchase more than his share. 
That is the most dangerous doctrine that could be preached. In the first place, 
it is an admission that a set of ceilings cannot be imposed that will keep the 
flow in the normal channels. And it is a fallacy because if nature stepped in to 
send drought, pestilence, flood, or other catastrophe to one particular section 
which had been in the habit of marketing its stock locally, and caused farmers 
of that section to liquidate, then either that livestock would be compelled to seek 
a new market when the local quotas were exhausted or the farmers would be 
compelled to hold that livestock on their farms and see it die because of an 
asinine regulation. 

Gentlemen, we want to produce meat. We have proved that we can produce 
meat. We have proved that we can produce feed for the livestock and food for 
the Nation and its allies. But if we are going to produce meat, we must have 
cooperation instead of coercion. We must have encouragement instead of threats. 
We must know what the rules are going to be and that those rules are going to 
be fair. Right now we must know what maximum price is going to be permitted 
on cattle next spring. If OPS is going to raise the price of feeder cattle and 
and lower the price of finished cattle, we want to know it so we can get out of 
the livestock feeding business. For we can’t operate if the commercial grade is 
raised to $27.61, Chicago basis, so we must pay more than that to buy them away 
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from the packers, and the ceiling on choice grade is reduced to $32.58 as can be 
done under that law you have just passed. It can’t be done profitably. And unless 
there is a reasonable profit, why take the risk? 

We ask you not only to pigeonhole indefinitely S. 1928 but to use your influence 
t») get OPS to make an announcement immediately as to what they are going 
to do under this law, so we will know what the rules are going to be. 


The Cuarrman. The subcommittee will stand in recess until Friday 
at 10 o’clock because the full committee meets tomorrow on the other 
two amendments that we expect to report out. 

(Whereupon, at 12:15 p. m., the committee recessed until 10 a. m., 
Friday, September 21, 1951.) 








SLAUGHTER QUOTAS 





FRIDAY, SEPTEMBER 21, 1951 


Unirep Sratres SENATE, 
SPECIAL SUBCOMMITTEE OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 
F-39, the Capitol, Senator Burnet R. Maybank (chairman), presiding. 

Present: Senators Maybank, Frear, Moody, and Schoeppel. 

Senator ScHoepPeL. The committee will come to order. 

The chairman will be here, I am sure, in a few minutes, but because 
of the press of time, I think in fairness to all of those desiring to testify 
today that we ought to start. 

Mr. Lee, if you will come forward, sir. 

You represent the Prime Packing Co. of Milwaukee? 

Mr. Ler. Yes, sir. 

Senator ScHOEPPEL. You may lead off. You may do one of two 
things, sir. You may have your entire statement filed in the record, 
and summarize it, or you may proceed in your own manner. 

I understand that you have provided the committee with sufficient 
copies, and those have been distributed. 

Mr. Ler. Yes, sir; ] have. I am perfectly willing, from the stand- 
point of saving the committee time, not to read my statement. 

Senator ScHorpre.. If you desire to summarize it that will be all 
right. This entire statement will be printed in the record, and will 
be for the benefit of the entire committee. Some may not be present 
this morning because they have other subcommittee assignments. 

You proceed in your own way. 

Mr. Ler. Thank you, sir. 


STATEMENT OF JACK HAROLD LEE, GENERAL MANAGER, PRIME 
PACKING CO. 


Mr. Ler. I represent a small independent beef packer, Prime 
Packing Co. of Milwaukee. It is, we think, a typically small beef 
packer; the type of organization that perhaps may have been referred 
to in the past in newspaper articles by certain livestock associations 
as one of the small packers that perhaps did not want quotas. 

That was at the time, I believe, shortly before the end of July. 

Senator ScHorpreL. Mr. Chairman, Mr. Lee has just started. 

Mr. Ler. Would you care to have me start over again? 

I represent Prime Packing Co. of Milwaukee, a small beef packer 
that feels itself quite typical of many of these small beef packers in 
this country. 
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At the end of July of this year certain statements were made |)y 
various livestock interests ond associations to the effect that quojas 
should be removed because quotas were hurting the small pack. 
and that the small packers wanted quotas removed. 

I myself, for one, as a part of our organization, and I am sure speak- 
ing for many of the small packers in our area, was quite surprised «| 
this statement, because we felt that the concept of slaughter quotas 
was basically necessary to any form of regulation which would go\ ern 
the entire meat packing industry from the time the animal was born 
until the time the meat it brought to the consuming public. 

We then had the opportunity of observing the effect of the dropping 
of the quota system, and we immediately noticed that livestock went 
up in the livestock markets, and in August of this year, the first month 
of the slaughter program without quotas, fewer cattle were received 
in the Chicago stockyards—which are the largest stockyards in the 
United States—than in any previous August for the past 71 years, 
even though I may parenthetically add that it is believed our cattle 
population in this country is as large or larger than it ever has been 
before. 

We feel that a program of control of prices is necessary for the best 
welfare of this country at this time. Of course we all have learned to 
operate under an economic system of freedom of markets, free supply, 
free demand, controlled by the times, and prices reacting accordingly. 

The system of imposition of prices is of course difficult on us. 

The CHarrMAn. How do you believe they should be imposed? We 
had some testimony on that yesterday, when Senator Schoeppel asked 
a question as to whether there should be a ceiling on each grade. 

Mr. Ler. We feel that if there are going to be prices set at the 
packer level, there must be something to govern the demand for the 
livestock in the stockyards in order to enable us to buy cattle at com- 
pliance prices. It is obvious that we, as packers, wish to pay as little 
as possible for our livestock, because we are in a competitive business 
Therefore, at the present time, we would like to buy our livestock at 
compliance, as we are required to do by law. If the supply of live- 
stock is short, and the demand is great on the part of the packers 
because there are no quotas at this time, the livestock will go up, and 
they have gone up, and they have gone up over compliance. 

The CuarrMan. That is one reason they have gone up, on account 
of the so-called 50-percent compliance? 

Mr. Ler. No, sir; they went up before 50-percent compliance went 
in. Livestock jumped up 2 days before August 1, on the day before 
it was announced that there would be no quotas, leaders started buying 
more cattle than they would under the quota system because they 
all wanted to kill a few more cattle, and they had to pay a little more 
to get the supplies that were on the market. 

The United States Department of Agriculture prices published from 
all the major stockyards in this country prove that livestock went up 
from, I would say July 30, until about August 2 or 3. They jumped 
up immediately, because everybody wanted to hop on the band wagon 
of killing a few more cattle. It is obvious any packer would like to 
kill a few more cattle, because it is the basic theory of the cattle 
business to have large operation in order to cut down unit costs of 
operating per animal slaughtered. Therefore it is within the eco- 
nomic interpretation of the packing or slaughterhouse industry to 
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kill as much as possible, and produce as cheap a product as possible 
from the standpoint of overhead. 

Senator ScHoEPPEL. Might I ask you a couple of questions at this 
juncture, if you do not mind an interruption? 

Mr. Ler. Not at all. 

Senator ScHOEPPEL. | rather gather at this stage of your testimony 
that you believe in establishing one set price for each grade of cattle 
at the market, in other words for Choice, Prime, Good, and Com- 
mercial. 

Mr. Ler. I[f it were possible to set up a plan of controlling livestock 
at the live level, which would be enforceable not only on the packing 
industry, but also on the livestock shippers, and their agents in the 
stockyards, I say that would be the panacea of the entire beef control 
program. 

Senator ScHoerPe.. In other words, the producer of livestock, if 
sold in Choice grade, or Prime grade, would get only so much, and 
the competitive bidding would be limited to the fact if the market 
that day was under that particular price allocated to that particular 
grade—Choice or Prime? In other words, it would eliminate com- 
petitive bidding if it came to that point? 

Mr. Ler. No, sir; I do not think it would eliminate competitive 
bidding. 

Senator ScHorrpPet. How then could a man buy at a higher price 
than that offered or stated or positively posted for that grade? 

Mr. Lee. What you say sounds simple in the theory of buying 
something recognized as having a specific quality. However, live- 
stock men are highly expert in understanding the fill of cattle, or 
understanding their dressing yields, and if a cattle will dress much 
lower than a cattle of a certain grade out to dress because it may be 
full of water, it may be full of food, it might be full of foreign matter 
which may have been in the foodstuff when the cattle were eating— 
if an animal will dress less than it should, it will cost too much, and 
then it will be over compliance. Therefore there must be a sliding 
scale whereby the prices are set that if cattle will be Choice, and it 
will dress so much, then it shall sell for this much. If it will dress 
61 and make Choice, it should go for one price. If it will dress 62 
and make Choice, it will be a little higher price. That gives the 
livestock man the benefit of a better price when the cattle come in in 
good condition into the markets. It also assists the livestock shipper 
who ships cattle from long distance into the livestock markets, because 
animals lose their fill overnight. His cattle will weigh less when they 
come in, but because they weigh less, they will be worth more money. 

Senator ScHorpre.. And they weigh less when they lay over in the 
stockyards when quotas are filled? 

Mr. Ler. They still eat hay and drink water when they are in 
the yards. 

Senator ScHOEPPEL. Somebody has to pay for it. 

Mr. Ler. If they yield more, they are worth more money. 

Senator ScHorpPE.. From listening to your testimony, you seem 
to me to favor one price for Choice or Prime, Good, and down the line. 

Mr. Lee. No, sir; I did not say that. I said that it would be 
highly desirable if a system of that sort could be worked out. My 
statement says that I think it is impossible. 
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Senator ScHOEPPEL. I see, proceed. 

Mr. Ler. May I quote from my statement, sir? 

Senator Scnorpre.. Certainly. I have not had an opportunity 
to read your statement. 

Mr. Ler. At the bottom of page 1, the buying of livestock at 
compliance prices is possibly only if there exists either a provision for 
fixed livestock prices of slaughter quotas. 

The ideal situation would be to have dollar-and-cents prices for 
livestock as there exists on dressed carcasses. All packers would 
welcome this with great enthusiasm and with an audible sign of relief. 
It is doubted whether such a program can possibly be worked out. in 
such a manner that it can be easily understood, complied with, and 
enforced. OPA could not do it, and now OPS has been unable to 
prepare an enforceable plan of fixed livestock prices at the livestock 
level. 

Even though a slaughter control program through use of slaughter 
quotas may be second best, it is the best from the standpoint of 
feasibility, enforcibility, and control. 

Now, the reason why I say that quotas will aid packers in buying 
cattle at compliance prices is because of the fact that quotas in them- 
selves act as a curb on demand. The demand in the livestock markets 
is created by the livestock buyer who bids for cattle. The more he 
needs, the more he will pay if the supply is not adequate to meet his 
demand. 

Senator Scnuorpret. That has been my theory. Then when we 
cut the quotas to 80 percent, 20 percent was held off the market. 
Everybody wanted meat, and I can easily see why meat went up. 

Mr. Ler. I submit that livestock prices in July were lower when we 
had quotas than in August when we had no quotas. They went up 
because we had no quotas. 

Secondly, I think the proof of that is in the fact that in the month 
of July there were no cattle standing in the yards for want of a buyer, 
unless the livestock owner himself refused to sell the cattle at prices 
which he thought were in compliance. 

Senator Scuorppet. You know this business is a seasonal business. 
In the great Midwest and Southwest these cattle come into the market 
inruns. A run is on now, in the Nebraska area. Out in our country 
you do not find very much heavy marketing in July. They are out 
on the grass. That is just almost axiomatic in the great Midwest. 

Of course your feeder cattle keep coming into the market. 

Mr. Ler. Well, I understand that in the month of July the lowering 
of quotas from 100 percent to 80 was rather desirable, because of the 
fact that at that time packers understanding that we were going into 
a controlled program would have been wise at that time to slaughter 
as much as they could, own and freeze as much of the meat as they 
could, and hold it for the winter when cows and also beef cattle are 
unusually short, so it would have been smart from an economic stand- 
point at this time to buy up as much as possible, even though cattle 
do not run traditionally as much in July as they would in “October 
when the grass and feeder runs come in. They would have frozen 
all their meat and held it for higher prices later when it really got 
scarce. 
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I think the imposition of quotas at that time was the only thing 
that kept live prices down. 

The Cuarrman. What would happen if we imposed them again? 

Mr. Ler. If quotas were put back on again, sir, I am fully con- 
vinced in my mind that livestock would not drop below compliance 
prices. 

The CuarrMan. The reason I ask that was yesterday we had some 
discussion about the large stocks of beef in warehouses. .I asked the 
Department of Agric ulture to work up the latest statistics for me, and 
give me all the “information possible, which they worked on last 
evening and last night, and I have it here. Without objection I am 
going to make it a part of the record, because it shows that the num- 
ber of cattle receipts have continued to go down, and it shows that the 
prices for each week on prime cattle have gone up, good cattle have 
gone up, but good cattle have not gone up as much as prime or choice. 
Utilities have gone up very little, but there has been a greatest in- 
crease, according to the Department’s study, in feeder and stock 
cattle. In other : words, they have gone from 37, which was stationary 
in July, to 40. 

Mr. Ler. They are over 40, sir 

The CHartrMAN. Well, this is dated September 19. These are 
average prices on the market. 

We had statements here the other day, I think from your State, 
Senator Schoeppel, that a lot of cattle came to market and were sold 
below the ceiling prices. Most of them went to feeders, so the testi- 
mony was. I think it was in Kansas City. 


This is the average price of all the markets, and was carefully pre- 
pared by the Department. Without objection, we will have the whole 
report put in the record. 

(The information referred to follows:) 


The attached three tables relate to certain questions which were raised by the 
Committee during the slaughter quota hearings on Wednesday, September 19. 

(1} The first table summarizes cattle receipts at 12 principal markets; by 
weeks, from the week ended July 7 to the week ended September 15, and also 
shows estimated receipts of stocker and feeder cattl2 at the eight principal markets 
for such cattle for the same weeks. For each of the 6 weeks running from August 
11 through September 15, receipts of all cattle at these principal markets were 
under receipts for the corresponding week a year ago, while the estimated receipts 
of stocker and feeder cattle (which are included in the all-cattle receipts) were 
above a year ago. So far this week receipts of all cattle at the 12 markets are still 
running under a year ago and although the stocker and feeder estimates are not 
as yat availab,e it is probable that receipts of this class of cattle are still above the 
corresponding week for 1950. The second table summarizes cattle prices at 
Chicago by grades, indicating the tendency of prices for the better grade cattle, 
including feeder and stocker cattle, to increase over recent weeks. 

The third table summarizes cold-storage holdings of beef in publie ware- 
houses and packing plants, by months, from January 1, 1947, through September 
1, 1951. This table indicates cold-storage holdings of frozen beef of 88,839,000 
pounds on September 1, 1951, as compared with 62,528,000 pounds on September 
1, 1950. Ordinarily the frozen beef carried in these holdings is used largely as 
processing beef in the production of manufactured or canned meat items, and 
for supplying the institutional, steamship, and similar trade. The extra 26,000,000 
pounds of stocks on hand this September 1 as compared with a vear ago are only 
equivalent to about 1 day’s consumption of heef on basis of current disappear- 
ance rates. Cold-storage holdings of frozen beef have exceeded the holdings of 
the corresponding month a year earlier by 20,000,000 pounds more each month 
since last November. 
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Cattle receipts at 12 markets and estimated number of stocker and feeder catti, 
receipts at 8 markets, week ended July 7 to Sept. 15, 1951, compared with a 
ago 


| Cattle receipts at 12 markets ! | Estimated stocker and feeder cattle at 8 market 


oe rece 
Week .d— 'stimate s | As percentage 
eek ended Estimated number total receipt 
1950 Change iiiechintetine ‘ 


| 1951 | 1940 | Change 1951 | 195 


| Number | Number | Percent | Number | Number | Percent | Percent Perce 
135, 842 137, 525 —12 12, 875 | 10, 607 | 21. 11.5 

187, 806 195, 728 —4.0 13, 673 17, 204 —20.5 | 9.5 
156, 030 203, 204 —23.2 13. 176 19, 646 | —32.9 | ll 
157, 921 185, 747 —15.0 | 15, 105 21, 588 | —30 13. ¢ 
166, 548 199, 929 —16.7 | 19, 626 22, 757 | —13. 15.6 | 
179, 032 190, 446 | —6. ( 22, 522 20, 669 9.0 | 17 
187, 986 192, 124 —2.2 | 30, 659 25, 968 18 21. 
201, 250 204, 701 —1. 35, 937 29, 739 | 20.8 | 23. : 
205, 345 231, 391 —I11.% 43, 156 35, 353 22. | 27. 
189, 900 211, 233 —10. | 46, 927 40, 583 | 15.6 | 32. ¢ 
236, 625 257, 771 —8. 2 | 59, 379 55, 708 | 6.6 | 31.8 











' ' ‘ 


1 Includes Chicago, Cincinnati, Denver, Fort Worth, Indianapolis, Kansas City, Oklahoma City, Oma 
St. Joseph, St. Louis (National Stock Yards), Sioux City and St. Paul markets. 

2 Includes Chicago, Kansas City, Omaha, 8. St. Joseph, St. Louis (National Stock Yards), Sioux ( 
§. St. Paul and Indianapolis markets. 


Prices of slaughter cattle at Chicago and feeder and stocker cattle at Omaha for select 
classes and grades, by weeks, July 7 to Sept. 19, 1951 


{Dollars per 100 pounds} 


Slaughter cattle at Chicago Feeder = mnee cattle at 


Steers, all weights ! | Cows, all weights | Steers 
Week ended- etal ee 
| 


i ul 
| 


7 " 

Com-! 1;,.. | Com-| x4. | Canner Fa yey at ium, | Choi¢ 

| Prime Choice Good — a *| ity and | “800 R00 | 5OOto | 300t 
cia i ¢ ’ cutter ’ ; 1,000 | 500 

pounds pounds} pounds | pout 

July 7... ; 37.38! 35.58! 33.12) 29. 8¢ 

July 14...-. | 37.3 35.47) 32.98) 30. 23 

July 21 ...| 37.29) 35.36) 33.02) 29.86 

July 28... ; 37. 35. : 32.96) 30. 

Aug. 37.61, < 33. < 29. 9° 

Aug. 11. | 37.68 5) 33.28) 30. 

Aug 37.81 c 33. 22) 30. 

Aug. 25. 37.98 35. 32. 85} 29.! 

Sept. 1....-. 38.42) 36. 93) 30. 

Spet. g...... 38.50) 36.27 33. 36) 3”. “ 

Sept. 1 | 38.51) 36. 33. 53) 30.92) 26.74 

Sept .75) 236. 50) 233.63 231. 28)2 27, 10 


33. 00 29. 00} 

33. 00 29. 00 

8, 00) 29. 00) 

00} QR. 50) 

15} 28,80) 

3, 25) 29, 25 

33. 90! 29, 95} 

20.88} 37. 34. 00} 30. 00} 
20.75; 37.5 34. 50 30. 50 
20.75| 37.62) 34. 50) 30. 50 
20.75| 38.25] 35.00} 30. 90) 


9.25) 24.75) 21.12) 38.2 35, 37] 31.12) 40 
! 


Sp BD BP RE RNR 
] ¢ - b 3 


—— — 


1 Weighted average price of boef steers sold out of first hands for slaughter for week ending Thursday. 
2 Estimate. 
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Cold storage holdings of beef in public warehouses and packing plants, Jan. 1, 1947 
to Sept.1, 1951} 


(Thousands of pounds] 





| l | F 
Jan. | Feb. Mar. | Apr. | May | June | July | Aug. |S . 





. Sept. | Oct. Nov. | Dec, 
Teen 1 1 1 ie faye. . hs th hae 
| 
Reef, frozen:? | } 
1947__....----|148, 948/169, 877/174, 211 179, 357 155, 471/127, 211) 96, 229,82, 67685, 719'74, 355!) &8, 334/118, 908 
1948___..-.._. 1160, 193}160, 815/152, 207/131, 752|102, 809) 86,931! 72, 729 60, 171/58, 281/63, 209] 75, 329] 95, 833 
ind pines 1132, 926} 135, 186 128, 432)113, 519) 95, 867) 76, 297) 65, 135,60, 310 57, 489/55, 776) 60,909) 79, 719 
1950..........|108, 263 | 117, 217/101, 649) 88, 635! 79,392) 63, 115) 52, 523/52, 411/62, 528/71, 105) 83, 349/101, 098 
WU et cam 134, 209)147, 197)136, 943 |120, 762) 100, 757| 91, 718, 82, 629/78, 334/88, 839 Vee phim’ 
Beef, cured 3 | | | | 

ak ae , 890) 10, 690| 12, 124) 10, 896) 10, 369) 10, 055)11, 815\11, 67110, 962) 13, 386) 14, 629 
Wei ncstexs 15, 038} 15, 295) 12,962) 12, 502! 10,916] 9,824) 9.976 10, 388/10, 556/10, 640! 12,446) 14,754 
Ds cates 16, 403} 15, 672| 13, 693) 13, 650) 11,731) 10,464) 9, 102, 8,119) 7,504) 7,300) 8,812) 11, 450 
1950... 12, 473] 13, 213) 11, 072| 11,660) 11,480) 9, 287) 7,908) 8, 092/10, 377,10, 051) 11,159) 12,137 
1951... 12, 716} — 12, 097} 10, 496) 10,003} 8,500) 7,357) 9,096! 9, 649 

tal beef, frozen | | | | | 

| 
cured: 

2 he 1156, 019/179, 767/184, 901/191, 481/166, 367/137, 580/106, 282 94, 491/97, 390/85, 317/101, 720 133, 4537 
1948_.........}175, 231 176, 110/165, 169 tg 725| 96,755) 82, 705 70, 559\68, 837/73, 939) 8&7, 775/110, 587 
| seayeees 149, 329/150, 858/140, 125/127, 169) 107, 598) 86, 761) 74, 237 68, 429)65 083/163, 076) 69,721. 91.160 
1950... ...._. |120, 736/130, 439) 112, 721) 100, 295; 90,872) 72,402) 60, 431/60, 503\72, 905)81, 156) 94, 508 113, 255 
eines dkon 1146, 925160, 673/149, 04011: 31, 958/110, 760/100, 218! 89, 986/87, 430/98, 488 





| i | | | 


Changed to end of month stocks July 31, 1950. 
2 Frozen beef (use i largely as processing beef in the production of manufactured ms 
meat). Also used for institutional and steamship trade 
Cured beef (used largely for the production of processed beef items). 


it items and canned 
Source: PMA—Transportation and Warehousing Branch. 


The CuarrMan. As far as storage is concerned, the best I can see 
from that, the only material I can find on storage is from the Army. 
Last year, as I understand it, the Army’s storage in public warehouses, 
or whatever the correct term is, in the Midwest and in the East was 
negligible, while at this time they have some 7 million pounds stored 
in certain sections of the East. I presume they have done that be- 
cause of the testimony we have heard about this $2,500 per car to 
bring meat from the west coast to the east coast. I wanted that 
statement so that every Senator might see the detail on what the 
Agriculture agent could find out last evening. ‘Today these hearings 
close. 

Mr. Lee. Senator, would you, sir, or may I, interpret those figures 
in the light of the problem? 1 think it should be pointed out in the 
record that livestock have gone up, and shipments have done down 
since the removal of livestock quotas on August 1, which has caused 
livestock to go up over compliance prices, and be fact has put every 
packer in this country in violation of the law. 

The Cuarrman. I would not know about every packer, but I cer- 
tainly concur with you from the knowledge I have of business. Al- 
though I have not been in the cattle business, I do know some ‘thing 
about business. When receipts drop off as these figures show, and 
consumption keeps up, naturally common sense tells you there will 
be higher prices. 

Mr. Lee. My statement points out—— 

The CuairMAN. This was only done because of various questions 
that were brought up before the committee, not in connection with 
your statment. 

Mr. Ler. My statement points out that in the month of August 
of this year, the first month of no slaughter quotas, there were fewer 
cattle received in the stockyards. 
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Senator ScoorpPpe.. Do you know what happened to the eastern 
markets in that same period? 

Mr. Ler. Livestock, sir, or dressed? 

Senator ScuorrPe.. Livestock. 

Mr. Ler. I do not have those statistics on hand. We buy all our 
cattle in the Middle West. 

Senator Scnorpre.. It might be interesting if you had a comparison 
between July of 1950 and July of this year, 1951, as to the shift in 
the market situation, and the purchasing factor. 

For instance, let us take Buffalo, New York City, Jersey City, 
Baltimore, Los Angeles, and San Francisco. Do you know that 
during the month of July this year and July last year, in those cities, 
taking them as a whole, they had about 83,000 head of cattle, 83., 
figuring in thousands, and during this month in 1951 it went to 105,600 
in the areas where we have been hearing some testimony that they 
are short. They have not been getting cattle. The fact they had 
quotas had been operating against them, and the total receipts were 
up. The total slaughter for those same markets in the East, and 
those two in the W est, Los Angeles and San Francisco, went up very 
decidedly. So, when ‘Chicago, Kansas City, Omaha, Dallas, Fort 
Worth, and Oklahoma C ity were down, apparently the cattle were 
moving into these other areas. I am assuming they were in com- 
pliance, too. 

Mr. Ler. May I ask a question? 

Senator SCHOEPPEL. You may. 

Mr. Ler. Does the Senator know if the cattle that came into the 
East were not first sold in the Chicago stockyards, and shipped to 
the East for resale? 

Senator ScHorPpPEL. What was that? 

Mr. Ler. I think you will find this year we had the most unusual 
year in our history because of the freight-rate differentials. Cattle 
were bought in the Chicago yards, shipped alive to the eastern mar- 
kets, and sold again in the East. The cattle you are showing in those 
figures were probably first bought in the Middle West, shipped and 
resold again, and that is why those cattle brought more money, because 
the eastern freight rates permitted the eastern packers to pay higher 
prices because of the shrinkage allowance. The fact that more cattle 
came into the East is no indication of the fact that more numbers of 
cattle in this country were marketed. It merely means those cattle 
were marketed twice instead of once. 

Senator Scuorpret. All I know is that the hoof, the hide, the horn, 
and the weight landed in the East according to these figures, and 
those are Department of Agriculture figures, not mine. 

Mr. Lee. I think what we should do is take the figures for the 
entire country, for the entire United States. 

The CuarrmMan. We have every figure for every week. 

Mr. Ler. I think, sir, you will see for the entire country there were 
fewer cattle marketed. You see, it is a misrepresentation of the fact 
if one animal is delivered in the Chicago stockyards, sold there to a 
speculator who ships them to Buffalo, where he resells them at a 
profit to somebody else over there. That cattle goes down in the 
statistics twice, but it is only one animal that can be consumed. 

Senator ScHorrPet. That all goes to show me very quickly that 
this livestock business, the marketing and handling of it, is too big 
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for Mr. DiSalle and the boys who are trying to operate it. It is a 
complicated picture, and this complication has made our difficulties 
ereater in trying to arrive at some kind of law that will permit some 
kind of equitable operation. 

The CuarrMan. As far as I have been able to find out here, certain 
conditions might exist in Kansas that would not exist in Georgia, 
and certain conditions might exist in Chicago that do not exist in 
Pittsburgh or Philadelphia. It seems to me, without knowing very 
much about it—I have tried to study as much about it as I could in 
the last 2 weeks—there are so many differences, not only freight rates 
but other things, to be taken into consideration that there cannot be 
any exactly uniform law that could be enforced. I may be wrong, 
but I believe if you have slaughter quotas you are going to have 
black markets, and if you do not have them you are going to have 
black markets. 

Mr. Lez. May I make a statement, sir? 

The CuHarrMan. Certainly. 

Mr. Lee. Speaking as a packer, and also as a citizen, it would be 
best, perhaps, for the packing industry if we had no price controls 
whatsoever. We would be able to buy and sell easier. 

The Cuarrman. That might be best. On the other hand, while I 
am not going to suggest there are any greater industries than the cattle 
industry, there are certainly a lot of industries comparable to it, and 
they can make the same case. If we do not have some control of 
some nature on one thing, you cannot have it on another in the econ- 
omy we live in. There is a great difference in the meat industry in 
different places; also, there is a great difference in the Members of 
Congress and what their constituents do. One might be in a textile 
area; one might be in a woolen area; one might be in a wheat area; 
and so forth. So, what you say might be a fact. I do not want to 
vo into an argument on that. I only make the point that if we took 
it off livestock we would certainly have to take it off wheat, corn, cotton, 
peanuts, and other things. 

Mr. Ler. I agree, sir. That is why I say as a citizen I think we 
should have controls to prevent run-away prices. That is also stated 
in my statement, sir. 

There is one other point I would like to make, if I may. There 
are many interests represented here before the committee. I think 
that the committee must also consider that no program of any kind 
whatsoever will be fair to everybody. Somewhere along the line, in 
a general law applicable to everybody, some one individual, some 
special interest somewhere off in a corner, may be hurt. The problem, 
I think, that faces the committee is what is the best for the general 
welfare of the entire industry, and for the public. That is the im- 
portant factor. 

After all, we are trying to protect the interests of the public, because 
we are trying to protect our economy, and if somewhere along the line 
we try to do something to protect a small special interest off in some 
corner we are liable to hurt our entire economy, and | say no one man 
is worth that in the interest of our entire economy itself. 

Now, sure, there may be a few small packers who started off in 
business last year and say ‘‘We have very small quotas; therefore, we 
cannot go on,” but how many thousands of packers are there in this 


83762—51—pt. 4-46 
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country who have been in business for years and years, who hay» 
established businesses, and who have been feeding this country? 

Senator ScnorpPe.. It has been processing what people buy fo 
food. They have not been feeding them. You see, there are abo 
6,000,000 farmers and cattlemen who have been going out doing ¢| 
hard thing so there will be something to process. I am for processiny 
The more employment there will be the merrier. I am glad to s: 
6,000,000 more animals on the ranges in this country than there were 
last year. 

Mr. Ler. Still we are middlemen. We are middlemen between thio 
live animal and the consuming public, because if we did not dress them 
out economically, and purchase them in good condition to the public. 
the public would not be able to consume those animals. 

It is probably our efficiency of operation that has enabled the 
farmers to get such high prices for their cattle, because we get as muc\ 
out of the animals as we do, and therefore can afford to pay more for 
the animals. 

Senator ScHorrre.. That is an important point; that is true, and 
we do find it here, and it is a thing | am very much concerned about 
Let us say the type of pac ker—w ell, let us say the nonslaughterer, 
the concern that only processes the meat that he has to buy in the 

carcass form. He does not have the wide range of byproducts to fal 
ak on, according to a lot of the testimony before us, and is really 
getting hurt. That is the segment of this industry that is really in 
difficulty in a lot of sections of the country. The fellow who only 
processes a certain type of meat to his clientele or his customer trade, 
they all say they are put at a decided disadvantage in this thing. 

Mr. Ler. How does that relate, sir, to slaughter quotas? 

Senator ScHOEPPEL. Someday they say they want quotas; some 
do not, and we are going to sit here as umpire. I do not know what 
we are finally going to come up with. We have testimony both ways, 
most sincerely advocated both ways, which shows the delicacy and 
the intricacy and the complexity of this whole thing. Our job is not 
as easy as it looks to some of you sitting down there and looking : 
us, who call us a do- nothing Congress. “We wish we could come up 
with the right answers in this entire program. It is a tough one. 
That is the reason we are happy to listen to you fellows, to get your 
divergent views, and then analyze them later. 

Mr. Ler. The reason for quotas, principally, is to keep as much 
cattle as possible out of the hands of certain illegitimate operators 
who would like to capitalize on the present situation. If there are 
no quotas, the men who find they do not mind certain consequences 
will go right into the market and buy all they can regardless of prices, 
regardless of compliance regulations. They will try to take care of it 
somehow, they think, just so they can make a fast killing, and it is 
elements like that that are in a small minority, who are the ones who 
are causing us all our difficulties. 

If every slaughterer in this country had only a certain amount of 
cattle which he could kill out, whether he is legitimate or illegitimate 

Senator ScHoEpPE.L. | do not want any ilegitimates slaughtering 
any of them. He has not any business slaughtering them. 

Mr. Ler. I am saying “illegitimate” as a man who would like to 
get more money because his cattle cost more money. When hides and 
tallows go down, the man stares at a balance sheet of loss. He says, 
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if 1 am losing money, I have either got to go out of business or I have 
vot to get more money for my beef. After all, how long can his money 
last at “the present rates. When you face a man with problems like 
that, it is do or die. The psychology is that a man does not want to 
vo out of business; he does not want to give up what it took years to 
build up. It is hard to lose money month after month and be power- 
less to make money if the situation is against one. But, if one can 
buy livestock at compliance, I would say the regulation was fair and 
gave everybody a small legitimate profit. But, the minute certain 
people can kill a lot more cattle and raise the livestock prices over 
compliance, you are putting the livestock in the hands of the people 
who are going to create the black market. That is something none 
of us want, 

We feel that unlimited killmg privileges with a system of price 
controls on dressed beef will act as the culture for the breeding of 
desire to move into black-market operations. 

The CHarrMAN. We thank you for your testimony. 

(The prepared statement of Mr. Lee follows:) 


STATEMENT OF JAcK Haroxip Ler, GENERAL MANAGER, PRIME PackING Co., 
MILWAUKEE, WIs. 


PRELIMINARY STATEMENT 


The small independent honest beef packer realizes the great responsibility that 
falls on the entire beef-packing industry for the eventual success of the entire 
control program over all basic industries affecting our national economy. 

For this reason the beef-packing industry wants sincerely to live and work 
under a regulation program for the industry that is easily understood, easily 
workable, easily enforceable, fair to all segments of our economy, and difficult 
to evade or violate. 


THE BUYING OF LIVESTOCK AT COMPLIANCE PRICES IS POSSIBLE ONLY IF THERE 
EXISTS EITHER A PROVISION FOR FIXED LIVESTOCK PRICES OR SLAUGHTER 
QUOTAS 


The ideal situation would be to have dollar-and-cents prices for livestock as 
there exists on dressed carcasses. All packers would welcome this with great 
enthusiasm and with an audible sigh of relief. It is doubted whether such a 
program can possibly be worked out in such a manner that it can be eas sily under- 
stood, complied with, and enforced. OPA couldn’t do it, and now OPS s has been 
unable to prepare an enforceable plan of fixed livestock prices at the livestock 
level. 

Even though a slaughter-control program through use of slaughter quotas may 
be second best, it is the best from the standpoint of feasibility, enforceability, 
and control. 


SLAUGHTER QUOTAS PROVED WORKABLE AND EFFECTIVE 


In July 1951, the first full month of beef controls with compliance and quotas, 
the effect of quotas was to bring livestock prices down to prices within compliance 
regulations. Quotas acted as an effective curb against the type of packer who 
would be willing to bid up the prices of cattle (regardless of consequences) in 
order to have more beef to sell. 

Quotas proved to be an effective and enforceable curb on the demand factor 
livestock prices in stockyards are determined by open trading effected by the 
relationship of supply and demand of the moment) which could have been created 
by certain elements in the beef-packing industry. 


REMOVAL OF QUOTAS PROVED THE NEED FOR AND EFFECT OF QUOTAS 


\s soon as quotas were removed at the beginning of August 1951, livestock 
prices went up immediately in the Nation’s stockyards. Every packer who ‘felt 
he wanted to and could kill a few more cattle each day did buy and did kill a few 
more e@attle than quotas would have permitted. This increased the demand 
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factor and raised prices on livestock. This is proved by the daily published 
livestock quotations by the United States Department of Agriculture from live- 
stock markets. 

The removal of slaughter quotas did not encourage livestock shippers to bring 
more livestock into the Nation’s major public markets. On the contrary, the 
Chieago stockyards, the Nation’s largest vards, received fewer cattle, both 
salable and directs, in the month of August than during any previous August 
since 1880—71 years. 

It therefore must logically follow that the removal of slaughter quotas princi- 
pally caused livestock prices to go up. Had there been quota restrictions on 
killing by OPS, then the relationship between demand by packers and the supply 
of livestock could have been balanced. Livestock prices would then have held 
steady. It might also follow logically, since fewer cattle were received in the 
Chicago stockyards this August than during any previous August in the past 
71 years, that cattle which were shipped and which might have gone to the Chicago 
stockyards for public sale may have been shipped directly to slaughterers whose 
killing operations were not curbed by quota controls. 


SLAUGHTER QUOTAS WILL REMOVE THE GREATEST PRESSURE FACTORS WHICH TEND 
TO CREATE BLACK-MARKET CONDITIONS 


1. High-cost factor of livestock 

No man in business wants to lose money. No man likes to lose money. No 
man will idly stand by in a helpless manner and continue to tolerate over- 
compliance costs of dressed beef as compared to lower OPS dressed beef sales 
prices. If he finds himself incapable of bringing livestock prices down, he either 
is forced to close his business in which he has invested a lifetime of effort or he 
will consider himself forced to ask his customers for money over ceiling prices for 
the beef. Even men with honest intentions may be forced to think in this manner 
if the urge to survive becomes great enough. 
2. Unbalanced supply of dressed-beef factor 

Quotas give all packers in all parts of the country an equal killing percentage 
based upon their 1950 operation. This then indicates that all parts of the country 
will have kills in equal proportion to the kills in those areas in 1950. This also 
indicates that the same supply of dressed beef will exist in the same percentages 
in all parts of the country, thus equalizing the degree of demand pressure from 
consumers in all parts of the country. This will keep certain areas from being 
so completely starved that black-market prices will be needed to attract beef to 
those areas. Traditional distribution of beef can be more easily maintained 
with slaughter-quota limitations. 


3. Factor of psychology 

It must be recognized that there may exist a few individual operators in this 
country who would like to operate under black-market conditions in order to make 
a fast killing (both in beef and money). They would like to make a lot of money 
in a hurry because they saw it done during the last war. Given the opportunity, 
these elements in the industry would like to kill as much as possible in order to 
have as much as possible to sell to those persons who might be jobbers, whole- 
salers, and retailers who themselves would like to make a lot of money from sales 
of beef over ceiling prices. These elements can create such great psychological 
pressures that they can create black-market conditions in certain areas of this 
country where higher prices tend to increase appetites. 

The only way to curb the effect of such operations is to control the number of 
cattle which such persons can kill. This in turn will lessen the tonnage of beef 
available for distribution in the hands of black-market operators and will insure 
a fair supply of beef tonnage for sale in the hands of those in the packing industry 
who have pride in themselves as men, who have pride in their reputations in 
their home communities, who have pride in the reputation which their businesses 
have in the packing industry, and who above all have the greatest pride in their 
country. They want the entire control program to work—to work fairly for all— 
in order that the faith of our people in our form of economy will stand fast with 
pride and conviction. 


QUOTAS DO NOT CREATE SCARCITIES 


Opponents of quotas like to suggest that the imposition of quotas on killing 
privileges will cause scarcity of dressed beef. This is erroneous, Quotas are 
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designed and set up to use up all expected shipments of livesteck to market. 
Quotas merely keep the number of cattle which can be killed down to the actual 
anticipated receipts of cattle. Quotas only curb the demand of the packers. 
Scarcities can only be created by the failure of livestock to be shippec to market. 
After all, the only meat that can be dressed for public consumption is the meat from 
animals offered for sale. No cattle went begging for customers in July when the 
quotas system was in effect. The only cattle that may have remainea standing 
in the stockyards were those belonging to men who weren’t satisfied to accept 
rices within compliance. They wanted prices over compliance for their cattle. 
“herefore the packer hindered by slaughter quotas bought only the cattle that 
were within compliance. 
Furthermore, if more cattle come into market than expected, OPS can always 
raise quotas over 100 percent. 


FARMERS IN THE WISCONSIN AREA DO NOT SEEM OPPOSED TO QUOTAS BECAUSE 
PRICES ON DAIRY COWS AND BULLS ARE VERY HIGH 


There generally are two broad classifications of livestock that come to market 
for slaughter. One class is principally composed of grass-fed and grain-fed 
yearling cattle. These cattle generally grade Good, Choice, and Prime. These 
cattle are mostly fed by professional feeders. 

The second class of livestock which comes to market and which is believed by 
the writer to compose at least half of all livestock offered for sale is made up of 
milked-out cows, old cows useless for further breeding, sick cows which might 
die if held much longer on the farms, cows culled from herds because they milk 
poorer than the others, and bulls which are either too old to breed or are not 
successful breeders and therefore cannot be kept by the farmers for any useful 
purpose. 

Cows that fall into the described second classification are bringing from $200 
to $300 in the Milwaukee and Chicago stockyards. That is not bad for a cow 
that is no longer useful to a farmer after it has served its intended purpose for 
years. They are milked and bred all their lives and when they are sick, old, or 
can’t breed further they bring much money for slaughter. In these cases the 
farmers are glad to get any prices they can for their cattle because any price for a 
sick or old cow is better than letting it die in the fields. 

The same is true of bulls. Bulls with good weights bring from $400 to $600. 
That is a lot of money for an animal that has already served its breeding purpose. 

Furthermore it must be remembered that farmers do not raise dairy cows and 
bulls principally for slaughter purposes. Dairying is their main objective. 
Farmers in this area do not seem to be complaining about quotas. The livestock 
shippers are making all the noise. The livestock shippers are businessmen who 
run trucks into the country, buy cows and bulls at a flat price from the farmers and 
then bring the animals into the livestock markets for sale. These shippers are not 
farmers. Their profit is the amount they can receive for the animals in the 
stockyards over what they paid to the farmer for the animals. 

The professional feeder of livestock certainly would complain about quotas 
because quotas would generally tend to keep cattle from selling over compliance 
prices. It is only natural for anyone to want to receive more money for his product 
if he ean do so. Thus livestock feeders would like a market unhampered by quota 
restrictions. Certainly, they should feel that if others in the industry are to be 
regulated strictly and severely as are the packers, then it is little enough to ask 
feeders in the interests of our national welfare to be satisfied with prices at 
compliance. 


The CHarrman. I have been asked by Mr. Widett, of the New 
England Wholesale Meat Dealers Association, if he can be heard now, 
because he has to leave the city. 

Senator Frear. Mr. Widett, you may proceed. 


STATEMENT OF HAROLD WIDETT ON BEHALF OF THE NEW 
ENGLAND WHOLESALE MEAT DEALERS ASSOCIATION 


Mr. Wipettr. I am a practicing attorney, a partner in the law 
firm of Widett & Kruger at 1 State Street, Boston, Mass. I am 
general counsel for the National Association of Hotel and Restaurant 
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Meat Purveyors, the New England Wholesale Meat Dealers Asso- 
ciation, New England Hotel and Restaurant Meat Purveyors, th 
Massachusetts Sausage Manufacturers Association, and the Boston 
Wholesale Meat Dealers Association, as well as a number of medium 
and small-sized slaughterers in New England and in other parts of the 
country. 

Senator Frear. Mr. Widett, you have a prepared statement here 
I think it is entirely agreeable to the committee that you go throug!) 
the prepared statement, or, if you so desire, to give us the high lights 
and comment. 

Mr. Wiperr. I should like to file for the record my prepared stat: 
ment, and try to hit some of the high lights contained in the statement 
Senator Frear. Without objection, the statement will be filed. 

Mr. Wiperr. I appear before this committee for the purpose o| 
speaking in favor of the slaughter-control program, and the reimposi- 
tion of slaughtering quotas. 

To my way of thinking, livestock quotas are a keystone to main 
taining adequate meat distribution in legitimate trade channels. 

I think it is a device which lends itself and permits a fair sharing 
by all the slaughterers of the available livestock that is brought to 
market. 

It permits each slaughterer the same proportion of livestock in 195! 
as he killed in the year 1950. 

I am sure that you have all heard a great deal about the compliance 
regulation, and the difficulty that has been encountered by many of 
the slaughterers in trying to remain in compliance, especially when 
they found that firms who have slaughtered small amounts in 1950 
sought to increase their slaughter substantially in 1951 when qnotas 
went out, and, as a result, bid up the livestock market to a point 
where legitimate slaughterers could not stay in compliance. 

It is my thinking that slaughter quotas prevent, at least tenc to 
prevent, a situation of that nature from arising or continuing. 

Senator Frear. How much of the meat consumed in New England 
would you say you represent, as far as the wholesale end of it is con- 
cerned, or whatever is covered by your representations as counsel? 

Mr. Wiverr. I would say about 90 percent. 

Senator Frear. Thank you. 

Mr. Wiverr. Now, I think that slaughtering quotas tend to assur 
every slaughterer of his fair share of the available livestock that. is 
brought to market, and if he could be continued to be assured of his 
fair share, I think you will find there will be less bidding up for the 
livestock, and therefore afford the slaughterer a better opportunit) 
to remain in compliance. 

Senator Scnorpret. Mr. Widett, that has been the big $64 question, 
how to assure all these fellows their fair share in this complicate! 
picture. Most of them have been produced where there is forage 
and feed available. The difficulty that Mr. DiSalle is having, with 
his controls, was that he and this committee were flooded, and a lot 
of Members of Congress, by letters from people in the industry who 
said they were in difficulty, that it was not working. We heard 
charges of black market. We could not put our fingers on them, but 
even when we had controls, we had this same difficult problem de- 
veloping that they were not getting their fair share, that cattle wer 
going some place else. 
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You have hit the nail on the head right there, how to assure them 
their fair share, and not do an injustice down the line as these cattle 
come up from producers. That is a tough one. 

Mr. Wiverrt. I can answer that question in this way: There is 
no program of controlled economy, as we have today, that will work 
a hundred percent perfectly, but if you can get it to work 85 or 95 per- 
cent, it is a step in the right direction. 

Now, I am familiar with the situation in New England and other 
parts of the country with respect to the effects of the quotas. There 
was a better opportunity to remain in compliance with quotas in 
effect. Of course in certain sections of the country you found certain 
slaughterers who would exceed their quota. You are going to find 
that with respect to observing ceiling prices. You just cannot help it. 
There are some people that will violate, but in the main there was not 
that situation with respect to the violations of the quota system. That 
meant that every single slaughterer could have and depend upon a 
fair share of the available cattle that came into market. 

Now, the moment you take that quota off, what you are doing is 
helping that very fellow, who says, ‘“‘Yes, 1 slaughtered only 100 
cattle last year, in 1950, and I distributed those 100 cattle through 
my normal channels of distribution, but now I want to slaughter 200 
cattle.” He is going to try to put them into the same channels of 
distribution, and the result will be that the next fellow who would 
normally have received the other 100 cattle will not be able to get 
it, and he will not be able to take care of his trade, as a result of which, 
as you step all the way down the line from the slaughterer to the 
intermediate distributor, down to the retailer, everyone is going to 
suffer, including the ultimate consumer. 

Senator ScHorpreL. What you think then ought to be done, and 
what in effect you think probably is the only answer? Is it rationing 
of live animals as well as the products which are in short supply? 

Mr. Wiperr. Well, | would not want to go into that. I do not 
feel that I am an authority. But I would say this, that some of the 
arguments proposed by the previous witness I would go along with, 
because I think they are sound. I do not want to attempt to qualify 
myself as an expert on this point, at least, to say that there should be 
rationing of livestock. 

Senator ScHorpre.. Well, in effect, quotas in a sense do that. 

Mr. Wiperr. Yes; in effect what quotas do is limit the amount that 
ach slaughterer may slaughter during a particular month, and that 
quota is based upon the expected marketings of livestock. In other 
words, if the OPS and the Department of Agriculture determine that 
as compared with 1950, only 90 percent of cattle will come to market 
during that month, then the quota is set at 90 percent, and that means 
that each one of the slaughterers bidding on the same basis, and bearing 
in mind that you have compliance regulations, that each one of those 
slaughterers could get 90 percent of what he slaughtered in 1950, he 
could be assured, by virtue of that quota of 90 percent of what he 
slaughtered. 

Senator ScHoEPPEL. Suppose I ship in a thousand head of semi- 
finished cattle to the Kansas City market. I truck them or ship them 
in there and more cattle go in there, more than those packers in there 
can take. They have quotas. I move them in there, I travel in there 
355 miles, that is the distance from the Missouri-Pacific end down to 
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Kansas City on the Santa Fe. Somebody has to feed and take car 
of those cattle. Suppose they are held over 2, 3 or 4 days in the 
stockyards in Kansas City while these quotas are being readjusted, 
and the packer goes in and says, “Fine, there are a lot of cattle held 
over here, these boys have to sell them,” and they hammer the price 
down. What are you going to do for the farmer who produces those 
cattle? I am asking you a_ practical question. 

Mr. Wiperr. I will attempt to answer it, Senator. 

In the first place, when you talk about holding them over for 3 days, 
I do not know the reason. You have not stated to me the reason they 
held it over. 

Senator ScHorrPe.. The packers do not have the quotas. 

Mr. Wiperr. I will answer that. In the first place, slaughterers 
throughout the United States operate on an accounting period, or a 
monthly period, and you cannot convince me of that, nor anyone 
in the country. Statistics will show that packers operate on a 4-week 
accounting period, a 5-week accounting period, or a monthly account- 
ing, and on any one of those accounting periods, that is the end of 
his quota, so therefore, throughout the United States, you have a 
picture of this nature. You have some packers whose quota might 
end—let us say we take the month of August. In August, some end 
on August 28, and others will end on August 30, so that you have that 
spread throughout the country. I do not know of any instance, in 
my experience, in working on this program—and I had the delight 
and pleasure of working on the last one, representing industry—where 
there was a cry that they were out of their quota. Every slaughterer 
should slaughter during the course of the month sufficient products 
during each week to take care of the needs during that week. We 
do not want feast for 2 weeks and famine for 2 weeks. It is up to 
the slaughterer to allocate his monthly quota over the period of the 
month so as to take care of the normal needs of the people he supplies. 

Senator ScHorpret. What about the shipment of a thousand head 
in there, with 250 head that have to be held over until somebody can 
adjust his quota? 

Mr. Wiperr. I have found that the OPS program is a very flexible 
one. If there should be a basis for an adjustment, I have had adjust- 
ments made over the telephone by just calling in. In one instance 
with respect to a client of mine in Boston, when a substantial amount 
of hogs came into the market, such an increase was granted, and 
granted immediately. 

Senator Scnorpre.. Are you familiar with the markets in the Mid- 
west—Kansas City, Omaha, Fort Worth, and Oklahoma City? 

Mr. Wiperr. I am sorry to say I have been there, but 1 am not 
familiar with the activities there. 

Senator ScHorpPe.. Go ahead. 

Mr. Wiperr. Now, if we look at this picture, if the slaughterers who 
normally supplied the wholesalers, the hotel supply houses, the inter- 
mediate distributors, who in turn ultimately supply the retailer, who 
in turn supply the consumer, if the wholesalers, the sausage manufac- 
turers, processors, and all those intermediate distributors are unable 
to get their supplies through their normal channels from their regular 
supplier, then obviously you have a distorted picture, and disrupted 
distribution of product. Everyone suffers down the line. Therefore 
it becomes very necessary, in order to take care of all these middle- 
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men right down to the consuming public, that each slaughterer be 
assured of an opportunity to purchase cattle at compliance figures, 
and slaughter them without suffering a loss, or ultimately he will go 
out of business, or, in the alternative, go into the black market. 

If a slaughterer is forced to go into the black market in order to 
remain in business he passes that down through each distributive 
level, and the ultimate result is that the consumer, unintentionally, 
or intentionally, pays over the ceiling price. 

Now, one of the factors that I think should be strongly stressed 
here is the effect of taking off quotas on the slaughter of livestock, 
especially as it relates to those slaughterers who normally slaughtered 
a small amount, a small number of cattle, and who now feel that 
they have a clear road ahead to slaughter as much as they want, 
paying prices above compliance, and producing and selling that meat 
through all types of illegitimate sources. | do not ss ay that it applies 
to all who have increased their slaughter, but to many, and I cite a 
good example. One of our middle-sized packers in the Midwest, 
in Iowa, is In an area where there are a certain number of prime and 
choice cattle grown. 

Senator Scnorpre.. That is what your hotel and restaurant people 
want, is it not, that type of beef if they can get it? 

Mr. Wiper. Y es, principally. Now, this slaughterer was the largest 
in that particular area, and slaughtered approximately six or seven 
hundred cattle a week, and I give this by way of example. Another 
slaughterer began operation a year prior, closed up his plant subse- 
que ntly, and in the year 1950, had slaughtered approximately 90 
cattle a week. A new firm comes into existence in New York, and 
they purehase the plant. They take over the rights of the prede- 
cessors, under the present slaughtering regulations. They would 
normally be permitted to slaughter only 90 cattle. If that condition 
continued to exist, this middle-sized packer could continue to get his 
normal number of cattle, if they were available, or at least the propor- 
tion which is available. This slaughterer, immediately, when quotas 
were lifted, began working two shifts. He is slaughtering almost a 
hundred cattle a day. Now, what is the result of that? That means 
that that new slaughterer that is beginning to slaughter now is divert- 
ing livestock from an old established firm, forcing that firm to pay 
higher prices, and get out of compliance, not being able to bid up to 
the high extent that this other new slaughterer is bidding. In addi- 
tion, what is happening to the meat that is produced? The meat, if 
it had been produced in the long-established firm that I am speaking 
of, would have gone through the eatuialaada of distribution. 

Senator ScHorpPreL. Who licensed that plant? 

Mr. Wiperr. That packer, that new packer was licensed as a result 
of taking over the plant, and under the regulations takes over the 
quota of the predecessor. That same situation existed under OPA, 
and it exists today, and that is the only fair way. I have no complaint 
with respect to that, it is the only fair way it can be handled. 

But at least, when quotas were in effect, that new slaughterer was 
limited to 90 cattle a week. Today he is not limited, and he is dis- 
torting the entire picture. He is shipping the meat, not to the same 
sources that received meat from that plant when his predecessor was 
there, but he is shipping it to new areas. The result is that you have 
then an unequal distribution, and an unfair distribution of available 
meat. 
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Now, I give you that by way of example. 

I come down here to Washington, and I read an article about th 
testimony of Mr. Seal of Brown’s Meat Market who testified recent! 
before this committee, and I was really amused to see the argument: 
that he has advanced. 

He said that in 1950—he operates a retail store, as I understand i: 
In 1950, he slaughtered 16 cattle a month, and OPS gave him his 
quota based on the 1950 kill. 

When merchant meat became a little short, he had evidently 
increased his slaughter, and he now wanted to slaughter 32 cattle a 
month. Why? Because he felt he could sell that. 

Does this committee realize, and does Mr. Seal realize for one 
moment what he is doing? He is in effect saying that although there 
is not double the amount of cattle marketed now as compared with 
1950, yet I want my fair share of the available cattle. He is saying, 
“T want double, because I can sell it.” 

Sure, in times of shortage, where others have not got the product, 
if you have it you could sell five times as much, but is that the kind of 
free enterprise that we want under our American system? 

Senator ScHorpre.t. You have forgotten a very important part o! 
his testimony. The important part of his testimony was that he was 
selling a lot of his meat at 37 cents a pound under what a lot of you 
fellows were selling your beef for. When he was forced to go to the 
packers, the packers put the squeeze on him and made him buy a lot 
of outside products with the beef, and he had to raise his prices up in 
order to keep in business. 

Mr. Wiperr. He may have been able for a short while to produce 
that meat at a price which would enable him to sell that far below 
the ceiling price, but how long would he be able to do that? That is 
the important thing. A temporary measure of that nature is not 
what is going to help this country. 

Senator ScHorpre.. He is an ex-serviceman, he has been in business 
for 20 years, and he was struggling to get along, and he says he was 
absolutely in compliance. 

Mr. Wiverr. Well, I am not going to talk about whether or not 
he was in compliance, but if others in the country cannot do it, 
neither can he. 

I might state further, because of the larger number of cattle he was 
taking from that market, eventually there would be a build-up of the 
price, and he would find himself in the position where he would have 
to pay prices which would bg over compliance. He would find that 
he would then either have to sell at a lower margin of profit or suffer 
a substantial loss, or else stop slaughtering. You cannot take more 
animals out of any one particular market than come into that market, 
bearing in mind that you have other competitors in the same area 
who normally purchase from that market, purchasing alongside of 
you. There will definitely be a competitive type of bidding which 
will bid up the cattle. 

I cite that Brown incident as an indication of how some of the 
slaughterers who do not want quotas are not particularly interested 
in their fellow businessmen, but are only thinking in terms of 
themselves. 

We feel that the livestock slaughter quota program is one of the 
most effective tools to prevent rationing. 
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If you have uneven distribution resulting from the failure of the 
slaughterer to obtain livestock, and areas, like up in New England, 
for example, which find they cannot get meat, there is going to be a 
cry for rations. 

Now, we do not need rationing if we can continue to have a system 
of distribution of available meat in this country, and that system is 
dependent upon the supplier, the slaughterer, getting his fair share of 
livestock. If he gets that, he is going to continue to distribute and 
sell to his regular customers, and that meat is going to go through 
the same normal channels of distribution. 

Now, I do know that the slaughter-control program has facilitated 
the Quartermaster Corps in obtaining beef. Various quotas were 
adjusted to take care of that when it became essential. I participated 
in the raising of a number of quotas myself when slaughterers found 
that they had to get increases to take care of the Armed Forces. 

It likewise took care of hospitals and institutions when it required 
slaughterers and sellers of meat to supply first the hospitals and 
institutions on a mandatory basis with the same amount of meat that 
they supplied in 1950 before they could sell through civilian channels. 

I would like to dispel one misconception that I have read a great 
deal about in the newspapers. I know that you have all heard 
great deal about this misconception with respect to the basis of where 
the fact that OPS would set, for example, 80 percent as the quota 
on cattle during any partic ular month, the cry has been the other 20 
percent of the cattle is therefore withheld from the market. That is 
not so; that is an erroneous misconception for the reason that I 
explained. The quotas are set with the cooperation of the Department 
of Agriculture, by OPS, and it is premised upon the expected market- 
ings. If they determined that 80 percent is what will be marketed, 
then that is the quota. In other words, they set as quota a hundred 
percent of that which is to be marketed, not 80 percent, not 110 per- 
cent, but 100 percent of what the departments feel and estimate will 
be marketed. 

Now, I give you an example of the instance of hog quotas. They 
estimated that there would be more than a hundred percent of hogs 
coming to market, so they set quotas of 110 and 115 percent. That 
was 110 and 115 percent of that which was slaughtered in 1950, and 
that was promised solely upon what the Department of Agriculture 
and OPS determined would come to market. 

Senator Frear. Is it your opinion that all the quota does is divide 
the available supply? 

Mr. Wiperr. Well, I think I have given you a number of reasons. 
There are a number of factors that enter into answering that question, 
because it does a number of things. I have been attempting to 
point out some of the principles and primary objects and accomp- 
lishments of the quota system. 

Senator Frear. But from what I have heard, it all tends to the 
same thing—that you do divide the available supply. 

Mr. Wipert. It divides available supply, it assists the slaughterer 
in remaining in compliance, it helps in the ultimate equitable dis- 
tribution of the meat after it is slaughtered. All those are factors 
that make up my statement. 

I think that Congress, when it passed the Defense Production Act 
of 1950, recognized that we were in a state of emergency. I do not 
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think that Congress intended to have businessmen take the attitude 
that we should operate as usual. We were under an emergency 
period, and some persons, as the previous witness pointed out, aro 
going to be hurt. That is true under any type of controlled economy, 

What we hope to accomplish is to have the present emergency 
taken care of, and allow matters to stand in status quo until that 
emergency is Over. 

I would like to read the last sentence that I have in my prepared 
statement, which I think is a good one. 

Without quotas it is likely that the historical relationships with 
respect to slaughter and meat distribution will be seriously disrupted. 
Areas, especially New England, which depend heavily upon the 
in-shipments of meat, and these are generally the heavily populated 
areas, not the livestock-producing areas, will feel the pinch. Such 
conditions can be avoided by the authorization by the Congress to 
restere livestock slaughter quotas as an effective distribution tool. 

On behalf of the associations who are represented in favor of the 
reimposition of quotas, we urge the restoration of slaughter quotas. 

It is our opinion that:*complete chaos is bound to happen in the 
distribution of meat if slaughter quotas are not restored. 

If there are any further questions, I would be glad to try to answer 
them. 

Senator Frear. Senator Schoeppel. 

Senator Scnorppe.. Well, I am interested in what you said at the 
last there. We heard that from the steel people when Kaiser moved 
into the market to make steel. United States Steel, Bethlehem, and 
everybody threw up their hands in holy horror when this new com- 
petitor came in. 

He is in the field, furnishing more steel. What we need is more 
processors of meat, because we have more cattle running on the range, 
But what we need more than ever now is the type of administration 
in policing it that we are not getting. ‘They are licensing all slaughter- 
ers. Anybody that tells you you cannot trace an animal from the 
stockyards, or where it is sold, right straight through, is not quite 
keeping up with what the facts of the situation are. 

When you talk about black markets, an enforcement feature 
pressed to conclusion rapidly is the best deterrent for stopping black 
markets. If the Department in its wisdom sees fit to license slaugh- 
terers as they have, they can then follow that meat through in all of 
these cities. They should put more emphasis on enforcement instead 
of bellyaching about a law we have got which they say cannot work 
before they have really tried it. They will get further, in my humble 
opinion, in taking care of John Q. Public down the line. We have not 
had enough of that; namely, proper enforcement. 

They have been winking at too much of it, letting these fellows get 
away with it. 

Mr. Wiverr. Mr. Senator, I would like to answer that statement, 
although it was not put to me in the form of a question. 

Senator ScoorppeL. I am merely expressing my views from the 
hard, cold, factual record. 

Mr. Wrverrt. All slaughterers who slaughtered in 1950 are licensed; 
they are licensed now, they are registered so that they could deter- 
mine who is to do the sli aughtering, and from an enforcement. stand- 
point, which is one point that I had rather rushed ove r, and I think 
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it is a good one, if you cannot have slaughtering quotas, you cannot 
have enforcement at the slaughtering level. That is brought out very 
clearly in the example that I cited, where a new slaughterer takes over 
the business of his predecessor, and immediately, without quotas, 
begins slaughtering five or six hundred percent more than his prede- 
cessor slaughtered, resulting in an uneven and disrupted distribution 
of the available meat as well as placing the competitor, who normally 
purchased his livestock in that market, at a competitive disadvantage 
and out of compliance. You cannot get enforcement at the slaughter- 
ing level unless you can check those unscrupulous slaughterers who 
will seek to increase their slaughter when meat becomes short, when 
cattle become short, to the detriment of all honest businessmen. 

Senator ScHoerPe.. Of course, all I can say is that I went through 
the war as Governor of the State of Kansas, and they said rationing 
was the answer, there would not be any difficulty. But they are 
running away from rationing now. You could not get them within 
10 miles of going to rationing now, which at that time they said was 
the answer to everything. 

There are a lot of unknown factors around here I say they do not 
want to touch on, but I say that more vigorous enforcement would 
stop a lot of the things that you fellows are being confronted with in 
the twilight zone of the black marketing areas. 

Mr. Wivetr. I say again you will not get enforcement unless you 
have slaughtering quotas. 

Senator ScHorepreL. Well, you and [ are of different opinion there. 
You are entitled to yours, and I am glad to have yours in the record. 


Senator Frear. Thank you, Mr. Widett. 
(The prepared statement of Mr. Widett follows:) 


STATEMENT OF HarRo._p WipEeTT, GENERAL COUNSEL, NATIONAL ASSOCIATION OF 
HoTreL AND RESTAURANT MEatv PurRveEyors, NEw ENGLAND WHOLESALE 
Meat DEALERS ASSOCIATION, NEW ENGLAND Hore. AND ResTauRAnT MEAT 
PuRVEYORS, MASSACHUSETTS SAUSAGE MANUFACTURERS ASSOCIATION, AND 
Boston WHOLESALE Merat DEALERS ASSOCIATION 


My name is Harold Widett. I am general counsel for the National Association 
of Hotel and Restaurant Meat Purveyors, New England Wholesale Meat Dealers 
Association, New England Hotel and Restaurant Meat Purveyors, Massachusetts 
Sausage Manufacturers Association, and Boston Wholesale Meat Dealers Asso- 
ciation, as well as counsel for numerous independent slaughterers. 

I appear before this committee for the purpose of speaking in favor of the 
slaughter control program, 

Livestock slaughter quotas are the keystone in maintaining an adequate meat 
distribution in legitimate trade channels. They are a device to provide for the 
fair sharing among established slaughterers of the livestock which comes to 
market, whether it be less than last year or more than last vear. They accom- 
plish this purpose by allowing each established slaughter to kill in 1951 the same 
proportion of live animals which he killed in 1950. 

You are no doubt familiar with the compliance regulation issued by the Office 
of Price Stabilization. That regulation establishes the maximum price which 
slaughterers may pay for livestock. If every slaughterer were assured of his 
fair share of the livestock coming to market, it would be possible for him to pur- 
chase livestock at prices which would afford him an opportunity to stay in com- 
pliance. However, where the supply is limited and where some slaughterers find 
difficulty in obtaining sufficient amounts of livestock to supply their needs, there 
will be a strong tendency on their part to further bid up the prices. As a result, 
they will be out of compliance and either have to operate at a loss or sell the 
dressed meat above ceiling prices. These undesirable effects can be minimized by 
the quota system, since it will help each slaughterer to obtain his share of the 
available livestock, 
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The livestock slaughter quota program is one of the most effective tools | 
prevent the need for rationing. As long as we have adequate and historical di, 
tribution of meat at the primary point of distribution, it is reasonable to assun 
that this distribution will continue on down through the channels of trade to th 
American housewife. However, if there are great changes made in the pattern | 
slaughter and the way in which meat is distributed, we are sure to have, at leas: 
area shortages. There will be considerable diversion from normal channels whi: 
will result in inadequate meat supplies in so many places that the general impre- 
sion will be that we have less meat than we need. 

It is necessary to register all slaughterers, in order to prevent the entry into 
the industry of fly-by-night operators whose only aim is to seek exorbitant profit. 
During World War II, we observed the effect of this influx into the industry. |; 
constituted one of the principal sources of supply for the black market and serv: 
to increase supplies in areas where high prices could be obtained and reduc: 
supplies in other areas. If all slaughterers were registered and if only registere« 
slaughterers were permitted to kill animals, a close check could be kept of a 
slaughtering activities. New firms could be granted registration only in thos: 
areas where additional operations were required for the national defense effor 
Through registration, meat can be channeled to legitimate distributors and 
another disturbing factor thus eliminated. 

Another important end served by the slaughter-control program is to facilitat: 
procurement for the Armed Forces needs. We observed this tendency during 
the time slaughter quotas were in effect. Priority was given to the needs of vita 
institutions, such as hospitals and institutions of involuntary confinement, suc 
as prisons and mental asvlums. All of these things were accomplished, as well as 
maintaining a reasonably normal pattern of regional distribution. 

Difficulty was experienced by the Quartermaster Corps in filling its needs 
because of rapid price rises and the great ease with which supplies could ty 
disposed of in the civilian market. Beginning in May, 1951, the quotas of 
slaughterers who had Army contracts were adjusted so that they could take care 
of the Armed Forces needs. In June, the reeulation was smended to provide for 
an automatic increase for those slaughterers who supplied Armed Forces require- 
ments. This automatic quota increase encouraged slaughterers to help to fi! 
the meat needs of the Armed Forces and the difficulties that had existed earlier 
were overcome to a great extent. 

Because of the strong demand for meats in the retail market. a number of 
hospitals and State institutions reported to the agency a lack of response to thei: 
invitations for bids from historical supplies. Office of Price Stabilization acted 
promptly to correct this situation and to guarantee these institutions meat sup 
plies by requiring mandatory delivery to these hospitals and other institutions 
by their historical suppliers. 

There are prevalent a number of misconceptions with respect to the slaughte: 
control program which I would like to try to dispel. 

Some people think that livestock quotas limit the amount of meat availab\: 
for civilians by limiting the marketings of farmers. For example, they believ: 
that when quotas are set at 80 percent, the remaining 20 percent of the livestock 
available is withheld from the market. That belief is absolutely erroneous. | 
understand that quotas are set in the following manner: 

The Office of Price Stabilization, in cooperation with the Department of 
Agriculture, estimates each month the quantity of livestock that is expected to 
be marketed in the coming month. If the quantity of this livestock is less than 
the quantity which was marketed in the corresponding month of the previous 
year, it is reasonable to assume that each slaughterer—if he maintains his rela 
tionship with all other slaughterers in the business—would kill less livestock. I! 
quantity of livestock coming to market, in a particular month, is expected to be 
only 80 percent of the quantity which was marketed in the same month in the 
previous year, then obviously, if each slaughterer kills at a rate of 80 percent of 
the corresponding month of the previous year, an equitable distribution of all of 
the livestock that came to market would be had. 

Quotas were not set arbitrarily or capriciously, but were merely estimates 
expressed in percentages related to the previous year of the livestock expected 
to come to market. The quota for each month represented 100 percent, not S0 
percent or 110 percent but 100 percent of expected marketings. In that way, 
you will see there was provision to permit all livestock which came to market to 
be slaughtered by legitimate slaughterers. 

An insight into an understanding of quotas can probably be gained more quick! 
by looking at the situation with respect to hogs. Hogs have been marketed and 
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slaughtered in much greater numbers this year than last. Quotas on hogs were 
set at levels above 100 percent from the time they were first instituted until they 
were discontinued because of congressional action. The percentage figures of 
110 and 115 percent that were used as quota percentages in the program meant 
that the marketings of hogs were expected to be these percentages of the hogs 
marketed in the corresponding months of the previous years. Permitting each 
slaughterer to kill his proportionate share of the larger marketings kept a normal 
distribution of the live animals among established slaughterers, and prevented 
distortion in meat supplies by requiring slaughterers to conform to the slaughter 
pattern established by all of them in 1950. This had the effect of having meat 
produced in historic locations and available for distribution throughout estab- 
lished territories. 

Who are the people who oppose slaughter quotas? Surely, it cannot be those 
legitimate businessmen who wish to maintain their business and continue to serve 
their customers as they have always done. The people who don’t want slaughter 
quotas are those who want to take advantage of their fellowmen in a period of 
emergency and to drive out of business thousands of established American citizens, 
some of whom have worked for generations to establish the businesses they now 
have. Some people say the slaughter quota program stifles free American enter- 
prise. Free American enterprise is our great protection against destruction, and 
if we are not enterprising enough to see the results that face us, if we do not take 
steps to prevent widespread black markets and serious distortions in meat supplies, 
we as American citizens are failing in our trust. 

Is it not logical for us to realize that when Congress passed the Defense Produc- 
tion Act of 1950, it recognized an emergency and said to the country that some of 
the things we have been doing we shall have to stop doing temporarily until we 
get out of thisemergency. The normal scramble in the public market is intensified 
by the emergency situation and unless it is controlled, chaotic conditions will 
result. I admit that there will be some slaughterers whose operations would be 
required to be conducted at levels lower than they want to operate, but by requir- 
ing them to do so, you are protecting them and the rest of the fellow businessmen 
to the same degree. In other words, the status quo is being maintained until the 
emergency is Over. 

Without quotas it is likely that historical relationships with respect to slaughter 
and meat distribution will be seriously disturbed. Areas which depend upon the 
in-shipments of meat—and these are generally the heavily populated areas, not the 
livestock producing areas—will feel the pinch. Such conditions can be avoided 
by the authorization by the Congress to restore livestock slaughter quotas as an 
effective distribution tool. 

The associations that I represent are on record as favoring the restoration of the 
slaughtering quotas. They have all expressed the opinion that complete chaois is 
bound to happen in the distribution of meat if slaughter quotas are not restored. 


Senator Frear. Mr. Peter H. Petersen, National Association of 
Hotel and Restaurant Meat Purveyors. 

Mr. Perersen. J] have a prepared statement, but I would like to 
make some comments, and I will be as brief as I can, because I know 
you have other witnesses. 

Senator Frear. Would you like your statement included in the 
record? 

Mr. Perprsen. Yes, sir, I certainly would. 

Senator Frear. It is so ordered. 


STATEMENT OF PETER H. PETERSEN, NATIONAL ASSOCIATION 
OF HOTEL AND RESTAURANT MEAT PURVEYORS 


Mr. Pretrersen. Mr. Widett, national counsel for our association, 
has covered a lot of the high spots. However, I am here as chairman 
of the Washington Committee of the, National Association of Hotel 
and Restaurant Meat Purveyors, and also as president of the Market- 
men’s Association of the Port of New York. 

We are very, very strongly in favor of slaughter controls, and I was 
happy to hear the Senator’s comments about enforcement, because I 
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believe without slaughter controls you have chosen the only weapon, 
or the best weapon, that price control has a possibility of living wit} 
and using. 

If slaughter controls are not enforced, a great many things can 
happen to us. The Senator commented on the movement of meats 
to the East. I think a great deal of that can be traced to the fact that 
those people in the East are killing heavier than they previously killed, 
or would be permitted to kill under quotas. They are bidding these 
cattle up in the markets, in the livestock markets. To further prove 
that, two of the larger packers in the New York area are today killing 
less than 50 percent of what they normally killed, and one, a subsidi- 
ary of the one of the larger packers, closed down for 2 weeks, and 
killed nothing. 

In our opinion, when a man is permitted to go out and bid for 
cattle, so that he in turn can slaughter more cattle it is harmful. As 
Mr. Lee pointed out in his testimony earlier, the historic practice of 
the packing business is to put more units in operation, because they 
then become cheaper per unit to handle. 

We are not in the twilight of a black market in my opinion. We 
had an active black market in certain areas of the country right now. 
Senator ScHOEPPEL. Do you have any evidence you might offer? 

Mr. Prerersen. No, sir; I have not. 

Senator Scoorrre.L. We hear that same story all the way down. 
No one wants to get his foot wet on that. 

Mr. Perersen. I do not think anybody could give evidence unless 
he was involved in the transaction. 

Senator ScHoEPPEL. He would not walk up and confess, I grant 
that. 

Mr. Perersen. I think that is the only evidence you can get, 
because I do not think hearsay evidence works out. 

We are firm believers that price control is necessary. We go along 
with the theory in back of it. We would like to see it work. 

Senator ScHorrpeL. Would you recommend one price being set in 
all the markets of the United States, that is the legitimate stock mar- 
keting centers, putting a ceiling on the animal that is prime, choice, 
good, commercial, and down the line? 

Mr. Prerersen. Senator, if that were practical—I heard Mr. Lee 
answer that. He is ina better position to answer that than I am—we 
are in the hotel supply field. We buy the carcass. 

Senator ScHorrPeL. They ration how long | can stay at the May- 
flower, or the Statler all over the country. 

Mr. Prerersen. We do not have anything to do with that. 

Senator ScHoEepreEL. Those are the folks you supply. 

Mr. Perersen. We supply them. We also supply hospitals, insti- 
tutions, governmental agencies. 

Senator ScHorpreL. They ought to get first call, the hospitals, th 
military, and all of those. 

Mr. Perersen. I do not believe, Senator, you have any complaint 
on record of hospitals and institutions not getting the proper amount 
of food, in the right category. 

Senator Scnorpret. General Marshall, when he was before us, 
testified that the military had no difficulty in getting the meat; they 
were getting the meat. Some would have you believe, according to 
press reports, that the military is in a bad shape, even in the polic: 
action in Korea, which I call a first class war. 
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Mr. Petersen. I think I am in agreement with you on that, too. 
I know of no hospitals or institutions, or defense plants, that have 
gone short of meat as a result of not being able to get it from hotel 
supply houses. 

Senator ScHOEPPEL. I hope that situation continues. 

Mr. Prrersen. I am afraid it will not, Senator, unless we have 
slaughter quotas. We have diversion of meat away from one area 
into another, and by your own statement, the fact that meat has 
moved away from the Middle West into the East means there is a 
lack of meat. 

Senator ScHorpret. And there is a lack of good fish in Kansas, 
too, while you have it in New England. 

Mr. Prerersen. I am sorry to hear that. I had hoped to fish there 
some day. 

By the comments we have heard today, it is an actual fact. The 
AMI recently reported that a huadred of the so-called No. 1 packers 
were running about 20 percent below their normal kill. Now, in my 
opinion, Senator, if you have slaughter quotas, and again I say they 
are absolutely necessary our association feels, the simplest way in the 
world to check is at the fountainhead. 

Senator Scuorrret. We still were confounded with complaints 
when you had slaughte ring quotas. 

Mr. Perersen. | agree “with that, sir. Again somebody else said, 
and I do not want to be repeating what the other man said all the 
time, nothing will ever work a hundred percent. But if it will do 
the best job for the majority, and treat the distributive features in 
this picture fairly, from the farmer through to the consumer, if it 
does that for the most of them, then | think.that is the way it should 
be. We will never write anything that will help everybody a hundred 
percent. I think you will agree with that. 

Senator ScHorrre.. [ have been brought to that realization very, 
very definitely, so much so that I am quoting the Wall Street Journal. 
It says “Meat mess. Price Stabilizer now considers tossing out 
snarled beef controls.’”’ I honestly feel—and I am a little prejudiced, 
[ will admit—that if they had tossed that whole thing out and put it 
on a competitive, basic level, you would have less trouble than you 
are having today. 

My fr iend from Mic higan over here, the production center of auto- 
mobiles, will not agree with me. 

Senator Moopy. My very good friend from Kansas knows well how 
| regard him. He is not the only one who is conscious of the fact 
the re are many imperfections in this. I think the gist of Mr. Peter- 
sen’s testimony has been that if you do not make an effort to do this 
very difficult job which admittedly is highly complex and intricate 
and difficult, and if, as a result of letting meat prices to the consumer 
go up, vou have insistent w age de mands and then cost price and price 
rises all along the line, then in the Jong run in inflation your farmers, 
Senator, and my farmers will be carried down in the same w ay that 
all other Americans would be. I think perhaps with that general idea 
you can agree. You are not for inflation any more than I am. 

Senator ScHorrrEL. That is the reason I am advocating, honestly 
as I view it, some of the things I am advocating. Please do not say 
we have not tried to do this thing. My God, we have given them 
controls and then had headaches. We took them off, things looked 
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better in certain sections, and now we have advocates for putting 
them back on. I do not think there is an answer. 

Senator Frear. I do not want to shut off debate between these two 
gentlemen, but I think we can do this on the floor. We want to get 
through with these witnesses. 

Mr. Perersen. I am happy the Senator came in when he did, 
because I think he answered it much better than I could, and said 
exactly what I would like to say. If we were to take controls off 
today, you would have a cry from labor that the cost of living has 
gone up, you would have a cry for increased wages, because they are 
related to one another. 

If we are to have price control, and we advocate it and are in favor 
of it, it will not work unless you put slaughter quotas in. 

There is no great problem, in my mind, from looking at a man’s 
slaughter records, to tell whether he killed 101 cattle this year if he 
only killed a hundred last year. There is nothing complicated about 
that. I go along wholeheartedly that enforcement is vitally necessary 
to this act, but we certainly do not have to get in any complicated 
attempt at enforcement if we have slaughter quotas. If we have 
quotas, a man can go in and follow them right from the market, 
through the buying area, into the slaughterhouse. However, the 
enforcement man can tell the vy killed a hundred last year, and this 
year killed 500. When they kill over what they are permitted to 
kill, take their license away. I think that is the answer. 

Senator Scuorpren. If you took the license away from all the 
folks out of compliance, God help 

Mr. Perersen. | did not say anything about the men who were 
not in compliance. That I think is a different thing. I said the man 

who kills more than he normally killed. 

Generally, meat distribution activity revolves around a man’s 
historic background, and his ability to perform. If a man, as Mr. 
Widett commented, has been in an area for years, and has been com- 
petitively able to buy cattle and sell to his customers at a price that is 
interesting to them, and is suddenly put in the position of somebody 
coming in and bidding his cattle up, putting him out of business, 
we haven’t accomplished anything. We have unfair distribution. 

Senator ScHoEPPEL. I have one thing more to say, and then I will 
be finished with vou. I notice one thing that the record shows. 
About the first crack has been by’the wage folks coming right on up, 
do not forget that. 

Senator Moopy. I am not so sure about that, Senator. 

Senator ScHOEPPEL. We can argue that on the floor. 

Mr. Prrersen. I am so glad the Senator came in when he did. 

Senator Moopy. I would have been here before, but the tax bill is 
pending, and I wished to debate on the floor. 

I want to point out that 1 do not think, Senator Schoeppel, you can 
blame any group for starting inflation. I think inflation has got to 
be stopped. 

Senator ScHorepre.. I did not say that but the record will bear me 
out. 

Senator Moopy. Is it your contention there is not some cracking 
in the price of meat? A few months ago a gentleman came in and 
testified the price of hamburger was subnormal. I could not go 
home that night, and I do not see how you could, without contesting 
that one. 
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Senator ScHorpPeL. I know that the farmers and producers do not 
get time and a half, their wages come solely from what they produce 
and sell. I am sitting here try ing to be broad-minded, but I sure want 
to watch out that we do not give it all to the other side without putting 
up a squawk and a holler and stopping it from being accelerated too 
fast. 

Senator Moopy. I certainly agree you are very broad minded, but 
I would like to point out this to you, that between January of 1950 
and June, I think it was, when we were having our hearings, I was 
impressed by the fact that the high prices of meat were unjust to the 
farmers all over the country, because the price of meat went up 55 
percent, and the price of things farmers generally sell went up only 
15 percent. The price of meat was way out of line. 

As Mr. Petersen has testified, if you do not hold this in some sort 
of order, you will have people bidding this thing up, and you will not 
be able to hold either the wage or price line. 


Senator Frear. I do not know who we have here as a witness—I 
do not want to cut this off, Senator. 


I am not going to let you put this Senator on as your witness, 
Mr. Petersen. 

Mr. Prerersen. I want to thank the committee. I appreciate the 
committee’s giving me this opportunity to testify, and in closing | 
would like to say ‘that, Senator Schoe ‘ppel, this is for your ears, too, 
we want to be fair to every segment connected with the meat oe 1eSS 
from the farmer right on through, as long as he is permitted to do 
what he historicaily did ta 1950. He should be allowed to ae ‘that 
all the way through. We do not want anything that will disrupt that. 

Senator Frear. Thank you, Mr. Petersen. 

(Mr. Peterse:a’s prepared statement follows:) 


STATEMENT OF Peter H. PETERSEN ON BEHALF OF THE NATIONAI 


ASSOCIATION 
or Horet AND RestTauRant Meat Purveyors 


My name is Peter H. Petersen. I am president of Peterscn-Owens, Inc., 
at 428 West Thirteenth Street, New York City. 

Il appear before this committee for the purpose of speaking in favor of the 
slaughter-contro! program. I am here in my capacity as chairman of the Wash- 
ington Committee of the National Association of Hote! and Restaurant Meat 
Purveyors. Our association represents the majority of indepdnent 
houses located all over the United States. 

The slaughter-control program occupies an important position in the national 
price stabilization effort. Its object is to normalize the distribution of stock 
by assuring a fair and equitable supply of live animals to legitimate slaughterers. 
This object is accomplished by the registration of slaughterers and the settin 
of quotas for them based on their operations during a selected base period. 

I want to approach this problem from the standpoint of the hotel, restaurant, 
and institutional meat suppliers. This segment of the meat industry plays a 
very important part in the marketing and distribution of meats, since they are 
called upon to prepgre ana fabricate meat cuts and sell them (along with other 
meat products) to governmental, State, and private institutions, hospitals, hotels, 
restaurants, steamships, and other purveyors of meals. 

Our supply of meats comes from slaughterers, wholesalers, and from other 
intermediate distributors. If the slaughterers are unable to obtain the livestock 
from their reguiar sources of supply, then of necessity the number of live animals 
that they can slaughter is reduced. If the wholesalers and intermediate distribu- 
tors cannot purchase dressed carcasses from their usual suppliers, then they 
likewise are unable to furnish the hotel and restaurant meat purveyors with the 
usual and customary amount. 

Without the slaughter control program we will be unable to conduct our business 
properly. We face a situation of increasing demand and a relatively fixed supply 
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of meat, and are now experiencing a diversion of meat away from their normal 
distributive channels. The possibility of this increasing demand for meat, and 
especially during periods of short supply, brings numerous small fly-by- -night 
slaughtering firms into the industry. uring World War II this development 
was largely responsible for the establishment of a black market. These new 
slaughterers were willing to pay higher prices for supplies because they would sell 
wherever they would get the largest profit. 

Their activities not only prevented legitimate wholesalers and supply houses 
from obtaining sufficient supplies, but also resulted in an inequitable distribution 
of meat. It was shipped in great quantities to some areas and in insufficient 
amounts to other areas. Furthermore, an intolerable burden was placed upon 
the legitimate slaughterers because it forced them to either go out of business or 
go into black-market operations themselves. 


If established slaughterers were assured of their proper share of the livestock 
coming into the market, based on their previous operations, the black marketeers 
could not take supplies away from them. Moreover, as between themselves, one 
established slaughterer could not outbid another slaughterer for livestock offered 
for sale. This would prevent the distribution system breaking down, as it would 
assure a fair distribution of meat to all legitimate firms, and in turn tend to 
assure the ultimate consumer of reasonable supplies. 

Under the slaughter-control system, the entry of new slaughterers into the indus- 
try would be limited to those cases where additional facilities are necessary to the 
national defense effort. 

The setting up of quotas for established slaughterers based on their operations 
during 1950, would mean that the same competitive position which existed in the 
past would be preserved. 

We, in the hotel and restaurant meat purveying field, feel that the slaughter- 
control program is absolutely necessary to establish an equitable distribution of 
meat supplies at stable prices. 

Mr. Robert J. Riddell—is Mr. Farrington, the president—oh, there 
are two different men? 

Mr. Farrineton. Yes. 

Senator Frear. I understand both gentlemen are from the National 
Livestock Exchange, Mr. Riddell being the president. 

Mr. Farrineton. That is right. 

We will try not to take up more time than one. I wanted to take 
up the quotas applied to hogs, and Mr. Riddell as to cattle. 

Senator Frear. Do you have a prepared statement? 

Mr. Farrinaton. We have, and we have submitted them. 

Senator Frear. I assume you would like to have these prepared 
statements as a part of the record, both of you? 

Mr. Farrineton. We would, yes, sir. 

Senator Frear. Without objection, that will be done. 


STATEMENTS OF R. J. RIDDELL, PRESIDENT, AND C. L. FARRING- 
TON, NATIONAL LIVESTOCK EXCHANGE 


Mr. Farrineton. We will try to summarize them. Mine is not a 
very long statement, and I ‘will try to highlight it for you. 

Let me say that the National Livestock Exchange i is the National 
Association of Exchanges at all the principal markets. We do not 
buy livestock, we act as the selling agent for the livestock producer 
who brings his livestock in to us “when he wants it converted into 
cash, and - you gentlemen understand, of course, that there is no price 
tag on livestock. The value is determined by competitive bidding 
between the packers. 

We are here, therefore, simply in the interest of maintaining the 
proper amount of competition to determine the correct value of the 
farmers’ livestock. 
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We have no fault to find with the people who sincerely think that 
quotas might cure their evils, but we had 3 months’ experience with 
quotas, and we are here to tell you that regardless of the theory of 
quotas, they just do not work. 

The idea, as we understand quotas, is that the proper authorities 
determine the amount of livestock that will be marketed during the 
next month, or accounting period, and then divide up in a 
proportionate share of the way it was purchased in the previous year. 
In other words, if they determine there is going to be a million hogs 
marketed during the next period, they divide it up how each packer is 
to buy it. 

Now, that sounds good, and it sounds fair, but it just does not 
work out that way. In the first place, there is no way to estimate, in 
advance, the amount of livestock that will be marketed. As the 
Senator from Kansas knows, farmers have to change their marketing 
plans. They may decide they are going to sell something this month, 
and then it does not get ready, or they have to hold it back because of 
soft corn, or they get into disease. Maybe the fellow who did not plan 
to sell his livestock until next month will suddenly decide he has to 
sell it this month, and I have a few figures here to illustrate what I am 
talking about. 

Last December the actual increase for 12 markets in receipts of 
hogs was about 6,000 hogs over December of 1949, but one of our 
largest markets in Chicago had a loss of 30,000. 

In January the over-all gain is approximately 135,000, and yet 
Indianapolis showed a loss of 11,000. In February the total receipts 
show a loss of approximately 30,000, but Sioux City showed a gain 
of 15,000. 

In March the total loss was 14,000, but in this was St. Louis with 
a gain of 10,000, and Omaha with a gain of 5,000. 

‘In April the total gain was 177,000, but 45,000 of that increase in 
St. Louis alone, but St. Paul showed a decrease of 20,000. 

In May, the total gain was 173,000, with 40,000 of the gain ain 
Omaha, and 30,000 in St. Louis, and yet St. Paul showed a lossfof 
29,000. 

In June the gain was 146,000, with 36,000 in St. Louis, and 30,000 
in south St. Joe, and some of the other markets about the same as 
1950. 

In July the gain was 200,000, with 42,000 in Omaha, 49,000 in 
St. Louis, 29,000 of it in Sioux City, 61,000 of it in St. Joe, but 19,000 
decrease in your market in Kansas City, Senator. 

August showed a gain of 215,000, with South St. Joe alone showing 
a gain of 62,000, vet Oklahoma City, Denver, and Fort Worth were 
not much different than August. 

Now, gentlemen, an allocation of prospective receipts, causes us 
complications the moment it is issued. No packer who is issued a 
quota has any assurance as to where those hogs are coming from. 
What benefit is a quota to a packer in South Carolina if there is a big 
decrease there, and the corresponding increase is somewhere out in 
Denver or Omaha or Sioux City. How is he going to get that surplus 
diverted to his plant from such a distance? You know the answer, he 
just does not get them. 

Now, that is in answer to your question I have heard you make. 
The only way you will ever get those hogs distributed to the different 
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packers according to quota would be a strict rationing program from 
the farm to the packer, and I do not think you fellows want to be in 
Congress, and I certainly do not want to be in Indianapolis whenever 
you try to tell Joe Doakes that his hogs that he has fed and marketed, 
when he gets ready to market them, that they are going to go to some 
fellow down in South Carolina or Alabama. 

Senator ScHOEPPEL. You just watch my vote on that. 

Mr. Farrinearon. Now, to take the other side of the picture, I 
can point to no better example than the East St. Louis market. I 
have called your attention to the terrific increase they had during the 
spring months of 1951. Their receipts were down in 750, but came 
back strong in ’51. All at once they awoke to a situation there that 
certainly proved to be financially disastrous to practically all their 
former customers. Packers at that market found that they were of- 
fered far more hogs than their quota allowance permitted, and there- 
fore they could be aw fully choosy in what they bought, and the packers 
away from the market, who had room in their quotas for some St. 
Louis hogs, providing the price was cheap enough to offset shrinkage 
in shipping, they got on their shopping clothes, and the St. Louis 
packers, realizing that the other fellow was going to get hogs cheaper, 
dropped their bids, too, and sometimes the prices broke as much as a 
dollar a hundred in St. Louis simply to distribute those hogs and get 
them across the country where they would fit into a quota. 

The break was not just in St. Louis. It caused a break in prices in 
the whole United States. 

Now, then, let me answer this argument about the quotas preventing 
black markets. Suppose you were a farmer out here and you had 
raised a drove of hogs or cattle, and you had them ready for market 
and you wanted to go, maybe your neighbor across the way had disease 
develop and you had to get out of there with your hogs. They tell you 
the packers at your market have filled their quotas and you cannot 
come with those hogs. About the time you are disgusted and mad, 
a black-market operator comes along and says I will take them off 
your hands, and bingo, you let him have them, though ordinarily 
you would not trade with the black-market fellow. You are forcing 
him to go to the black-market operator that otherwise he would not 
deal with, and I want to call your attention to this, gentlemen. 
Livestock are a perishable product, you cannot keep them around 
without proper care, feed, and everything else. You do not put 
them up on a‘shelf like a pair of shoes and wait for the right buyer to 
come along. 

You have got to move them, and any time you go to shipping live- 
stock back and forth across the country, you are going to cause a loss 
in tissue, and a loss in shrinkage, and a finance ‘ial loss to the fellow 
shipping them, with probably a loss in death. You cannot ship 
livestock back and forth across the country, and you have to have the 
a ng power where the stuff is produced. Maybe you can ship the 
meat, but you cannot ship the livestock back ‘and forth across the 
seus 

It has been testified here that all you had to do was call OPS 
and get adjustment in quotas when your case that vou cited of your 
thousand cattle comes up. Now, our experience was not exactly 
that way. We sent one man down there, and they had a whole t: able 
full of applications that they will not get processed for the life of the 
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agency, and that does not do you any good out there, when you are 
out in the market with those cattle that the Senator talks about, 
or the hogs, and the packers tell you they cannot buy them because 
their quota is filled. 

Now, we have this condition also. A lot of these packers have 
concentration points, and small markets, unsupervised markets out 
in the country that are controlled by them. Now, when they have a 
quota, they are going to take care of their markets first, and if they 
get enough to fill their quota out there, then when it comes on the 
market, we have got no buyer there to buy those hogs, even though 
that local packer ‘has a quota. It is filled. So he stays out of the 
market, and the market breaks, and the first thing you know you 
start a vicious cycle of reduction in prices. Every time our market 
goes down, he offsets it out there. 

Now, gentlemen, Mr. Riddell is going to give you the situation as it 
works with cattle and calves, and I close with this statement. There 
may be only 6 million farms, but we should not lose sight of the fact 
that 150 mullion folks are totally dependent on those farms for their 
daily food supplies, and we could not get along very well without food. 
Personally, I like meat. I like to see it produced. 

Mr. Riddell is the president of our National Live Stock Exchange. 
He is on the market in Peoria, he sells cattle out there, and I do not 
know of any one man better posted with the general market conditions 
and the lack of workability of quota system than does Mr. Riddell. 

Mr. Rippetit. Mr. Chairman, and gentlemen of the committee: 
I am president of the National Live Stock Exchange, and our members 
are the livestock exchanges at 23 of the leading livestock markets 
throughout the United States, and the members of those local live- 
stock exchanges are commissioners. Commissionmen sell livestock 
for the farmer. They sell it on a commission basis at a fixed rate of a 
per head nature. Consequently we have no financial interest what- 
soever in the price that this livestock brings. We get the same amount 
of commission for a steer that sells at 20 cents as we get for a steer 
that sells at 40 cents, so we are not interested directly as to the price 
for livestock. 

Neither do we have any connection with the packing industry. 
We are on the selling side, the packers are on the buying side, so con- 
sequently we are operating on opposite sides of the fence, but we are 
interested in the packing industry to the extent that we want these 
packers to prosper, and in that I include the independent packers, 
the small packers, and all the packers. They are all buyers, and we 
are interested in their welfare in order that we have the proper outlet 
for this livestock every day in the year. 

We are very interested in orderly marketing, and we feel that 
slaughter quotas during the time they were in effect created great 
confusion in the market. We have instances to prove it. We have 
had actual experiences. 

The St. Louis situation that Mr. Farrington referred to is a glaring 
example. I have a letter from Mr. MacInnis, president of the St. 
Louis Exchange, in which he says that owing to dislocation of quotas, 
big packers bought hogs in the country, brought them in there in 
numbers sufficient to replace their full daily buy at the St. Louis 
market, and the St. Louis market broke where down to one day it 
was $1.25 under the Chicago top. That is an abnormal situation, 
because St. Louis is ordinarily a higher market than Chicago. 
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Then the irony of the thing is that a couple of days later the market 
bobbed right back up again, it was $1.25 higher. Now, the farmer 
that was there unfortunate enough to market his year’s supply of hogs 
on that day when that market was down the $1.25 has been very 
severely discriminated against and penalized as a result. 

The cattle receipts have not been quite as heavy as the hog receipts. 
and we do not have quite the glaring examples in cattle that we had 
in hogs. I have had letters from Sioux City, St. Paul, and Omaha 
stating the same picture there in their hog divisions. 

The cattle receipts have been a little lighter, but it has taken place 
in the cattle divisions just the same. I personally sell cattle ever) 
day in my life when I am not away like this, and I have had buyers 
tell me they cannot buy them because they have reached their quotas, 
so I know that that has axctually taken place. 

We have it in the compliance field, too. They say they cannot 
buy because they are in compliance, and by the way there are a great 
many packers in the United States actually in compliance as well as 
out of compliance, and let us not forget that, and these fellows wil! 
say, “‘Well, it is about the end of the period, my quota is filled, 
cannot buy the livestock,” or, they may say, “It is about the end of 
the period, I am in compliance, I do not want to buy anything today 
because that one buy might throw me over and I would be out of 
compliance.”’ 

That is the way the things affect the market at the public stock- 
yards. 

Senator ScHorpreLt. What happens to the cattle or hogs there 
when you run into that situation? Who do they hand the ticket to 
for the expense and all that? Do the packers absorb it, or do they 
send it up to Mr. DiSalle? The farmer takes that, and the cattle 
shipper. 

Mr. Rippe.u. I have lost the buying power of that buyer, so | 
have to take the next lower bid, and consequently you know the farmer 
gets the ticket. He is the fellow who loses money, very definitely. 

They talk about quotas helping the packers get supplies. We 
sympathize with these fellows, we know they are honestly in trouble 
I think it is more the fact they have to be in compliance, and operate 
under seals. I do not think the quota has anything to do with it 

Senator Moopy. Who do you mean by “these fellow s,”’ packers 01 
enforcement agents? 

Mr. Rippe.u. Senator, I was referring to the packers who are hay 
ing difficulty in getting supplies, and who are testifying that quotas 
will help them. 

Senator Moopy. There is considerable testimony before the com- 
mittee that the packers do want these quotas. I very readily con- 
cede this is highly intricate. I have never heard before Congress an 
issue where there was more honest difference of opinion, both in Con- 
gress, and before the committees. There are packers definitel) 
telling us that it is imperative that they have these quotas back. 

Mr. Rippetu. And I think they are honest in that statement, tha! 
they really believe it will help them, but we as market people do not 
believe that is the cause of their difficulty, and we do not believe tha' 
the quotas will help. Now, that is a difference of opinion. 
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Mr. Farrineton. In fact, our experience has proven that the fact 
you set a quota it will not necessarily follow that the fellow in Virginia 
will get his cattle. You tell me how to get them from Kansas Cc ity 
over to the fellow in Virginia, simply because he has got a quota, and 
then you have got your problem solved. 

Senator Moopy. Is not the quota set on the normal shipment of 
cattle? 

Mr. Farrineton. It is set on the number of slaughterings in 1950. 
Now, then, maybe the fellow in Virginia, the fellows who produced 
cattle i in 1950 are not producing as many in 1951. 

Senator Moopy. Did you not testify a few minutes ago, sir, that 
the quotas set were not on 1950, but on the estimated shipments in 
1951? 

Mr. Farrineton. Maybe I did not elaborate. If they estimate 
there is going to be a million hogs in this period, then they divide that 
million hogs on the basis of the way they slaughtered in 1950. Maybe 
I did not make that clear. 

Senator Moopy. Oh, I understand that, but I just wanted to make 
it clear, because this I think caused confusion on the Senate floor 
when this thing was taken out of the law. I do not think it was made 
clear. There was a great deal of talk about where did the other 10 
percent go when the quota was 90 percent. It was difficult to explain 
that the reason it was 90 was that the shipment of cattle was 90 
percent of 1950, and therefore an equitable division would allow each 
packer 90 percent of the 1950 amount, or his fair share of 100 percent 
of the 1951 shipments as equitably as they could be estimated. 

Mr. Farrineton. If he could get them. Our contention is further 
that then they estimate there would only be 90 percent, maybe there 
is a hundred percent of what they had the year before, or maybe 
there is only 80. In the first place, they cannot guess in advance. 
It might interest you to know that I send out a calendar every year 
to 5,500 of my customers, and I enclose a card for them, if they will 
send me back their feeding and marketing intentions I will try to 
keep them posted on the market, and they “will send those back, and 
it is interesting and amusing how those fellows were just 2 or 3 months 
advance planning, how much they will be off in the actual marketing 
as to what they planned, so when the BAI, or the Department of 
Agriculture, or Senator Moody, or Senator Schoeppel—you cannot 
guess in advance what will be there, or when it comes, where it will 
come to. 

Senator Moopy. Far be it from me to contend this is not an intri- 
cate problem, because I have sat here and listened to testimony on 
both sides of this thing as Senator Schoeppel and Senator Frear have, 
and it is certainly a problem. You see, we have two problems here, 
one is, we are trying to work out a law which will protect the country 
as a whole, including you people, against a damaging spiral of prices 
not only on meat, but everything. 

The other is how can we protect legitimate buyers, and prevent 
black markets, and get an orderly production of meat. 

Now, | have here this morning a wire from the Meat Packers, Inc., 
Atlas Packing Co., and some other names, from Los Angeles. This 
is a telegram that was given to me, sent to Senator Maybank, express- 
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ing the opinions of the members of the Meat Packers, Inc., in favor 
of reestablishing slaughtering quotas. 

It says: 

We believe it is imperative that vou know the sentiment of Meat Packers, 
Inc., a group of independent meat packers in the Los Angeles area.. We voted 
15 to 7 in favor of slaughter quotas, and it is our opinion that slaughter quotas 
should be reimposed at this time so that livestock can be channeled in a more 
equalized method, enabling the independent meat packer to buy livestock within 
existing regulation, and assist us in carrying out the purport of the OPS program 
Results of the above vote in favor of slaughter quotas were sent to the Western 
States Meat Packers, Inc., of which we are members, but our vote was ignored 
We wish to go on record that the majority of the independent meat packers that 
voted in the Los Angeles area are for the reestablishment of slaughtering quotas. 

I readily admit I am not a meat expert. We have had a great 
deal of testimony in which it is said that unless there is an orderly 
system worked out, the bidding up of these prices will simply carry 
meat prices higher, and, as Senator Schoeppel said a few minutes ago, 
it results in breaking open the wage line—we are trying to hold the 
line as fairly and equitably as we can, and it is a very difficult job, 
] assure you. 

Mr. Farrineron. I think the packer who only wants to kill his 
share of the cattle is a very fair-minded fellow. I think he has the 
best intentions. 

Our contention is—— 

Senator.Moopy. There are those who undoubtedly do not. My 
feeling is that at a time when we have people—I do not want to wave 
the flag here, but when men are actually dying in Korea, and we are 
under great danger, | think it is up to all packers and everyone else 
to make their contribution. I agree that the packers who want to 
kill their quota are patriotic and fair-minded, and I think everybody 
should be. 

Mr. Farrincron. But do you think that the fellow who is trying 
to hog the range now, and not in compliance, will pay any more 
attention to slaughter quotas? He would ignore your law on slaughter 
quotas just the same as he would the other. 

Senator Moopy. I think a threat to violate the law is no basis 
upon which Congress should write the law. I think we have got to 
do the best we can, and enforce the law which is in the public interest. 
There is an enforcement division of the OPS. It is a highly difficult 
thing to enforce, but that same general tenor of testimony came in 
here before; that is, that people would not obey the law, therefore do 
not pass it. Let us have inflation. 1 do not go along with that one 
at all. 

Mr. Farrinetron. That is not what I mean. My contention is they 
have to enforce the law they have got, and if they enforce that and 
keep the man in compliance—let us talk about bidding the price up. 
If you hold that fellow responsible to be in compliance, he is not going 
to bid the price up, and if he is not paying any attention to compli- 
ance now, you are not going to handcuff him by putting quotas or 
anything else on him. The thing goes back that vou have got to have 
enforcement of the compliance, and you do not need quotas to do that. 

Senator Moopy. Well, we are told by people whose responsibility 
it is to enforce it, and I might say those are responsible people, the) 
are certainly not irresponsible people, and we are told that they can- 
not do this job unless they do have these quotas. 
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Mr. Farrineaton. Do they tell you how that will help them? 

Senator Moopy. Oh, yes. 

Mr. Farpincron. Now. 

Senator Moopy. I have two or three statements here I could read 
about that. I do not want to take the time, but I think it would be 
a good idea for you people to have a go-over with the people of OPS, 
if you have not done that. 

Mr. Farrineton. I have been over there so much they know me 
by my first name. I worked with them under OPA, and it is kind of 
like old home week to go over there now. 

Senator ScHorpre.. There are a lot of witnesses who have appeared 
before this committee who will substantiate your views. 

Mr. Farrineton. All I am telling is from my own experience. 

Senator Moopy. There has been considerable division on this 
particular issue. 

Senator ScHOEPPEL. And how. 

Senator Moopy. I notice the Senator is holding his head. I do 
not blame him. 

Mr. Farrinetron. I have been wading around the mud in those 
stockvards for 46 years, but I do not know much about it vet. I 
do tell you, gentlemen, that quotas simply make more confusion, and 
I might add something that I forgot, Senator, and you, Senator 
Moody. You are going to have to depend on pork when you do not 
get enough beef. 

Senator Frear. Do you not think chickens would fill cut a little 
of that? 

Mr. Farrineron. You can get tired of poultry 

Senator Frear. We do not have many beef cattle or hogs in Dela- 
ware, but we do produce a lot of chickens. 

Mr. Farrineron. And | have eaten some of them. 

Production will hold it down, gentlemen, and there is no better 
example in the world than in hogs, which can be produced so much 
more rapidly, and I want to call your attention to the fact that hogs 
are way down below parity, and so if you impose more quotas, and 
you get hogs down a little bit more, and these fellows start selling 
corn instead of producing hogs, and you do not have enough cattle, 
you will have the doggoned best poultry market you ever had, I will 
tell vou that. 

Senator Frear. That might be a convincing argument, because 
poultry is selling under parity now, a 

Mr. Farrineron. You might help the poultry market if you 
decrease the hogs a little more. 

Senator Frear. I do not intend to look at it through those glasses. 

Mr. Farrineron. |] have interrupted our president. I want him 
to talk. 

Mr. Rippetx. Going back to the suggestion, ordinarily the quotas 
run from monthly periods, and at the beginning of the period every- 
body has an ample quota, they all buy in pretty fair competition, 
and then along toward the end of the quota they fill up. The shippers 
get on to that thing, too, and so do the commission men. and if the 
shipper does not know it, the commission man will advise him to that 
effect so-they will not come into the market at that particular time, 
and the livestock will not be there for that man to get 
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Then even though they are there, the fellow who is having no 
trouble in filling his quota, he is going to be a more select meat buy er 
and if the demand is for Prime steers, for instance, he is not going to 
use his quotas up buying canners and cows You may have all the 
Prime steers in one section of the country, and all the canner cows in 
another, and those are reasons whiy they will still have difficulty in 
filling their quotas. 

I do not want to take up more time than I can help, but Mr. Far- 
rington has said livestock is perishable. There is nothing more perish- 
able than veal.calves. Quotas on veal calves are unthinkable. They 
have only one food: mother’s milk. They must have rapid transpor- 
tation to market, rapid selling, and rapid slaughter. 

There is a quotation in my statement from the Chic ago Daily 
Journal showing what happened when they were over the quota in 
Milwaukee on the 2d day of May, and it even got to the point 
where the humane society ruled that these calves should be fed three 
raw eggs a day, which would be rather impractical in my judgment. 
They did not know what to do with the veal calves. They just, as 
I say, starved. The meat rapidly deteriorates, and that is a real 
e xample of the perishability, an extreme example of the perishability. 
But all livestock is perishable, and it has to have fast transportation. 
It has to have fast sale. It has to have rapid slaughter to avoid loss, 
and we feel that slaughter quotas interfere with that, and it interferes 
with orderly marketing, and that is the word I get from all the markets 
that write me letters, and that is the reason we are opposed to it. 

In my prepared statement I have stated how difficulties arise in such 
small ways. Some buyers buy crippled animals, small packers. Big 
packers will not fool with those things. Naturally there are not many 
of them, and their quotas are quite low. Occasionally you get a group 
of those, and I have seen where they had quotas on, and I had 
crippled cow—not one, but several, where the crippled buyer’s quota 
was filled. We had to hold the cow over for several days until they 
were set, and they had a tornado at Lacon, Ill., and that fellow had 20 
cattle damaged in a windstorm, injured. He called me up and asked 
me if I could sell them for him. ‘That was way beyond the quota at 
that time, and he could not sell his cattle. 

Senator Moopy. I certainly agree there should be some swift ma- 
chinery to take care of that kind of situation. There ought to be 
some way of getting very fast, prompt action by telephone to straighten 
out that type of situation. 

Mr. Rippevi. We have not had that experience, sir. There have 
been phone calls come in during those emergency periods, but the boys 
did not get very fast action from OPS. That is our experience on the 
thing. 

To put these quotas into effect and make them work, you have to 
anticipate receipts, you have to anticipate the over-all picture. For 
instance, if there is 110 percent as many hogs as last year, you are 
not through. You have to anticipate how many are going to Omaha, 
mont many to St. Louis, Chicago, and Kansas City. Each slaughte ring 
area, each marketing area will have to be estimated, and we think 
ans boys in OPS are as good as you can get, but we do not think it is 
humanly possible to get men who can do that. It is a practical angle 
that we talk from, and from practical experience, and we just do not 
think it will work, and we just do not think that it will help. 
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Senator Frear. Thank you. 
Senator ScHorpPe.. This is from the practical working level, and 
it is a very important factor for us to consider when we go into this 


voluminous testimony and try to arrive at some answer to this thing. 
It is most helpful. 


Senator Moopy. I agree it has been very helpful to us. 
Senator Frear. We thank both of you. 


(The prepared statements of Mr. Riddell and Mr. Farrington 
follow :) 


STATEMENT OF R. J. RippELL, PRESIDENT NATIONAL Live Stock ExcHANGE 


I am Robert J. Riddell of Peoria, Ill., president of the National Live Stock 
Exchange, and I make this statement as a representative of that organization. 
The membership of the National Live Stock Exchange is made up of the local 
live stock exchanges of 23 of the leading live stock markets of America. The 
members of those local exchanges are generally live stock commission men whose 
business it is to sell the livestock of their farmer and rancher customers at the 
public markets and to represent the marketing interests of those livestock ship- 
pers in every way possible. Iam personally regularly engaged in selling livestock 
at the Peoria Union Stock Yards on a commission basis. 

Commission merchants are paid a per head fee for their services. This fee is 
fixed by the United States Department of Agriculture, under whose supervision 
we have operated since the passage of the Packers and Stock Yards Act of 1921. 
Since these fees are on a per head basis, we have no direct financial interest in the 
price of the livestock, inasmuch as we receive the same remuneration for selling a 
steer at 20 cents per pound as we do for selling one at 40 cents per pound. 

The National Livestock Exchange has no connection with the livestock slaugh- 
tering or packing industry. In fact, we are quite frequently on opposite sides 
of the fence since we represent the selling side of the marketing transaction while 
they represent the buying side. Nevertheless we are impressed with the fact 
that livestock slaughtering must be orderly, continuous, and on as large a scale 
as possible, in order that our farmer patrons have a dependable outlet for their 
livestock. 

Letters have been received from most of our member markets, protesting the 
reimposition of slaughter quotas and relating actual experiences of unsatisfactory 
results of the quota system under the Defense Act of 1950. Especially strong 
protests have been received from Sioux City, Omaha, and Louisville, but I do 
not have the space in which to relate all of these. Carl F. Wheeler, president of 
the Wichita Live Stock Exchange, expresses our impression when he says 

“The quota system is merely a concealed method of rationing processed meats 
at the slaughter-house level.’’ 

Our first and one of our principal objections to slaughter quotes is the confusion 
which they cause at the public markets and the attendant loss to our livestock 
producers. Commission men are continually striving for uniformity in receipts 
and uniformity in prices. The ideal situation would be one where livestock 
receipts were fairly evenly distributed throughout the year and exactly adjusted 
to the demand. The bugaboo of our industry is the ‘feast or famine’’ pattern 
of marketing followed, of course, by violent price fluctuations. That is exactly 
the type of marketing that slaughter quotas tend to bring about. 

We have had considerable experience with slaughter quotas under the Defense 
Act of 1950 and it was all very unsatisfactory. Buyers generally operated rather 
normally early in the accounting period, but as they approached the limit of their 
quota, bids were reduced accordingly and at the end of the period, livestock was 
frequently unsalable because slaughterers had their quotas filled and were unable 
to buy more livestock. This was particularly true in the hog divisions where 
receipts have been and will continue to be very large, where prices are well below 
parity and where the necessity for price support is already being discussed. 

The chairman of our War Controls Committee, Mr. C. L. Farrington, has pre- 
pared a statement well covering the effect of slaughter quotas on hog marketing 
so I shall say no more on that subject. I do, however, want to quote from a letter 
dated September 14, 1951, and signed by Mr. W. J. McGinnis, president of the 
St. Louis Live Stock Exchange. The St. Louis market is the Nation’s largest hog 
market and is located at National Stock Yards, Illinois. Mr. McGinnis states 
in part— 
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“We are unalterably opposed to any resumption of slaughter quotas, especially 
on hogs, inasmuch as our market is the leading hog market of the Nation and we 
have had experience with these quotas in the past, to the detriment of our market 
and to the disadvantage of patrons of National Stock Yards. 

“Throughout the entire period of the quota system, Armour & Co. brought 
in large numbers of hogs from Iowa as well as northern Missouri. Frequently 
their in-shipments exceeded their normal daily slaughter and for all intents and 
purposes of competition, Armour was out of the market at National Stockyards. 
These in-shipments filled quotas that belonged to Illinois and Missouri hog 
producers who ship to our market historically. With one of our largest buyers 
practically out of the market, losses up to $1.25 per hundredweight in 1 day’s 
trading were not uncommon during this period of slaughter quotas. You, of 
course, realize this was an abnormal condition. And another point worth noting 
is that these big losses would be fully regained, often the next day, thus posing a 
problem of rank discrimination against the farmer who was unlucky enough to 
ship on a day when Armour filled his National Stockyards quota with ‘foreign’ 
hogs. 

“Normally, the direct hogs brought in by Armour & Co. would have been sent 
to Chicago for slaughter or would have been killed in Iowa. These ‘foreign’ 
hogs, therefore, were using up a quota normally belonging to patrons of the 
market at National Stockyards, and naturally, this was an unfair discrimination 
against Missouri and Illinois farmers. 

tecords at this market for the month of July alone will show slaughter hogs 
passing through, from points almost to the Canadian border to the Gulf of Mexico, 
seeking places to be slaughtered legally, from St. Paul and Sioux Falls to Houston, 
Tex. Think of the added cost to the consumer: The untold shrinkage in weight 
and the death loss. Is this a sound policy to follow in the marketing of hogs?’ 

This is the “feast or famine’’ type of marketing to which I refer. This is a 
sample of the wide price fluctuation which must follow such disorderly marketing. 
This is the reason why commission salesmen strive to avoid confusion at the 
public livestock markets. 

Similar confusion existed in the cattle divisions of our great market outlets. 
Many a shipper suffered sharp losses because he, unknowingly, went to market 
on a day when some packer buyers had their quotas filled. He consequently 
received a considerably lower price for the steers he had cared for for many 
months than had he gone to market a day or two earlier or a day or two later. 

But we have a rather different situation in the cattle picture than we have with 
hogs. Numbers of cattle being marketed are not burdensome, in fact market- 
ings have been well below normal in recent months. Cattle feeders can con- 
veniently hold their animals off the market for a few days. 

Feeders will soon try to adjust their operations to marketing conditions and, if 
not of their own volition, they will be so advised by their commission men. I can 
therefor foresee a situation where very few cattle will be marketed at the end of 
an accounting period because of possible lack of competition at that time and this 
would be followed by heavy receipts at the beginning of the new period, when all 
packers had ample quotas. Again we are back to the ‘feast or famine’’ type of 
marketing followed by irregular supplies of beef for the consumer and no benefit 
to the beef packer whom OPS is trying to protect. 

We do not believe that the imposition of slaughter quotas will, in any way, 
help the beef, lamb, or veal killer who is now unable to obtain his fair share of 
the product. With quotas, those who are having no trouble will become more 
selective buyers. For example, should the consumer demand be concentrated 
on prime steers, such packers would not use up their quotas buying canner cows. 
We would then have a situation where most of the prime steers might remain in 
the Middle West and the east coast would receive little but utility beef. Or it 
might be that the east coast got the prime steers and the Middle West would get 
a diet of hamburger and bologna. 

So many things have to be regulated under price controls and quota systems 
that many inequities arise too small to ever be thought of. For example, almost 
all stockyards have small killers who slaughter crippled cattle and those of doubt- 
ful health. Naturally, their quotas are very small and it was the experience of 
many markets that they came to the end of the quota periods with no outlet 
for these crippled catile and they had to be held over to the next accounting 
period. This entailed high death losses, deterioration of meat, and loss of meat 
to the consumer and dollars to the shipper. 

A severe windstorm took place near Lincoln, Ill., during the early summer of 
this year. Following that storm, a customer of mine phones me to say that 
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he had some 20 cattle in various stages of injury, some nearly dead, others not 
badly hurt. The farmer was looking for an outlet for these cattle and something 
had to be done quickly. I was unable to give him any help because our local 
cripple killer did not have quota enough to handle them and our local packers 
were not anxious to handle cattle of that condition. Consequently, he was forced 
to sell them to some home-town speculator who apparently peddled them out as 
best he could and I shall never know whether they were sold with or without 
benefit of compliance and slaughter quotas. 

We have repeatedly been informed that the Office of Price Stabilization wants 
slaughter quotas in order to prevent the black marketing of beef and other meats. 
We have never yet had an explanation of just how that is to be brought about. 

Under OPA, the chief violators were those who sold livestock and meat above 
the ceiling prices. We again have meat ceilings and sales above those figures 
are a violation of the law and subject to punishment. We now have compliance 
regulations and, although it is our observation that they are working as badly 
as we anticipated, to ignore them is also a violation of the law. Certainly those 
who are willing to break those two laws will not hesitate to ignore a slaughter 
quote regulation, should such a regulation be imposed. 

In our judgment the imposition of slaughter quotas would only tend to hamper 
the legitimate packer and to push him farther into the background. Black 
market operators would fill their quotas at the markets and then go to the country 
to buy additional cattle where there is no supervision. The public market is not 
a healthy place for black market people. The USDA requires that records of all 
transactions be kept for at least 2 years. Scales are operated by independent 
stockyards company employees and weights cannot easily be falsified. Under 
OPA most black marketing was done on the highways and byways. That is 
where most of the cattle were sold above ceiling prices. That is where poundage 
was added although the price may have been at the ceiling. That is where many 
animals were slaughtered in upstart slaughterhouses and the meat sold for all 
the traffic would bear. We believe that buyers who are limited by slaughter 
quotas at the market will go to the country for additional supplies. 

I shall say very little about quotas as they apply to the marketing of sheep and 
lambs. Supplies of this product have fallen so alarmingly, during the past several 
years, that most of our member markets had very little experience with that 
species under the Defense Act of 1950. I am in receipt of a letter from A. A. 
Blakley, president of the Denver Live Stock Exchange, in which he states that 
their market is unalterably opposed to slaughter quotas on sheep. Denver is the 
largest public lamb market in the United States. Certainly the same 
objections apply to lambs as apply to other species of livestock. 

In closing this statement, I feel that I must say something about the application 
of slaughter quotas to the marketing of veal calves. 

Veal calves are really just infant cattle and they know no food except their 
mother’s milk. Whenever they are separated from that mother, starvation 
immediately begins. They must therefore have rapid transportation to market, 
they must be sold quickly upon arrival, and they must be slaughtered with the least 
possible delay. 

I quote the following from the Chicago Daily Drovers Journal of May 2, 1951. 
The date line reads ‘‘Milwaukee, May 2” and the article is as follows: 


general 


““OVERQUOTA RUN OF CALVES AT MILWAUKEE CREATE A PROBLEM 


“The first instance of an overquota run of calves occurred at the stockyards 
here this week. Slaughterers, who had purchased their week’s quota, which runs 
80 percent of what they handled last May, refused to risk violation of the OPS 
quota order, and for a time it looked as though the calves would have to be sent 
back to where they came from, or be carried over on the market to another week, 
with high cost involved. 

“Packers, worrying that they might be put out of the veal business for the 
remainder of May, if they used up their quotas, were told that keeping the calves 
would be expensive, as much as $5 per head. The humane society insists that 
calves of a certain age get a special diet including three eggs a day, a yards official 
saia. 

‘The slaughterers finally relented and agreed to buy up to their first 2 weeks’ 
allotment. 

“H, A. Murray, yard official, said the office of price stabilization in Washington, 
D. C., offered little help when he called them. The OPS offered no solution and 
suggested that the animals be held over for the ensuing market, he said. OPS 
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men promised, however, to take up the problem with a special board which decides 
on adjustment of quotas.” 

I do not know what was to have become of the veal calves in the meantime. 
It would certainly have been interesting and something new in livestoek market - 
ing circles, to see the Milwaukee commission men forcing raw eggs down the 
throats of bawling baby calves. 

Surely nothing should be done to interfere with the broadest possible outlet for 
such a perishable product as the veal calf. 

All species of livestock is a perishable product and should have a dependable 
daily outlet in order to avoid loss to the producer and to the consumer. We are 
satisfied that slaughter controls interfere with such an outlet. 

Finally, we have the same objection to the imposition of slaughter quotas that 
we have to all price-control regulations as they apply to meat and livestock, 
namely, that they are impractical, unworkable, and unenforceable. 

We have no quarrel with the personnel of the Office of Price Stabilization. We 
do not feel that other men could do better. We do feel that it is humanly impos- 
sible to draw up regulations that will cover every species of livestock, every grade 
of each individual species, all of the different grades of the various meats, ever 
local condition in all parts of America, and every contingency that will arise. 

We believe that the Congress of the United States acted wisely when it voted 
against slaughter quotas in the extension of the Defense Act of 1950. We believe 
that if the Congress obtains complete information of this situation, it will vote 
the same way on future occasions. 


SraTeMENT By C. L. (Dock) FARRINGTON, CHAIRMAN, NATIONAL LIVE Stock 
EXCHANGE, War ContTROLS COMMITTEE 


“Mr. Chairman and members of the committee, I am C. L. Farrington of Indi- 
anapolis, Ind. I own and operate one of the oldest and largest commission firms 
on that market and my firm is a member of the Indianapolis Live Stock Exchange 
which is a member of the National Live Stock Exchange, with principal offices in 
Chicago. It is the national association of the livestock exchanges of the big ter- 
minal markets of the whole country and its membership handles approximately 
75 percent of the livestock that flows through those markets. (I might add that 
all those markets are under the direct supervision and regulation of the Packers 
and Stock Yards Administration of the United States Department of Agriculture. 

We do not buy livestock. We are the selling agent of the livestock producer 
who brings his livestock to us, when he wants it converted into cash, and we handle 
all the details of marketing, along with the actual selling. You understand, of 
course, that there is no price tag on livestock. Its selling price is determined by 
actual competitive process whereby each packer bids what its estimated value is 
to him, without any way of knowing what his packer competitors have bid under 
the same buying conditions. We determine which bid is most advantageous for 
our customer, accept that bid, and have the consignment weighed and delivered 
to that packer. Naturally, therefore, we are intensely interested in maintaining 
all available buying competition because in no other way can the farmer-producer 
obtain every dollar of value due him for his production, which incidentally repre- 
sents 6 months to a full year’s labor, effort, and investment. 

We had about 3 months of slaughter quotas this spring when OPS first swung 
into action and I can assure you, gentlemen, that that experience was all bad from 
the standpoint of our farmer-customer. We are here today to report our experi 
ences to you because we beliave the idea has been erroneously explained to you 
As a theory it may sound like a good idea, but as a practical regulation I can 
assure you that it does not work at all as it was planned to do. We fellows out 
there in the pens, wading the mua, battling the buyers and general economic con- 
ditions, know that it does not accomplish the announced objectives of maintain- 
ing the normal flow of livestock and keeping it away from black market operators 
Facts are, gentlemen, it does the exact opposite and we know that from experience. 
I hope I can explain what happens in the application of such a regulation so that 
you may understand it as well as we fellows on the firing line have learned it the 
hard wavy. 

The theory of the regulation is simply this: if there are 1 million hogs for sale 
during a 4-week slaughter perioi, then all OPS has to do is divide that 1 million 
hogs up among the licensed slaughterers on the same basis as they bought and 
slaughtered during the same period in 1950. Sounds good but just doesn’t work 
that way. In the first place, the allocation has to be based on anticipated re 
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ceipts and I know of nothing so uncertain as the marketing plans of our farmer- 
producer customers. They may plan to market soon but have to delay because 
of inability of their livestock to finish rapidly enough, or the planning may have 
to be speeded up because feed supplies become exhausted sooner than anticipated; 
or disease may develop; or general economic conditions may suddenly change and 
indicate a higher or lower trend which might mean an increase or decrease in the 
value of finished meat animals. We fellows in action on the markets are unable 
to estimate from one day to another what the actual receipts are going to be on the 
following day, until those receipts actually arrive and are counted. Therefore, to 
estimate in advance a 4-week total correctly is a physical impossibility. 

Livestock also is not marketed in equal volume throughout the country, nor 
are peak marketings at the same season of the year. A study of receipts of hogs 
at 12 principal markets for the past 9 months, as furnished by the United States 
Department of Agriculture, forcibly illustrate the uneven increases and decreases 
of hog marketings. For instance— 

December 1950 actual increase for 12 markets show a gain of about 6,000 hogs 
over December 1949, yet one of our largest markets—Chicago—had a loss of 
30,000, or 10 percent. 

January 1951 over-all gain was approximately 135,000. Yet, my own market, 
Indianapolis, showed a loss of 11,000, and some other markets minor losses, with 
other markets showing enough gain to offset the losses. 

February 1951 total receipts show a loss of approximately 30,000, while Sioux 
City showed a gain of 15,000. 

March 1951 shows total loss of 14,000, but this includes St. Louis, with a gain 
of 10,000, and Omaha, with a gain of 5,000. 

April 1951 shows total gain of 177,000 (and 45,000 of this increase was in St. 
Louis alone), while St. Paul showed a decrease of 20,000. 

May 1951 total gain was 173,000, with 40,000 of the gain in Omaha, and 30,000 
in St. Louis; yet South St. Paul showed a loss again of 29,000. 

June 1951 total gain was 146,000, with 36,000 of it in St. Louis, 30,000 of it in 
South St. Joseph, and some of the markets about the same as June 1950. 

July 1951 gain was 200,000, with 42,000 of it in Omaha, 49,000 of it in St. Louis, 
29,000 of it in Sioux City, 61,000 of it in St. Joseph, but 19,000 decrease in Kansas 
City. 

August 1951 shows a gain of 215,000 hogs, with South St. Joseph showing 62,000 
more; yet Oklahoma City, Denver, and Fort Worth were not much different than 
August 1950. 

Now, gentlemen, an allocation of prospective receipts is bound to cause com- 
plications the moment it is issued. No packer who is issued a quota has any 
assurance as to where those hogs are coming from. What benefit is a quota to a 
packer in South Carolina if there is a big decrease there and the corresponding 
increase is somewhere out in Denver, Omaha, or Sioux City. How is he going to 
get that surplus due him, diverted to his plant from such a distance? You know 
the answer—he just doesn’t get them. 

Now take the other side of the picture—and I can point to no better example 
than the East St. Louis market. I have called your attention to the terrific 
increase they had during the spring months of 1951. Their receipts were down 
in 1950 but came back strong in 1951. All at once they awoke to a situation 
there that certainly proved to be financially disastrous to practically all their 
farmer-producer customers. Packers at that market found that they were offered 
far more hogs than their quota allowances permitted—therefore, could be awfully 
choosy as to the ones they bought. The packers away from the market who had 
room in their quotas for some St. Louis hogs—providing the price was cheap 
enough to offset shrink and shipping charges—got on their shopping clothes. 
St. Louis packers, realizing the position of advantage within their hands, and not 
wanting to be underbought by outside competitors, dropped their bids to corre- 
spond with the off market packers. Prices broke as much as $1 per hundred- 
weight on those congested days, and packers all over the country adjusted their 
bids at their home markets accordingly. If they could not buy hogs cheaply 
enough on their local markets, they could get the bargain hogs at St. Louis. 
Thus, the break in prices was not a local affair—it became a reduction in the 
national level of prices, and every owner of hogs in the United States was injured 
by the increase in receipts at one big market that had to be distributed by edict 
instead of by competitive bidding. 

Now let me give you an accurate answer to the argument that this quota dis- 
tribution prevents black markets. If you were a farmer with a drove of good 
hogs that you had produced on your own farm, fed them the feed you had grown 
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on that farm, fought to prevent disease, etc., to bring them to maturity, then 
discovered when ready to go to market that there were more hogs at your market 
than packers were allowed to buy, even though they might be willing to take yours 
if OPS permitted—and that you would have to hold yours or take a terrific dis- 
count, enough to attract some outside buyer from a long distance away, who 
would only be interested in yours because the price was so much below what he 
would have to pay elsewhere.—Let me repeat—if you were such a farmer, how 
would you feel? Then just about the time your spirits were at their lowest ebb, 
along came the black market operator with a bid a little better than market price, 
with no questions asked—would you sell them? Of course you would, and so 
would anyone else. 

In other words, gentlemen, the application of slaughter quotas in time of 
excess, not only diverts live stock into black market channels but also makes it 
more profitable for that black market operator. He doesn’t have to pay much 
more than a general market price to get plenty of his supplies—and the farmer 
who might otherwise be unwilling. to even talk to him will, in many cases, be 
looking him up. 

One more thing appears on the scene very prominently with quotas. Less 
than 50 percent of the hogs today pass through the terminal markets, the others 
being sold through small, unsupervised markets or concentration, packer-con- 
trolled markets. With limited amounts of slaughterings, the packers take care 
of their privately owned markets first, and when supplies there are adequate 
they can stay off the terminal markets entirely. In such cases a reduction of 
the competition serves to lower the price level still further, and each reduction 
in price at terminal markets means a comparative reduction in price at all un- 
supervised and packer-controlled concentration points. Thus a vicious cycle of 
price reductions is set in motion that hurts no one else in the world quite as much 
as the farmer-producer, upon whom we must depend for our meat supplies. 

Let me close with this observation. Hog prices already are below parity and 
headed downward. Government predictors are constantly forecasting lower 
prices ahead for hogs, and thus lower prices for consumers. I have found from 
46 years of experience that the livestock markets have a hard enough time to 
get actual value for the livestock the producer-farmer makes available for us. 
Certainly the Government is not helping the situation one bit with their lower 
price predictions—and we can see no good reason why our own Government should 
impose further burden upon that producer by setting up slaughter quotas which 
do nothing but restrict the competition that is already no more than broad enough 
to handle available supplies at anything like a fair price. 

We should also remember that livestock is a perishable product that cannot 
be put on the shelf to await proper demand. It requires constant attention and 
care, must be fed at regular intervals, and kept free of disease; and it cannot be 
moved backward and forward across the country without considerable expense 
and unnecessary waste of tissue and feed. Bear in mind, gentlemen, that such 
waste always means a loss to someone—and it is usually the farmer who gets 
the blunt of it. There may be only 6 million farms, but we should not lose sight 
of the fact that 150 million folks are totally dependent on those farms for their 
daily food supplies. We couldn’t get along without food and I like meat. 


Senator Frear. According to the agenda here we have two more 
men to appear, Mr. Pickett and Mr. Owen. 

I do not want to curtail testimony or questioning whatsoever, but 
I will ask those two gentlemen if they think they would like to have 
longer than between now and 12:30 for two of them; we will recess 
and come back at approximately 2 or 2:30. 

Are Mr. Pickett or Mr. Owen here? 

Mr. Pickett. I would prefer to complete it now, as far as I am 
concerned. 

Senator Frear. You realize that we are not trying to restrict 
testimony, but we are trying to conserve time. 

Mr. Pickett. Yes, sir. 

Senator Frear. I think it is unfair to you gentlemen to ask you 
to say something in 5 minutes when we have given the other witnesses 
a longer period of time. I think we should leave the decision up to 
you. 
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Mr. Pickerr. I can confine mine to 15 minutes, sir. 

Mr. Owen. I have a prepared statement, and if it is all right with 
the committee, I will read that statement—lI think I can do it more 
rapidly that way, and I believe I can do it in 10 or 12 minutes. 

Senator Frrar. Then we shall proceed. 

The next is Mr. Pickett, secretary of the Kansas City Livestock 
Association. 

Senator ScHoerPe.. I want to correct the chairman. Mr. Pickett 
is not secretary of the Kansas City Livestock Association. He is 
secretary-treasurer of the Kansas Livestock Association, and I want 
to say that Mr. Pickett here is a graduate of the Kansas State Agri- 
cultural College, a man that knows every part of the details of this 
industry in my State. 

Senator Frear. Could we call him a jayhawker? 

Senator ScuorerreL. He is a jayhawker, and a jayhawker that 
knows it from the practical side. I am delighted to have a man from 
my home State who will cast some light on this situation. 

Senator Moopy. Spoken like a true jayhawker. 

Senator Frear. After that, I think we should be pretty well 
acquainted. 

Mr. Picxerr. I think I can brief this statement. I will go over 
it briefly. 

Senator Frear. Without objection, your entire statement will ap- 
pear in the record, sir. 

Mr. Pickerr. Thank you. 


STATEMENT OF A. G. PICKETT, SECRETARY, KANSAS LIVESTOCK 
ASSOCIATION 


Mr. Pickerr. The gentlemen who preceded me are market men. 
I have spent time in the markets, and I have failed to talk to any 
market men but what substantiates these gentlemen’s statements. 

In Kansas City last week I also talked to several smaller packers, 
and they saw no benefit from quotas. Some I know personally 
I understand have not testified personally, but they have failed to 
give me reasons why quotas would help the situation. In other 
words, it does limit the amount of cattle a packer can buy, but the 
statement that it assures him a fair supply, experience simply does 
not warrant that. 

Slaughter quotas were in effect during April, May, June, and July, 
but did not accomplish one single objective named by Administrator 
DiSalle as a reason for ne eding this quota provision restored. We 
have a copy of his statement presented before this committee which 
shows how completely unfamiliar he is with the practical aspects 
and actual marketing of livestock. Mr. DiSalle lists and discusses 
several reasons why he needs quotas. I have studied his report 
carefully but cannot find any facts to prove any of these statements. 
It is our purpose to discuss Mr. DiSalle’s statements and point out 
that the facts do not support them and, at best, they are completely 
misleading. 

First, Mr. DiSalle states that ‘quotas are needed to make the 
cattle ceiling work,’”’ and follows with a discussion that disproves his 
own statement. He points out that cattle are selling above ceiling, 
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that one packer is down to 35 percent of normal volume and the) 
States: 

The quota system made the compliance ceilings workable by operating as 
limit of the volume of livestock for which any slaughterer could bid and as a) 


assurance to each slaughterer that he would obtain his normal share of the tot; 
available supply without bidding up the price. 


His own testimony refutes that, because he states that they wer: 
down to 35 percent, and they certainly did not get their norma 
supply. Mind you, the quotas were in force all of this time. 

On page 3, if you will look at the table there, it shows that from 
January 1 to August 1 total receipts were down in the 65 principal! 
public markets 8.9 percent. The local slaughter was down 14.9 
and the out shipments for stockers and slaughterers was abou 
normal, which meant that this 8.9 decrease in receipts was slaughte: 
cattle lost by the local slaughterers. 

Senator Moopy. I do not follow you there, sir. You say slaughter 
cattle lost by the local slaughterers. 

Mr. Pickxerr. They were shipped out. Their slaughter was down 
therefore they did not get it. The out shipments were normal, bu! 
the local slaughter on the market was down 14.9 percent, which 
means the local slaughterer absorbed practically the total decrease i: 
receipts. 

Senator Moopy. For what period? 

Mr. Pickxerr. January 1 to August 1, 1951. 

The next table shows what happened in July. Receipts were onl) 
down 3 percent, but for that month the local slaughter was down 
21.4 percent. The out shipment of stockers and feeders was up 8.6 
and the out shipment of total was 22.6 percent more, which means 
the local slaughterer was still down 14 percent. 

Now, in the statements of the gentlemen this morning, and in Mr 
DiSalle’s statement they have repeatedly said we needed these quotas 
to get normal distribution. 

Senator Moopy. Those are local slaughterers where? 

Mr. Pickerr. On the market. 

Senator Moopy. In Kansas? 

Mr. Picxerr. That is 65 of the principal markets. 

Senator Scnoorppet, Of the United States? 

Mr. Picxerr. Of the United States. 

Senator Moopy. May I ask a question, Mr. Chairman? 

Senator Frear. Surely. 

Senator Moony. Is not the problem of the local slaughterer, the 
small independent slaughterer, somewhat different in Kansas, and in 
the cattle country, than in perhaps Detroit, New England, or some 
other area not so close to the cattle country, where at the time the 
price of meat and the shipments of meat are bid up in the cattle areas. 
They do not get the cattle, and the prices do rise; is not that true? 

Mr. Picxerr. Well, apparently that is what happened. Catt! 
have been bid up and shipped out of these markets during the tim: 
slaughter quotas were in effect. 

Senator Moopy. Shipped out? 

Mr. Pickett. Property producer markets. 

I have another table here that I think will show it a little better. | 

Mr. DiSalle’s statement that “quotas assure each packer of his 
normal share of the total available supply of livestock,’ does no! 
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check with the records. Everything was normal until he took over 
and then trouble started almost immediately. The cause appears to 
be obvious. Without quotas, Mr. DiSalle says prices are bid up and 
black markets develop, and “The net result of all this is that the 
honest businessman suffers, other businessmen are forced to go black, 
and the consumer has to pay over ceiling prices for meat, all because 
livestock are diverted from normal channels.”’ In other words, he 
infers that those handling these diverted cattle are in the black 
market. Well, let’s have another look at the record. Where did 
these cattle go? 

We find that the central market in the producing areas—information 
has been expressed that the producing areas will get all the meat, and 
eastern and western areas will not get enough, these markets include 
Chicago, Omaha, St. Paul, Sioux City, St. Joe, and St. Louis. 

Senator ScHoreprPeL. Now, are not those very important big 
markets, they are represe ntative markets, are the vy not? 

Mr. Pickerr. Those are the big markets that have the major 
packers right on the market to buy the cattle. Those are the two 
major markets. 

Senator Moopy. There are packers located in other parts of the 
country that are very important in supplying meat to cities in other 
parts of the country, of course. 

Mr. Pickxerr. Yes. 

Senator Moopy. So in a sense there is a difference between the 
situation of packers who are fortunate to be located geographically 
close enough to the supply. 

Senator ScHOEPPEL. But, Senator Moody, this is the true reflected 
picture from the actual records which will show what has happened in 
these other markets you are talking about now. 

Mr. Pickerr. I want to try to answer Mr. DiSalle, that these cattle 
have been diverted from the normal channels, and that seems to be 
the concern of the gentlemen who have testified in favor of the quotas, 
that without quotas you could get a distortion of the distribution 
which is bad. These figures tend to show that that is not true, that 
this happened when quotas were in force. 

On these six markets receipts were down in July 14.4 thousand head. 
The local slaughter, the packers in these markets, their slaughter was 
down 140,000 head in July on these markets with the packing plants 
out on the market. 

The out shipments for slaughter, cattle, both live and shipped 
elsewhere, 105,200 head. 

Now, in order to find out what happened to these, if they went to 
black market, or what happened, I checked the USDA records again. 
They have a monthly sheet put out with monthly markets all over 
the United States. 

Senator Moopy. May I have the figures again. 

Mr. Picxerr. The total receipts were down 14.4, local slaughter 
down 140, and out shipments up 10.5 thousands. 

| was interested to note whether these went to the black market, 
to find out what happened to them. 

In six of these markets, Buffalo, New York, Jersey City, Baltimore, 
Los Angeles, and San Francisco, in this same month, their receipts 
were up 21.8, the claughter on those markets was up 10.7 thousand 
head, and the whole list of those plants are in the same position. 
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These outlying plants, under license and under quotas, were up 
materially in their kill, and the ones right on the market were down 
140,000. 

Senator Moopy. I understand that the slaughter in the areas that 
you call outlying plants were up to some extent, but the receipts in 
those plants were up to a greater extent. 

Mr. Pickxerr. Yes. 

Senator Moopy. But in the area closer to the major producing 
areas, the a were up much more rapidly—— 

Mr. Picxerr. The shipments into the market were down, the ship- 
ments out were “up. 

Senator Moopy. Does not that tend to substantiate the point, that 
under this system there was a wider distribution of the supply of 
cattle? 

Mr. Picxerr. But this is the thing that has concerned all these 
people, that the quotas would bring these cattle back and have them 
killed in normal channels, but with quotas on, these diverted cattle 
that Mr. DiSalle was very concerned about were diverted into other 
federally inspected plants, which I assume were licensed, quota, in- 
spected plants. 

Senator Moopy. You have the Los Angeles people located a long 
way from your principal cattle areas protected against the removal of 
quotas because they say they get more meat under quotas. Whereas 
the people close to the market are getting less meat under the quotas, 
according to your figures. 

Mr. Pickerr. They might have justification. The figures show, 
Senator Moody, that they have got more, and they have got more than 
their share, but these fellows are testifying for quotas in order to get 
a fair share and equal distribution. These quotas have diverted. 

If you will look at the chart on the back page, that tells the whol 
story in regard to this distribution that they have all been so much 
concerned about. The chart on the back page shows the local 
slaughter, and shipments for slaughter. 

The whole chart follows a normal distribution until you look 
February, 1951, when immediately this thing they want to control 
by quotas took place. Our out shipments started up, your local 
slaughter started down. In other words, cattle were immediatel) 
diverted from the normal channels of trade and slaughter. 

If you want to look over to May 1, the out shipment jumped almost 
straight up, and your local slaughter comes almost straight down, 
which definitely shows that the cattle were further distorted, that 
normal distribution of cattle was further distorted with quotas, mind 
you. They were all in force there. 

As a matter of fact, the distortion started with quotas and controls 
personally I do not think quotas had a thing to do with it, it is the 
pricing, because quotas were ineffective, and I do not see how quotas 
could correct this diversion animal distribution if the whole thing 
happened when they were in force. 

Senator Moopy. You were testifving that the effect of quotas was, 
as I understood you, to decrease the amount of cattle slaughtered in 
the areas which you call the local areas in these six big n rarkets, and to 
increase the amount of cattle slaughtered in markets located more 
distant from the major producing centers. 
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Mr. Pickxerr. Senator, I was merely pointing out the record which 
showed what happened to cattle, and what happened to distribution 
under the quotas. 

Senator Moopy. I am not an expert in this distribution, and I 
am looking for light here, and I would like to know whether what I 
just said is a fair interpretation of your testimony. 

Mr. Pickxerr. I am sorry, I did not get your question. 

Senator Moopy. Well, as I understood what you have said here, 

you have said that as a result of quotas, the shipment and slaughter of 
cattle j in the local areas in these six big slaughtering areas decreased. 

Mr. Pickxerr. Yes; materially. 

Senator Moopy. And that the slaughtering and distribution in 
plants located in, as you said, Buffalo and Los Angeles, and other 
areas farther from the cattle growing centers increased. 

Mr. Pickxerr. Yes; that is right. 

Senator Moopy. And that might be an indication as to why you 
have a geographical difference of opinion as to whether quotas are a 
good or bad thing. Do you think that is true? 

Mr. Picxerr. That could be, but what I was going to show was 
they had been concerned about the diversion from normal channels, 
and that was Mr. DiSalle’s main complaint. 

Senator Moopy. You see our responsibility here is to pass a law 
which is going to work for the entire country, and if possible, stabilize 
prices. It is a very difficult job, I assure you. 

Mr. Picxerr. On page 6, I would like to have you look at that 
table. That shows June and July, under quotas, on 95 large federally 
inspected packers. 

The inspected slaughter was only down 26 percent, but the slaughter 
in these 95 large plants was down 44 percent. 

Senator Moopy. 44 percent between ’50 and 751? 

Mr. Picxerr.. Yes.. They were 44 percent of normal. 

In July, with quotas still in effect, Federal-inspected slaughter was 
only down 14 percent, but those 95 large packers, most of them lo- 
cated on these central markets, were down 32 percent. 

Now, in the period from August 6 to September 1, after quotas 
were taken off, Federal-inspected-slaughter was only down 12 per- 
cent—in other words, the condition improved a little bit after they 
were taken off, and the larger packers were down still 30 percent. 

The record shows that this pattern of distribution is still going on. 
It shows that this meat is still going to federally inspected plants, 
which I assume are all licensed and under quota, and this distortion 
that we are concerned about—— 

Senator Moopy. There are no quotas now. 

Mr. Prckerr. What I mean is in June and July there were. From 
August 6, there were not, but as far as the Federal-inspected slaughter, 
it was up. In other words, that would be, I assume, an improved 
situation so far as the country is concerned, because meat was going 
through regularly licensed plants. It went up a little after the quotas 
were off. 

The only thing I am trying to show is that this distortion and 
diversion all took place under quotas, so how could we expect to 
correct it by putting them back in force? 

Quotas could hardly assure any packer his fair share of meat, 
because they had them during this period, and they did not get it. 
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Senator Moopy. Your assumption is it is undesirable to redistrib- 
ute the marketing of meat; that is, you are saying, are you not, that 
while packers in Los Angeles, Buffalo, and the other cities you men- 
tioned around the country might want to get more meat under what 
they would consider a fair distribution, you feel it would be better to 
continue to keep the slaughtering of meat in these six major areas 
is that not right? 

Mr. Pickxrrr. No, Senator Moody. I was just showing that it has 
not been kept there by quotas, and they say they want quotas to keep 
it in the normal channel. Quotas have not done that. 

The things they want to correct with quotas all happened under 
quotas, so why would quotas correct them when the whole thing took 
place with quotas in force. Quotas, in other words, have been 
ineffective. 

Now, the gentlemen told you about hogs. If they would screw 
these quotas down and really ration supply and take out competition 
that is the only way they can put the price tag on livestock, because as 
Mr. Farrington mentioned, there is no price tag on livestock. They 
go to the highest bidder. 

Senator Moony. The situation, pricewise, has been deteriorating 
quite rapidly, I am told. They have had to repeatedly increase 
prices, and there is the order going into pork very quickly to increase 
prices to the consumer, so that the situation is not very favorable 
today, without the quotas. 

Mr. Pickerr. Nor was it favorable with quotas. Of course, your 
supply—— 

Senator Moony. It was not favorable, even though some gentlemen 
did say prices were abnormally low, which most of us did not believe. 

Mr. Pickerr. On hogs, I believe. 

Senator Moopy. He was talking about hamburger. The fact is 
that prices are still rising. 

Mr. Pickxert. The gentlemen mentioned that cattle had shot up 
after quotas were taken off, which statistics do not show. You 
supply of finished cattle, highly finished cattle, stepped up a little 
because there was not any, people had quit feeding them, and they 
are not feeding them now. Farmers have not put cattle in the lot; 
they do not have help. The figures here released September 12 show 
that in July the average cattle price paid to farmers was $2, August 29, 
$10, which is not material, so the price has not shot up at that level. 

Senator Moopy. I was speaking of the increase in price of pork to 
consumers. 

Mr. Picxerr. I might say the meat supply, as mentioned here by 
the gentlemen, as far as pork is concerned, might be an important 
factor in another hearing. The price of hogs is getting down to where 
the producer can hardly afford to feed them. It is reaching the point 
where production will be cut. The Department of Agriculture was 
credited with a statement recently that everybody had a beef pocket- 
book and a beef appetite, and pork was going begging. That situation 
might become serious in another year. If beef went up, maybe the) 
would buy some of this pork. The pork price is getting down to the 
point where it is questionable whether they can af Tord to ) produc eit 

Senator Moopy. We had testimony from a Detroit packing house 
that the ceiling price on pork had been held, and that the prices of 
hogs were rising, and there were a number of people caught in that 
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situation so that they were going to have to raise the ceiling price 
on pork. 

Mr. Pickett. The price of hogs is going down. 

Senator Moopy. It is going down now. 

Mr. Picxerr. Yes; and will go down further, according to predic- 
tions by the Department of Agriculture. 

Senator ScHorpre.t. They predicted hogs would go to $18 in 
December. 

Mr. Picketrr. Which would be under cost of production. 

Senator ScHoEpPEL. That is right. 

Mr. Picxerr. Thank you, gentlemen. 

Senator Moopy. But these people have been squeezed by that 
situation. 


Senator ScHorerPeL. Thank you, Mr. Pickett. I think that is a 
most enlightening statement from what the actual record shows, 
which is going to be of material help to us on the committee. 

(Mr. Pickett’s prepared statement follows: ) 


STATEMENT OF A. G. Pickett, SecrRETARY, Kansas LivEsTOcK ASSOCIATION 


By way of introduction to this committee, may I say that I was raised on a live- 
stock farm in Kansas and have been in close contact with the livestock business 
all my life. I spent about 15 vears with the extension division of Kansas State 
College, and was extension livestock marketing specialist in Kansas a portion of 
that time. Before assuming my present duties, I was in charge of the experimental 
beef cattle research work at the Kansas State College Experimental Station. 
Detailed feeding, marketing, slaughter and grading data were kept and analyzed on 
several lots of cattle yearly. 


WHAT DO AUTHORITIES AND EXPERIENCED PEOPLE SAY 


Cattle salesmen, packer buyers and others who have spent many years on our 
central markets and in other types of livestock marketing work know from experi- 
ence better than any others how sensitive the movement and distribution of live- 
stock are to the slightest influence on supply and demand. Marketing specialists 
and economists know that the slightest imbalance between supply and demand 
quickly adjusts itself in a free market. These people all know and will tell you 
that slaughter quotas will be just another disturbing element and will not accom- 
plish the purposes for which they are proposed. 


QUOTAS WERE USED PRIOR TO AUGUST 1 


Slaughter quotas were in effect during April, May, June, and July but did not 
accomplish one single objective named by Administrator DiSalle as a reason for 
needing this quota provision restored. We have a copy of Mr. DiSelle’s state- 
ment which was presented to this committee August 30 in which he attempts to 
show why slaughter quotas are needed. His statement shows how completely 
unfamiliar he is with the practical aspects and actuel marketing of livestock. Mr 
DiSalle lists and discusses several reasons why he needs quotes. I have studied 
his report carefully but cannot find any facts to prove any of these statements. 
It is our purpose to discuss Mr. DiSalle’s statements and point out that the facts 
do not support them and, at best, they are completely misleading. 

First, Mr. DiSelle states that quotas are needed to make the cattle ceiling work, 
and follows with a discussion that disproves his own statement. He points out 
that cattle are selling above ceiling, that one packer is down to 35 percent of nor- 
mal volume and then states, “The quota system made the compliance ceilings 
workable by operating es 2 limit on the volume of livestock for which any sleught- 
erer could bid and as an assurance to each slaughterer that he would obtain his 
normal share of the totel available supply without bidding up the price.”’ 

In answer, let’s look at the record. Slaughter quotas were in effect during the 
period when the volume of slaughter in old, established plants dropped as indi- 
cated by the Administrator’s statement; also, United States Department of Agri- 
culture reports indicate that prices paid for cattle were above compliance during 
the period quotas were a part of the program. Records also prove conclusively 
that cattle diverted from old, substantial companies located on the large central 
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markets in the producing areas went to other federally inspected and, we assume 
licensed plants which were operating under a slaughter quota. This diversion 
from normal channels took place with the full program in force. Why would 
anyone claim and believe that to restore the quota system would correct a situa- 
tion that developed while these same quotas were in force? 

The following tables indicate what has taken place in cattle movement and 
slaughter while quotas were a part of the control program: 


Cattle receipts at 65 public markets and their distribution 


Sold to 


Stockers Per- Total out- Shipped 











Total Per- local Per- . Per- Per 
receipts | cent slaugh- cent = d- | cent ee cent ietiiees cent 
terers 
Jan. 1 to Aug. 1, 1951 $8, 540, 726 $4, 426, 092 $3, 981, 573 
Jan. 1 to Aug. 1, 1950 5, 201, 755 4, 025, 839 
Change for 1951_. - 8.9 f 14.9 1.0; —44, 266) —1.1 
July 1951 616, 959 _ 701, 045 : 449, 216 
July 1950 784, 856 571, 741 339, 953 
Change for 1951_. —42,035, —3.0, —167,897,—21.4. +20,041) +8.6) +129, 304 +22.6) +109, 263 +14.0 


These two tables show that for the period beginning January 1, 1951, before 
controls were imposed on the industry, to August 1, 1951, when quotas were out- 
lawed, shipments out from the markets for all purposes were only slightly less 
than for the same period in 1950, but that total receipts were down 8.9 percent 
and that cattle for local slaughter stood this loss amounting to 14.9 percent. For 
July, the last month of this period—and remember slaughter quotas were in 
force—the situation is different. Total receipts were down only 3 percent, but 
local slaughter was down 21.4 percent. Total out-shipments were up 22.6 per- 
cent while stocker and feeder sales were up only 8.6 percent; therefore, 14 percent 
of the out-shipment increase presumably went to slaughter. This diversion took 
place the latter part of the 7-month period when price ceilings and slaughter 
quotas were in force. 

Mr. DiSalle’s statement that ‘quotas assure each packer of his normal share 
of the total available supply of livestock,’’ does not check with the records. 
Everything was normal until he took over and then trouble started almost im- 
mediately. The cause appears to be obvious. Without quotas, Mr. DiSalle says 
prices are bid up and black markets develop, and ‘‘the net result of all this is 
that the honest businessman suffers, other businessmen are forced to go black, 
and the consumer has to pay overceiling prices for meat—all because livestock 
are diverted from normal channels.”’ In other words, he infers that those handling 
these diverted cattle are in the black market. Well, let’s have another look at 
the record. Wheré did these cattle go? 


Total receipts of cattle, local slaughter, and slaughter shipments for midwestern 
markets, July 1951, and total receipts and local slaughter for 6 distant markets, 
July 1951 


Total, Receipts, | Local, Slaughter, | Slaughter, | Shipments, 
1950 1951 1950 1951 | 1950 1951 
| 
Six midwestern markets: | | 

Chicago. _- a 145, 600 132, 800 95, 600 56, 900 45, 400 | 65, 900 

Omaha _. . - 122, 300 132, 600 | 86, 000 | 66, 300 | 22, 200 | 46, 800 

ot. PM... 58 80, 100 63, 400 62, 700 37, 900 | 11, 400 | 16, 800 

Sioux City......... = 101, 100 97, 500 48, 400 33, 100 32, 200 | 41, 300 

St. Joseph 45, 700 47, 000 | 33, 600 | 29, 800 5, 100 8, 100 

St. Louis ; 70, 500 77, 600 | 51, 400 13, 700 13, 100 55, 700 

Total__-- = ; 565, 300 550, 900 377, 700 237, 700 | 129, 400 234, 600 

—14, 400 —140, 000 +105, 200 

Six distant markets: 
Buffalo tie 11, 800 | 26, 100 5, 200 Oe dasowcrees . 
New York_-_. 4 4, 300 7, 500 4,300 | 7, 500 
Jersey City : 13, 900 13, 100 13, 900 13, 100 
Baltimore 14, 200 15, 000 11, 400 12, 100 
Los Angeles__-__-- 31, 100 34, 700 26, 400 29, 100 
San Francisco-._-- 8, 500 9, 200 3, 900 4, 700 
BE fenwansue en 83, 800 105, 600 65, 100 75, 800 . 

+21, 800 | } -+-10, 700 
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Note that receipts are down in the Midwest but up at distant markets. Slaugh- 
ter at midwestern markets is sharply lower but higher at distant markets. Ship- 
ments for slaughter from midwestern markets are sharply higher. 
quotas were in effect in July 1951. 

These figures are copied from the regular United States Department of Agricul- 
ture report of slaughter under Federal inspection. We have used only a few cases 
but they are typical of the condition that has developed under control with quotas 
and has continued since August 1 without quotas. In spite of decreased receipts 
these packers in outlying areas have gone on our markets and out-bid packers with 
plants adjoining the market and shipped live cattle many miles. In spite of 
decreased receipts, these packers have increased their volume. Apparently they 
have handled a major portion of these diverted cattle. Are they the dishonest 
businessmen in the black market as inferred by Mr. DiSalle? This situation 
developed with OPS in full charge, quotas and all. 

There is plenty of proof that quotas didn’t work but none to show they are 
needed. They cannot insure any purchaser a certain number of cattle because 
thev do not force them into any purchaser’s hands. Cattle go to the highest 
bidder and since at least a large portion of these so-called diverted cattle went to 
federally inspected plants, and assuming these plants have been in compliance 
with ceiling price regulations, including price differentials, quotas must be unfair 
to plants located on the major markets and give other slaughterers an advantage. 

Another reason for quotas, so we are told, is to take care of the Armed Forces. 
We have shown that the decrease in some plants has been offset by an increase in 
other plants with Federal inspection, therefore, the meat is still available to the 
Government for the Armed Forces. 

The following table shows that slaughter under Federal inspection is down only 
lightly more than are cattle receipts and therefore the meat is under OPS super- 
vision. Figures show that there was some improvement in the period between 
August 6 and September 1 after the removal of quotas. 


Slaughter 


| 
| Total slaughter 
Receipts under Federal 


S ghte 
inspection laughter, 


Federal 
— inspection 


95 large 
packers 


| 


| | 1950 Percent 1951 
| { 


| | Percent Percent 
June... : _....---| 682,000 | 821,000; —23.0 | 717,000 954, 000 —26. 0 44 
July 821,000 | 864, 000 | —4.9 | 839,000 | 1,015, 000 —14.0 32 


Aug. 6 to Sept. 1_- -----| 928,000} 995,000}  —6.7 | 911,000 | 1,039,000 | —12.3 30 


We are told that quotas are necessary to stop black market. Such a statement 
is ridiculous. A person does not need a quota to buy cattle for slaughter or any 
other purpose. Cattle are sold to the highest bidder and it is impossible for the 
seller to know definitely what the purchaser intends to do with his purchase. He 
may be a feeder or a dealer and sort his purchase into different groups for various 
purposes. If conditions are or become favorable for a black-market operation, 
black markets will develop regardless of regulations. I can see reasons why 
quotas might contribute to causing black markets but could in no way help stop 
them. 

All the claims that have been made in support of a need for slaughter quotas 
are without merit since they have no facts or logic to support them. With the 
exception of a time or two with hogs, these quotas while in force were ineffective 
in every way. If receipts were suddenly to become too large on any market for 
established quotas it would demoralize the market. Severe breaks occurred in 
hog markets where quotas were too low. Mr. DiSalle says, ‘Distribution is be- 
ginning to suffer.’”” Someone should tell and show him the figures to prove 
distribution suffered as soon as he started his program, including quotas. It 
seems unfortunate that the uninformed public should be subjected to so many 
misleading statements and to so much misinformation, coming from high Govern- 
ment administrative officials. Fortunately, many of the consuming public know 
that when the farmers’ price of cattle was rolled back retail ceiling prices were 
increased and that just doesn’t make sense. 

Mr. DiSalle in his statement said he must project the consumer from high meat 
prices. Someone should tell him that it has been an established fact and a matter 
of record for many vears that one of the principles of economics is that meat prices 
follow wages up and follow wages down. Meat prices are extremely sensitive to 
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consumer demand and therefore the consumer sets the price of meat. T! 
farmer must take the price offered by the market. Pork is so low in price tha: 
next year’s production may be affected. A recent news article attributed to t! 
Department of Agriculture stated that the wage earner’s income was so high tha 
he had a beef appetite and the pork market was suffering. The loaded mea 
eases and low retail prices on pork attest to that fact. The following table show 
a comparison between cattle and hog receipts and shipments. Note that th. 
trend for hogs remains normal, while that for cattle changed under OPS quotas. 


Change for 1951 
DURING THE PERIOD FROM JAN. 1 TO AUG. 1 


|Total receipts} 


| 
Sold to local | Stockers and | Total out 
| slaughterers feeders shipment 





6 _—— ~e 
Percent | Percent Percent Percent 

Cattle__- | —8.9 —14. —1.0 —] 
+7. +2.3 +10 





DURING THE MONTH OF JULY 


Percent | Percent Percent Percent 
Cattle___. —3.0 —21.4 +8.6 +22 
+10.8 +9. 5 +25 





It is our considered opinion that for the best interest of the livestock and mea 
industry and the general public packer livestock slaughter quotas be not reinstat« 


Senator Moopy. Mr. Owen? 


STATEMENT OF ARTHUR L. OWEN, ON BEHALF OF NATIONAL 
LIVESTOCK PRODUCERS ASSOCIATION 


Mr. Owen. My name is Arthur L. Owen. I am representing the 
National Livestock Producers Association. This is an association 
composed of 20 cooperative livestock marketing agencies, each o! 
which is owned and controlled by farmers and ranchers. Our 20 mem 
ber agencies market livestock for approximately 500,000 farmer and 
rancher members on 67 markets in all of the principal livestock-pro- 
ducing areas of the United States. 

While we are here primarily for the purpose of discussing livestock 
slaughter quotas, we must realize that these quotas are only a part of 
a broad program of economic controls. We must realize that one 
control breeds another. When we attempt to suspend the workings 
of economic forces, normal business practices are disrupted and we 
have demands for more and more powers to correct the dislocations 
caused by each succeeding regulation. 

It is conceded that consumers want more beef than present marke 
supplies will allow. Consumers want this beef at a price lower than 
a free market will allow. This is a very human reaction. We all want 
to be able to buy more of both the necessities and luxuries for less 
money. But if we are going to follow a national policy of fixing prices 
at a point lower than they ‘otherwise would be, we must be willing to 
pay the price through loss of our economic and political freedom 
Although many consumers do not realize these implications, we hav: 
faith that our representatives in Congress will realize where this path 
is leading and take steps to preserve this freedom before it is too late. 
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Percentage of total receipts at 65 public mart 


Note that since February local sl: sughter has 
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Many people do not realize that the next step after price controls 
and allocation of livestock inevitably must be rationing to allocate the 
available meat supply to individual consumers. Neither do many 
people realize that as price controls and slaughter quotas discourage 
livestock production, subsidies also are inevitable. The Administra- 
tion already has requested powers for production subsidies. Congress 
has denied these powers as far as agricultural products are concerned 
These steps are inevitable if we are to follow this course. Eventually, 
they will lead to the point where each producer must be told what lie 
must produce and each consumer must be told what he can consume. 

Only a little more than 30 days after extension of the Defense 
Production Act for another year, we are considering additional amend- 
ments to that act which would reinstate livestock slaughter quotas: 
these same quotas which were eliminated on July 31. This subject 
was debated extensively in both Houses of Congress last July during 
deliberations on amendments to the Defense Production Act. We 
thought the record was clear that Congress had rejected the proposal! 
to give the Office of Price Stabilization authority to set livestock 
slaughter quotas. 

Now OPS officials have come before this committee requesting 
that their power to set livestock slaughter quotas be restored. They 
have used the newspapers and the radio to argue that slaughter 
quotas are essential in order to keep meat moving in normal channels. 
They are trying to shift to Congress the blame for the fact that their 
unworkable livestock and meat regulations will not and cannot be 
made to work. 

Livestock slaughter quotas were in effect during April, May, June, 
and July of this year. 

Senator Moopy. If I may interrupt, this is of course a general 
statement in which you express your point of view, and you have 
every right to make it. I think to keep the record straight we should 
point out that after the law was passed, renewing the old law with a 
great many changes, it was analyzed by the Advisory Council ap- 
pointed by the President, on which Mr. Wilson and Mr. Johnston sat, 
with representatives of industry, agriculture, labor, and the public, 
and that group, which was a nonpolitical organization, unanimous!) 
recommended that these three changes in the law be made. This 
was not merely the OPS that made these three recommendations. | 
thought that ought to be in the record. 

Mr. Owen. If I have misrepresented this in my statement 

Senator Moopy. Oh, not at all. I was not implying that. 

Mr. Owen. The newspapers and radio, of course, have used these 
statements by the OPS, particularly, for getting the other people who 
were also involved who advocated it. 

Senator Moopy. I did not mean to accuse you of misrepresenting 
anything. I simple wanted to point out it was not only OPS which 
held this viewpoint. 

Mr. Owen. You are absolutely correct. 

If slaughter quotas are essential for keeping meat in normal dis- 
tribution channels, this should have been demonstrated during those 
4 months. Yet, during this same period when slaughter quotas were 
in effect, the livestock ‘slaughter pattern of the country was seriously 
disrupted. 
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The United States Department of Agriculture recently released a 
table showing cattle slaughter by months and weeks in 1951 as 
percentages of slaughter during comparable periods of 1950 for each 
market center and area. In the New York, Newark, and Jersey City 
area, federally inspected cattle slaughter in July 1951 showed an 
increase of 24.7 percent over that for July 1950. Federally inspected 
cattle slaughter in the Pacific coast area this last July showed an 
increase of 24.9 percent over that for July 1950. In Iowa and 
southern Minnesota, cattle slaughter in July was 39.4 percent below 
a year earlier. In the Chicago area, cattle slaughter in July of this 
year was 32.8 percent below a year earlier. In the entire midwestern 
region, our most important livestock-feeding and slaughtering area, 
cattle slaughter in June and July this year was only from one-half to 
two-thirds as large as in 1950. After slaughter quotas were removed 
in August, cattle slaughter has remained low in the Midwest, and 
high on the east coast, the west coast, and in the Southeast. Rela- 
tively favorable beef ceiling prices for the east coast, the west coast, 
and some other areas, compared with ceiling prices for the Midwest, 
has diverted slaughter to those areas. Slaughter quotas in effect 
through July did not maintain meat and livestock in normal channels 
as claimed by OPS. We are attaching copy of this table to our 
statement in order that you may verify these data. 

(The table above referred to follows:) 


Cattle slaughter by market centers and areas in 1951 as percentages of 1950 


Week ended— 
Market center or area Jan. | Feb. | Mar. | Apr. ay | June | July 


Aug. 11 Aug 


Federally inspected: 
North Atlantic: 
New York, Newark, 
Jersey City 124. ¢ 
Baitimore, Philadel- 
phia 104 
North-Central: 
Cincinatti, Cleve- 
land, Indianapolis_| 96 
Chieago, Elburn 105. § 
St. Paul-Wisconsin__ |104. 6 
St. Louis area Qs 
Sioux City 95. ¢ 
Omaha 107. ; 
Kansas City 97. § 
Iowa and south 
Minnesota 102 
Southeast 116 
South-Central West 106.3 
Rocky Mountain 104 
Pacific 135 
All other 99. 7 


United States total 105. ¢ 


Noninspected United States 
total 102. 


1 Not available Aug. 28 


Source: Table prepared by U.S. Department of Agriculture. Copied by Natior 
Association. 
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Mr. Owen. Slaughter quotas and price ceilings on livestock and 
meat place a premium on inefficiency in the livestock and meat 
industry. They do this at a time when we are striving for increased 
efficiency and maximum meat production. Price ceilings and 
slaughter quotas have forced cattle producers and feeders to turn 
from their normal production programs which produce the maximum 
amount of beef in the shortest possible time, to long-time grass-feeding 
programs which depend on the use of a maximum amount of roughage 
for the cheapest possible gains. Although cattle numbers on farms 
and ranches are at an all-time high, numbers available for slaughter 
are running 15 to 20 percent below last year, chiefly because of this 
forced slowing up of production programs. We must also recognize 
that this means a smaller amount of beef from each animal and beef 
of a much lower grade. 

Livestock slaughter quotas also place a premium on inefficiency in 
the meat-packing industry. The efficient packer and the inefficient 
packer are allowed the same quota—based on the number of animals 
they slaughtered in 1950. Slaughter quotas guarantee the inefficient 
packer the right to acquire and | slaughter a certain percentage of the 
available livestock no matter how inefficient his operations may be. 
They prevent the efficient operator from increasing his slaughter and 
meat production, which would be a genuine public s service. 

Any system of allocating livestock supplies to individual packers 
would result in discrimination against livestock producers. It would 
result in a situation where the buyer only has a true picture of market 
conditions, while the livestock producer and his representatives on the 
market have no way of dstermining what the demand really is. It 
places the livestock producer in the position where he must depend 
solely on the word of the buyer as to whether or not his slaughter 
quota already is filled. This proposed amendment would nullify 
many of the efforts of the United States Department of Agriculture 
over many years in developing their Livestock Market News Service 
to the point where they are able to furnish correct market information 
to buyers and sellers alike in the interest of truly competitive live- 
stock marketing. 

Senator Moopy. What would be the purpose of a livestock pro- 
ducer telling a seller his quota was filled? 

Mr. Owen. In order to force the price down to the producer. 

Senator Moopy. If he forced the price down, he still could not buy 
under the quota. 

Mr. Owen. Perhaps his quota was not filled when he made that 
statement. I am just saying that it can be used for that purpose, 
and I think the illustration that they gave of the Milwaukee cal! 
market is a good illustration of that. I happen to know something 
about that one, too, where the buyer said they did not have the quota 
to buy those calves, but they did take them when they forced the price 
down about $3 a hundred on the market. Then they took a good 
part of those calves. 

Senator Moopy. What they were saying was, “We will not violate 
the law at a high price, but we will v iolate the law at a low price”’; is 
that the ide na? 

Mr. Owen. That seems to be the general idea. 

Senator Moopy. Could not the seller have contacted the OPS and 
said, ‘“‘Here is a situation where we were forced to hold our calves unt! 
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the price would go down, and then the people who said they could 
not buy them before now said they would buy them at a lower price’’? 
Is that not a clear violation? 

Mr. Owen. Not necessarily. If their statement was not correct 
this is just my opinion—if their statemeat was not correct, and they 
still did have quota, contacting OPS would not do any good. It would 
be too late, then, and OPS would have no recourse, as far as | am cou 
cerned, for them telling a little white lie. 

I am saying it gives all the market information o© one side of the 
markets. The Department of Agriculture has built up the Market 
News Service to get the information to both buyer and seller alike in 
order that they may both work from the same information, and can 
arrive at a correct price on that day on that market. 

Senator Moopy. I should not think that a cattle grower who had an 
experience like that, with that particular packer, would be inclined in 
the future to sell his cattle to that packer. If it was perfectly obvious 
that he used a misstatement of fact to force the price down, it would be 
quite clear that that would be a person you could not do business with 
on an honest basis, and I would think he would take his cattle else- 
where in the future. 

Mr. Owen. That is not quite so easy. Usually there is one market 
for cattle or hogs or sheep—whatever there may be in that area, You 
do not truck them another hundred miles just because you are mad 
ata packer. You have to continue to send them through the normal 
markets. 

Senator Moopy. How does it happen during this period of quota, 
you have just been citing figures where the New York-Jersey City 
area increased 24 percent, the Pacific coast area increased 24.9 percent, 
in Iowa and southern Minnesota there was a decrease, and in Chicago 
there was a decrease? Apparently they could ship them. 

Mr. Owen. Those cattle came into more or less the normal markets. 
They were bought by order buyers, by traders, or by packers on those 
markets and shipped east or west—and this again is my own opinion ; 
someone else may have a different opinion. They were shipped to 
those other areas because the price ceiling on those markets was a 
little more favorable than on the market where the cattle were 
bought, and because the freight differential allowed by OPS was 
enough that they could be bought over the market in Chicago and yet 
would come in compliance when they reached the east coast for 
slaughter. 

Senator ScHorpPe.. I would like to interject at this point that that 
clears up a very glaring misconception on the part of a lot of folks 
who do not know the intricacies of the marketing from the initial 
producer. Now, when those cattle go into the market, a lot of these 
reshipments are not made by the initial producer of the cattle who 
moves them into the first market, wherever it might be. 

Mr. Owen. No, Senator; they are not. 

Senator ScHorrPret. That is the great overwhelming fallacy on 
the part of a lot of folks who do not understand how that is done. 
It is that intermediary buyer who moves into that market, who sees 
an opportunity to move it on the next stage, and it is not the initial 
producer or initial shipper of those cattle that makes that second, 
third, or fourth movement. It is a very, very small percentage of 
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the initial producers of cattle, and initial shippers of cattle who does 
that? 

Mr. Owen. That is right. The point I am trying to make here is 
that when you start fooling around with the system of marketing 
that has been built up, where price distributes the supply, you cannot 
possibly set ceiling prices, and freight allowances, and various other 
things that will keep that livestock moving in normal channels. 

Now, that freight allowance to the coast went on for several months 
under OPS. ‘They got this diversion of slaughter, and yet it was here 
just in the last few days that they decreased the freight allowance 
trying to correct that. Now, for all I know, and for all 1 think they 
may know they may have set that too low now, which will congregate 
them all in the Midwest, and nothing on the east coast. It varies 
with the season. You just cannot make those changes rapidly enough 
to get the supply distributed where the demand is. Under normal 
market conditions, under a free market, the price distributes that 
where the demand is. 

Senator Scuorpret. I think that is an excellent point. 

It was brought out a moment ago about the matter of quotas 

There is nothing in the law that requires a packer to honestly state- 
I do not say he would dishonestly state, but there is nothing in the law 
that would require that packer to certify that on the 16th day of this 
month his quota was filled and he could not take any. As a matter 
of fact, he may have a leeway there, but he could say that, and if 
several of them said that, it could depress that market, and then you 
would find them going in and buying. 

Mr. Owen. It certainly can, and we have had illustrations of that. 

Senator ScuorrPe.. If those packers were required to certify 
under oath that on a certain date their quotas were filled, looking at 
an instrument of proteetion to the producer and the shipper in there, 
that might be a very good administrative enforcement step that 
ought to be taken. 

Senator Moopy. I think it is an excellent point. If the Senator 
from Kansas will introduce it, I will support it. 

Senator Scnorpre.. I do not think it is a matter that needs intro- 
duction of a bill. I think they can make it a rule. 

Senator Moopy. If it were in the law—why not let us put it in 
the law? 

Senator ScuorpPeE.L. If it was in the law, under the administrative 
practices that they could follow, they could shade it one way or the 
other. 

Mr. Owen. There are a lot of practices being followed that I do 
not believe are in the law. 

Senator Frear. | think vou are pretty well convincing me that this 
processing and packing is a monopoly. , 

Senator Moopy. I would like to ask a question along that line. 

Is this a highly competitive business, or is it not? 

Mr. Owen. This again is a personal opinion. 

I have worked for the meat-packing industry for several years, 
as well as working for the livestock industry. 1 would not say that 
the meat-packing industry is a monopoly by any means. It is, from 
my observation, highly competitive. I think, for example when we 
got a raise in the ceiling price of beef here last week, and the cattle 
market in Chicago immediately jumped up, shows it is competitive, 
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that they could get more for their product, so they got in there and 
paid for the live animal. 

I think in general the meat-packing industry is a very competitive 
industry. 

Senator Moopy. Going back to your point of a few moments ago, 
why could not the gentleman who shipped the cattle in and was told 
the quota was filled, and when they said, “If you will give it to us at a 
lower price, we will violate the law,’’ why could he not on that ship- 
ment or the next shipment take it to somebody else? I should think 
that would be a very rapid way to destroy one’s business reputation 
by doing things like that, and I think reputation is a valuable asset 
in our system, and should be. I cannot see if this is a competitive 
situation, as you indicate, why that happens. 

Mr. Owen. As an example, this particular farmer ‘whose calves 
were handled in this way, if he had a shipment again on the Milwaukee 
market, it might be that that particular packer would be the most 
aggressive packer on that market and might pay more than anyone 
else. I do not believe they will cuff off their nose to spite their face 
if they can get a higher price from that packer. lost of these are 
consigned to a commission man to sell. The farmer does not sell his 
own. They do not tell him not to sell to a certain packing company. 
I do not believe I would want to do that. 

There is one thing about the livestock industry that a salesman 
working on the market does not necessarily believe everything that 
he hears. He cannot believe everything that he hears. If a man 
says, if a packer buyer says, “I will give you so much for this live- 
stock,” that is as binding as if he put up the money right then. If 
he tells him the supply is down some place, or up some place, that 
kind of information is not banked on too much by the salesman. 

Senator Moopy. As I understood your testimony, you indicated 
that the seller was at a disadvantage because there was a monopoly 
of information in the hands of the buyer. 

Mr. Owen. I think that is a fair statement. However, the monop- 
oly was not brought about by the manipulation of the meat packers. 
[t has occurred through this kind of a system that it naturally does 
give a monopoly of information. 

Senator Moopy. I would say that the suggestion of the Senator 
from Kansas, which would provide an equal amount of information 
as to both the seller and the buyer, I think it was a very good sug- 
gestion. 

Mr. Owen. I am afraid it may be a rather impossible task. I have 
not gone into that too fully, so 1 am not closing the door on it. 

Senator Frear. Proceed, sir. 

Mr. Owen. During the 4 months of this vear when slaughter quotas 
were in effect, our livestock markets were seriously disrupted. Nu- 
merous cases occurred where livestock brought to market by producers 
in good faith could not be purchased by packers because their quotas 
already were filled for that period. ‘These live animals had to be 
hauled back to the farm, held over on that market, or shipped to 
some other market where the quota situation would permit their 
slaughter. The unnecessary shrinkage and additional transportation 
and marketing expenses have cost producers millions of dollars. It 
has cost consumers a lot of meat which they otherwise would have 
had. 
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It is impossible for any government agency to draw up and admin- 
ister fairly regulations setting quotas on livestock slaughter by indi- 
vidual packers in such a manner that any benefits can be obtained. 
No person or group of persons, even though they might be the best 
qualified in that field, could possibly determine how many livestock 
will be marketed on any day, week, or month. The volume of 
livestock marketed at any time, or during any period of time, depends 
upon decisions made by 5 million individual farmers and ranchers. 
Any quotas set for any period cannot equal the supply of livestock 
marketed. The quotas set under such circumstances necessarily 
must be either too high or too low. If the quota is larger than the 
supply, packers will bid for their share as they would in a ‘free market, 
and the setting of quotas has accomplished nothing. If quotas are 
set too low, and OPS makes no secret of the fact that they intend to 
set quotas lower than the supply they estimate will be available, 
then there is no buyer available for a part of this livestock sent to 
market. The livestock producer cannot sell some of his product 
until OPS decides to increase the quotas. 

Senator Moopy. If I may interrupt there, I have not seen any 
statement by OPS that they intend to set quotas lower. 

Mr. Owen. An official of OPS, at the time that this big run of 
calves appeared on the Milwaukee market, I received a telepbone 
call; since I was down here in Washington, I went over to OPS and 
they told me that personally. They also told me there was nothing 
to worry about in that particular case in Milwaukee, that the packers 
were probably confused, that in a week or so it would straighten out, 

Senator Scuoepret. What would happen in that week with a bunch 
of veal calves on the market? 

Mr. Owen. That is what I tried to tell them. 

Senator Moopy. I would say that gentleman was not giving proper 
attention. I have still seen no general policy of the OPS—my under- 
standing is just the opposite, that they are trying to set quotas as 
they should be set. That is the official statement of the OPS. Now, 
if there are people in there who are not carrying out the policy, then 
they should be dispensed with quickly. 

Mr. Owen. They explained if they set quotas too high, they would 
be in trouble because of not enough livestock to distribute around. 

Therefore they say they will set them low, set them lower than they 
think the supply is going to be. 

Senator ScHorpreL. Being interested, representing an area that is 
vitally concerned with the livestock production, I made it my business 
to try to find out how they were establishing these quotas, and what 
yardstick they would use. I am going to tell: you that the information 
T received was that they were going to be on the safe side under, 
rather than over. One of those officials told me, I will not put this 
in black and white, that will be the thing we will have to be governed 
by, because we could get into insurmountable difficulties if we go 
over. There is one United States Senator that verifies exactly what 
you said, because that was the type of information that I received. 
They have not put it in official records, I will grant that, but I was 
told on the side and was asked not to be quoted on it, that he said 
that that is the reason we will not put it in an official bulletin. 

Senator Moopy. I should think, Senator, in view of the obvious 
inequity of such a policy, it might be a good idea to take action in 
that respect. 
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Senator ScHorpre.. It does show, Senator Moody, that in the 
actual operations, the physical operations down where it really means 
dollars and cents, the Milwaukee case is a glaring example. You 
could enumerate hundreds of instances over the country, that show 
this. You can sit behind a desk in Washington, and you cannot 
envision the actual operations and the dislocations ‘that de a 

Senator Moopy. Very true, and if dislocations developed, I would 
certainly agree with what I assume would be your position, that they 
ought to be straightened out quickly. Ido not think that any member 
of the committee ought to be bound by “Please don’t quote me.” If 
they are setting a policy which is out of line with their announced 
policy, which is handicapping people in this area, why not bring it 
out and correct it? 

Senator ScHorpre.. All I can say is that sometimes Senators can 
only get information that way. I get it from the military, I get it 
from others. Every Senator that had any experience in the Senate of 
the United States—and I have only been here two and a part of a 
third year, I am sure will tell you, Senator, that that situation develops. 

Senator Moopy. Of course we do get a lot of information off the 
record, but it would seem to me that a situation 

The Cuarrman. Let me add this. 

I think the newspapers and columnists also get a lot of information 
off the record. 

Senator Moopy. I have had experience in that line, too, but I think 
that if a situation develops where there is a bad practice of that sort, 
| think if we know it, we ought to do something about that. 

Senator SchoreppEL. Here is a witness who comes in here on that 
particular point. That just happened to be so forcefully brought to 
my attention again when he mentioned it here. It is absolutely cor- 
roborative of the situation. I do not condone it, do not get me wrong, 
but it does show some of the administrative reasons for the disloca- 
tions that develop in the field, and those are things we ought to have 
before us sometimes when we figure what we are going to do. 

Senator Moopy. I should like to hear the comment of Mr. DiSalle 
or the people handling the question on that point, whether or not 
there was a misunderstanding, or whether there was one man there, 
it might be the same man the witness and the Senator talked to, who 
has not been carrying out the policy of the agency. 

Senator Scnorpre.. That is entirely possible, but the situation 
developed, and imagine holding over a veal calf for 5 or 6 days— 
Good Lord. 

Mr. Owen. If I may inject a little statement in here, if this com- 
mittee is going to act as a watchdog on how they set these quotas, 
and follow them from day to day, I do not envy you your jobs in the 
United States Senate. 

Senator Moopy. I do think #f anything does come to the attention 
of the committee, because we do have a responsibility for at least 
recommending a proper law to the Senate, I think any glaring weak- 
nesses in the law appears it is up to the committee, and members of 


the committee, to call it to the attention of the Administrator, say 


this is wrong, and let us.correct it. At very best this is a highly 
difficult thing to administer, and I might add that a great many of 
us believe that it is a very necessary thing to do. 
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I notice in your opening statement you said you cannot suspend 
the workings of economic forces, and I think that is an excellent state- 
ment. It is very true. 

The point of the entire effort to control inflation is that the economic 
forces are so equated at a time when you are taking out of the civilian 
productive economy such a large percentage of production for military 
goods, that if you do not properly channel the situation that the normal 
rise in prices would be destructive of the whole economy. 

Mr. Owen. Senator, my only disagreement with you would be the 
fact that I think there are other much better wa ys of controlling the 
situation than putting on ceiling prices. As an economist, I cannot 
see where ceiling prices do anything. The economic forces are going 
right on working. Our national income is going up, the demand is 
there. If we try to hold the price below the level it would otherwise 
be, the price will go up on the black market. It gives the incentive 
for black market. 

Senator Frrar. I am sure the chairman does not want us to engage 
in colloquy. I have been around here a long time, and I know that 
any law passed is a compromise. We have the Congress, we have 
the Executive, we have the Judiciary, and you just cannot write 
anything that will apply to everybody under all conditions. While 
I do not know what your testimony was, because I was in the other 
meeting, I do think that Senator Schoe »ppel brought out a good point, 
and so did Senator Moody, that legislation is a compromise, and while 
I hesitate to say that, it is. Anything we do in this committee has 
got to be done by the full committee, it has to be done by the Senate, 
it has to be done by the House committee, it has to be done by the 
House and then approved by the Executive. If there is anything 
wrong in what we do, the courts have to settle it. That is the situation 
we find ourselves in, because the three branches of the Government 
have made this country what it is. 

Senator Moopy. I would like to add that no law is perfect, and no 
system can be perfect. Our system, our free system is the best in the 
world, but the people who are trying to destroy it are trying to create 
pressures inside of our system which will destroy it. We cannot keep 
inflation down by price control alone. In that, I thoroughly agree 
with you. On the other hand, economic experience clearly shows that 
you cannot do it, either, by indirect controls alone. In a situation 
where the pressures are as great as they are now, you must have both. 
That is the reason we have a tax-increase bill on the Senate floor right 
now, debating it right now. No one in the Senate wants to vote for 
higher taxes, but everyone in the Senate, I think, realizes that indirect 
controls have to be applied as well as direct. 

Mr. Owen. I would agree with you, certainly, that probably it 
cannot be done politically without direct controls. 

Senator Moopy. I am talking in terms of economics. If you will 
consult the reeords in this country or any other country, you will find 
you cannot do it without some direct as well as indirect controls. 

The CHarrMan. Go ahead, sir. 

Mr. Owen. In this case, all that has been accomplished is to back 
up this perishable product on farms, ranches and feedlots because 
they cannot be slaughtered and processed into the meat which con- 
sumers want. 

Difficulties in marketing their live stock because of slaughte: 
quotas, plus other controls by OPS, have been and still are costing 
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livestock producers dearly. I do not wish to leave the impression 
that livestock producers will quit producing livestock because of these 
regulations. Producing livestock is the business they know how to 
do, and they will continue even though their costs go up while the 
prices of their products go down. 

The CuarrMan. I will say for the farmer of the United States, he 
has done the best job that could have been done, under the Defense 
Production Act. 

Mr. Owen. But under these conditions they will not make the 
effort necessary to increase their production. They will try to main- 
tain what they have, but they will not gamble when they know the 
deck is already stacked against them. 

Repeatedly over the past many years, our members and their 
boards of directors have rejected all proposals of the type we are dis- 
cussing here today. During and after World War II our members 
oppose od price controls, rationing, and subsidies as being unnecessary, 
unworkable, and un- -American in principle. For these same reasons 
we have opposed, and will continue to oppose, these same schemes in 
this period when we are giving primary attention to the building of 
our national defenses. 

We wish the record to be clear that we are opposed to slaughter 
controls, price controls and all other efforts by Government agencies 
to regiment our economy and our people. We urge that all of these 
controls be eliminated at the earliest possible date in order that we 
may again return to a free market and maximum livestock and meat 
production. 

The CuarrMan. What controls are you speaking of? 

Senator Moopy. And I might add, at maximum prices. 

Mr. Owen. I am speaking of price controls. I am saying at the 
earliest possible date. 

The CuatrmMan. That would be my idea, but when would that 
date be? 

Mr. Owen. From my standpoint, I would say now; but you will 
disagree with me, perhaps. 

The CuatrMaAn. I am not talking about your standpoint, I am 
talking about mine; I am talking about the American people. We 
have a $61 billion appropriation “pill for military services. We are 
due for price control on steel. Now, I hate controls as much as you 
do. 

Mr. Owen. I am not an expert in the steel business. 

The CuHarrMAN. But it is all tied in together. You said all con- 
trols. 

Mr. Owen. And I still believe that, I honestly believe that. 

The CHarrMAN. Well, I cannot agree with you. 

Senator Moopy. You say remove all controls. 

Do you believe the United States should increase its military 
strength in the face of the threat from Russia? 

Mr. Owen. I am certainly wholeheartedly in favor of that. 

Senator Moopy. Do you know that there is an acute shortage of 
many metals which are necessary for the production of military 
goods in the country? 

Mr. Owen. I have heard that there is; yes. 

Senator Moopy. Would you remove the President’s power to allo- 
cate and control the distribution of those scarce metals? 
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Mr. Owen. You are getting me again out of my depth. I am a 
sivestock man. 

Senator ScHOEPPEL. As soon as possible, the man says. 

Senator Moopy. Then in response to the chairman’s question, hy 
said that was now. I would just like to ask him whether he is in favo: 
of taking controls off these scarce metals. 

Mr. Owen. I think you will find that the economy will get alon: 
better without the controls, at least price controls on those metals 
Here I am a livestock man talking about something out of my element 

The Cuarrman. You are talking about something out of you: 
element. 

Mr. Owen. I think we will get along just as well, and it will cos 
the country less without price controls. 

Senator Moopy. Do you believe in the law of supply and demand 

Mr. Owen. I certainly do. It has operated for a long time, and | 
believe in it. 

Senator Moopy. You know what it is, of course. What happens 
when supply is drastically short and demand is heavy, what happens 
to prices? 

Mr. Owen. They go up. 

Senator Moopy. And do you believe it is safe for the economy to 
let prices go up without any controls, now? 

Mr. Owen. I am not so sure that prices—and I am speaking fo: 
meat, now—I am not sure that prices of meat will go up without 
controls. 

Senator Moopy. We were talking about metals, not meat. 

Mr. Owen. You are getting me out of my element again, Senato: 

Senator Moopy. I am afraid that is true. 

The CHarrMAN. Go ahead with your statement. 

Senator ScHorpPre.. Let us get down to one other picture. You 
are a livestock man. You know that wool is produced from a sheep 

Mr. Owen. Yes, sir, I do. 

Senator ScHorPpPEL. The American genius is a great thing, we wi! 
all admit that. When the price of wool started to skyroc ket all out 
of proportion, world wide, what happened to the American genius 
They started to develop a synthetic industry. 

Mr. Owen. That is right. 

Senator ScHoepPeL. Then what did you have coming out o! 
Washington, with all due respect to my friends in the sheep produci ing 
industry, there was a hue and cry to prevent, what? This Govern 
ment going into a synthetic product that they said, the experts 
said, might. be better than wool. I do not advocate it, but a blanke: 
went on. The point I want to make is this: When a price gets to 
high, when the producer is going to jack his prices up, the old America: 
ingenuity comes in. The tin industry today is finding that out 
In the canning industry they are already finding substitutes that a: 
going to eliminate tin, and the boys in the tin field are getting excited 
about it. Just the same as happened in the synthetic rubber in- 
dustry against good rubber produced in the rubber-producing areas 
I think you have a point there. I am not going to let them ride you 
too far. The American genuis is going to take care of some of that 

Senator Moopy. We are not trying to ride the witness. 

The Cuarrman. I do not intend to do that. 
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Senator Moony. I agree with Senator Schoeppel that American 
ingenuity has been the well spring which has built the greatest country 
God has ever known. 

Senator ScHorrPEL. We want to keep it that way. 

Senator Moopy. That is correct; but at the same time we do not 
want to let the pressures that are developing as a result of this threat 
to our safety play into the hands of those who think they can destroy 
us by burning out our economy by inflation. I would think you 
would agree with that one. 

Senator ScHoEPPEL. Some of us do not think it is as bad as it is 
represented, and when we saw the hue and cry that came before this 
committee—and I am talking as one who sat before the groups that 
appeared, with the exception of two 1-hour periods, only, we were 
told that the commodity markets would be short, everything was 
going into a tailspin. Then we woke up to the fact that the econo- 
mists were wrong, inventories were high all over the country, again 
thanks to American ingenuity and the manufacturing interests, 
reduced-price sales began appearing all over the country. You do 
not hear very much cry about that now. They are not coming in and 
telling us what is going to happen. 

The point I want to make 1s you may be right. Some of the smart 
boys may be wrong. The smart boys may be right in certain par- 
ticulars, and we may be wrong, those of us who think it is not going 
to be that bad. But it is like the Senator said here, the chairman of 
this committee, it is a matter of compromise when we put it into law. 
It has got to run the gantlet of a lot of folks. In the operation of it 
we begin to see the dislocations glaringly presented. Sometimes we 
are unable, legislatively speaking, to catch up with those dislocations, 
and we do it the next way quicker through the administrative phases 
of the thing. We have to permit the administrative agency to do 
those things, and with the administrative agencies I have some 
quarrel when they let veal calves rest for 5 days, and things like that. 
They ought to get on those things quick. Those are some of the 
dislocations appearing that are making the farmers and a lot of other 
folks in these other fields wonder just how long they are going to let 
these dislocations go. That, coupled with good enforcement, I think 
would be very, very helpful in the obnoxious question of control. 

Senator Moopy. | think it is perfectly true you cannot expect pro- 
duction in the administrative agency any more than you can in the 
Congress of the United States. I am sure you will find that every 
inflation that has happened in modern times, if you let it go without 
recognizing the fact that you are making a great diversion from civilian 
to military goods, that everybody in the country, including the farm-- 
ers, would be far more heavily damaged than anything they are being 
damaged now. 

Senator ScHorrPet. What we do not want to do is something to 
encourage production. We want more pounds on every hoof of beef 
cattle, and the more we can get of that. The thing that has been 
brought out here is that the price figure is going to be reflected in a 
supply that is increasing all the time. I do not want to do anything 
here knowingly—we do enough unknowingly, anyway—to prevent the 
great productive genius of this country to keep rolling on when these 
short supplies hit. Let us fill them up as big as we can, because that 
is the biggest deterrent to the price spiral. 
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Senator Moopy. Mr. Chairman, the other day before the Brown 
Co. testified, I asked the Office of Price Administration to prepare a 
short comment on his testimony. I would like to have unanimous 
consent to put this short analysis in the record at this point, and 
also—— 

The CHarrman. Do you not think we had better let the witness 
complete, first? 

Mr. Owen. I have just a short paragraph. 

We wish to express our appreciation to this committee for giving 
us the opportunity of appearing before them and expressing our views. 
We need increased meat production. We think-one of the first things 
which must be done if we are to get this increased production is to 
remove now all doubt about the possibility of the reinstatement of 
slaughter quotas, and at the earliest possible date remove all price 
controls. 

The CuarrMan. Thank you. 

Senator Moopy. Mr. Chairman, I renew my request. 

The CHarrMan. It is requested that the Senator file answers to 
certain testimony—— 

Senator Moopy. It is not an answer; it is a comment. 

Senator ScHoEPPEL. Do you have additional copies of that, 
Senator? 

Senator Moopy. No; I do not. I asked for my own information, 
but I think it is interesting for the committee. 

The Cuarrman. I might say this, if I may, that on Monday I said 
the full committee would meet on this. I was in error. The sub- 
committee should meet first on Monday. 

Senator ScHorrre.. Frankly, I was going to ask that question 
privately. 

The CHarrMAN. We cannot very well make a report tomorrow 
because of the Senate session, and because the printed record will not 
be ready. 

Without objection, the comments offered by Senator Moody will 
be filed. 

Senator Moopy. And a statement, also, accompanying a telegram 
from a group of Los Angeles packers. 

The CuarrMan. Without objection that may be filed. 

(The material referred to follows: ) 

An analysis of the testimony of Mr. Seal (Brown’s meat market) the other 
morning clearly shows the need for reimposition of slaughter quotas. At first 
blush his cure-all sounds like the answer to all our prayers. Let everyone who 
can, slaughter as much livestock as he thinks he needs, and the supply of meat 
will be plentiful and cheap. It is .an extension of the cry ‘‘Remove all controls 
on livestock and meat—let us work out our own solution and soon there will be 
meat aplenty at fair and equitable prices. The law of supply and demand will 
take care of the whole situation.’’ In 1946, the removal of price controls on meat 
supplied the gas and gave the first lift to the balloon of inflation. Meat bega: 
the subsequent sharp rise in higher prices. 

Let us examine the operation of Brown’s meat market. Mr. Seal stated that 
during 1950 he slaughtered approximately 16 head of cattle per month. With 
the imposition of quotas he applied to have his quota adjusted to permit a 
slaughter of 32 head per month. With the heavier demand for beef he could of 
course sell as much as he could secure. So, of course, could every other dealer 
who was similarly situated. To increase Brown’s quota 100 percent presupposed 
an increase of 100 percent in the number of cattle available for slaughter during 
1951, for if Brown’s quota was increased so should the quotas of all slaughters 
be increased. 

Instead of keeping his relative position in the livestock market Mr. Seal wanted 
an extra bulge over his slaughtering competitor. ‘‘Let slaughterer X who nor- 
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mally and traditionally slaughtered 30 cattle a month be kept at that figure but 
let me go from 16 @ month to 32 a month. I can sell more meat but let X worry 
about that for I am not my brother’s keeper.’’ It is this attitude that requires 
the return of slaughter quotas. With the abolition of quotas Mr. Seal went full- 
steam ahead on his slaughter of cattle. Now instead of killing 16 head a month 
he kills as much as he needs and sells the meat below ceiling prices. But what 
about the slaughterers who normally buy cattle in the same markets that supply 
Brown’s meat market. Each head above 16 a month that Seal buys deprives the 
other slaughterers of the ability to purchase cattle for their own slaughter 
operation. 

Let us follow this trend to its logical conclusion. Soon, and very soon at 
that, the other slaughterers will find that in order to keep their production at a 
reasonable level they must come into the livestock markets prepared to outbid 
Brown’s meat market for the available livestock. Compliance prices will be 
thrown to the winds and soon Seal and the others will be paying cattle prices 
that mean ruin or black market. Seal’s successful operation will breed further 
successful operation and higher bids for the available supply of cattle. 

Each successful bid over his competitors will increase Seal’s cost of cattle. Ul- 
timately his retail prices must leave ceiling prices far behind and Brown’s meat 
market will be in the same position as the meat retailer who cannot receive 
his normal supply of beef because of the distortion of the distribution pattern. 
Brown’s short-term advantage will be over and the pains of maldistribution will 
set in. 

This maldistribution is best exemplified by the shortage of Army beef and 
the purchase of Army beef from the west coast for shipment to the east coast 
at a cost of $2,500 freight for each car shipped. This condition is attributable 
to the lack of slaughter quotas which would enable the normal suppliers to supply 
beef to the Armed Forces. 

An examination of the records before this committee will disclose that the atti- 
tude of the packers’ associations is not necessarily the attitude of their individual 
members. A glaring example is the Western State Meat Packers’ statement 
before this committee. Whereas the committee was led to believe that the 
membership was solidly behind the stand of the association, the evidence points 
the other way. The largest slaughtering center of the Western State Meat 
Packers in concentrated in the city of Los Angeles. This segment of the Western 
State Mest Packers supplies a high percentage of all the meat consumed by 
civilians:in that area and also supplies a great proportion of the Armed Forces’ 
needs. It is a matter of record that this large segment (volumewise) has declared 
it is for the reimposition of quotas. An examination of the statement by the 
National Independent Meat Packers Association also shows the stand of a goodly 
number of its individual members. The statements of individual packers are a 
matter of record for this committee and refute the attitude of these associations. 

If meat-price control is to continue, it is the considered opinion of all responsible 
enforcement officials that its continuance hinges on the restoration of slaughter 
quotas. If it is not the intent of Congress to continue meat-price control then 
the surest and fastest way of disposing of it is to continue the restriction against 
slaughter quotas. 

Los ANGELES, Cauir., September 19, 1951. 
InvinG Rice, 
Office of Price Stabilization, Livestock and Meat Distribution Branch, 
Temporary Building E: 

The following is a copy of a telegram sent to Senator Maybank expressing the 
opinion of the members of Meat Packers, Ine. in favor of reestablishment of 
slaughtering quotas. ‘We believe that it is imperative that you know the sentiment 
of Meat Packers, Inc., a group of independent meat packers in the Los Angeles area. 
We voted 15 to 7 in favor of slaughter quotas and it is our opinion that slaughter 
quotas be reimposed at this time so that livestock can be channeled in a more 
equalized method, enabling the independent meat packer to buy livestock within 
existing regulation and assist us in carrying out the purpose of the OPS program. 
Results of above vote in favor of slaughter quotas were sent to Western States 
Meat Packers, Inc. of which we are members but our vote was ignored. We wish 
to go on record that the majority of the independent meat packers that voted in 
the Los Angeles area are for the reestablishment of slaughtering quotas. 

Meat Packers, INc., 
ATLAS PackINna Co., 
KRASN PAacKING Co., 
SALTER PAackING Co., 
Acme Meat Co., INe., 
GLOBE Packine Co.” 
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The Cuatrman. When will the record be sent to be printed? 

Miss Coase. Monday night. 

The Cuarrman. Other Senators have asked to put telegrams and 
letters in the record. 

Senator ScHoreprreL. Every member of this committee, and other 
Members of Congress have received a lot of material. I think if we 
permit that filing here, it would be very voluminous. I would think 
some of it would be repetitious, and I do not think it would be pre- 
cluding anyone, because everyone who has received those would have 
the right on the Senate floor to make reference to those things. 

The CHarrRMAN. Without objection, the hearings are closed. 

Senator ScHoEPPEL. In keeping with what was indicated yesterday, 
if there are any here who desire to file a statement before we close the 
record, that might be permitted, but I do not understand that there 
were any here today who were not given the opportunity to testify, 
or yesterday. 

The Cuarrman. Is there anyone here who wishes to file a statement? 

Senator Moopy. I thoroughly a agree. I have a lot of messages, too. 

The CuatrmMan. There being no one here to file a further statement, 
the hearings are closed. 

The subcommittee will meet Monday morning at 10:30 to write a 
report on suggestions to the full committee, which the chairman wil! 
request meet Tuesday morning at 10:30. 

(Whereupon, at 1:15 p. m., the committee adjourned.) 

(The following were received for insertion in the record:) 


STATEMENT OF AMERICAN FEDERATION OF LABOR BY WALTER J. Mason, 
NATIONAL LEGISLATIVE COMMITTEE 


This statement represents briefly the views of the American Federation of 
Labor on S. 1928 (the Capehart-Maybank amendment to the Defense Production 
Act). 

The aim of this bill is to give the President sufficient authority to assure ‘an 
equitable allocation of livestock available for slaughter’. In effect, this bil! 
would grant to OPS authority which has been denied it by the recently enacted 
Butler-Hope amendment to the Defense Production Act. 

At the time of the legislative fight over the Defense Production Act, the Ameri 
can Federation of Labor expressed its determined opposition to the Butler-Hope 
amendment. We felt at the time that this amendment to prevent OPS from 
utilizing the quota system to allocate livestock could wreck the entire meat price- 
control program. Events since July 31 have strengthened our opposition to this 
amendment. 

In our view, this amendment was deliberately designed as a monkey wrench to 
interfere with the OPS price-control program for cattle and beef. Sponsors of 
this amendment, of course, did not use this argument in the debate over thi 
amendment. Instead, they adopted a very successful tactic of poking fun at 
certain OPS livestock quotas which were below 100 percent. They implied that 
the dunderheads in Washington were artificially restricting the supply of beef and 
meat by setting quotas for livestock processors at 80 to 90 percent of last year’s 
production, 

By now even some of those who voted for this amendment realize the absurdit\ 
of this argument. The OPS monthly quotas are determined only after a long and 
careful consultation with the Department of Agriculture. The OPS then est 
mates the number of cattle that can be expected to come to market during t! 
next month. 

The quotas simply represent the ratio of this year’s estimate to last year’s pro 
duction. If the number of cattle coming to market are expected to equal thi 
number in the same month of last year, the processing quota is 100 percent. I! 
falls below 100 percent only if this year’s production is expected to be below last 
year, 
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OPS quotas only insure that the supply of cattle will be equitably distributed 
among all of the processors operating in the legitimate market. The quota sys- 
tem simply accepts the market for cattle as it exists; it does not operate to increase 
or decrease the supply coming to market. 

On the other hand, the use of the quota system is essential if we are to avoid 
black markets. Operation of price controls on meat are naturally a most difficult 
and complex operation. All the possible aids to such controls must be fully 
utilized. The quota system is one of such aids since it prevents one processor from 
obtaining more than his fair share of the market by bidding up the market price 
of cattle. Because the number of cattle that he can slaughter is restricted, there 
is no incentive for him to capture a larger share of the market by bidding up the 
price. 

The bill introduced by Senators Capehart and Maybank does not propose to 
repeal the Butler-Hope amendmert. Instead, it inserts new language in section 
402 (d) (3) of the Defense Production Act. The new language gives the Presi- 
dent authority to utilize the quota system if such action is necessary to the 
Government’s stabilization program. 

The proposed amendment also gives the President authority to take certain 
additional measures in the field of livestock control. It provides specific legisla- 
tive authority for the current OPS registration requirement which extends to 
any and all businesses engaged in the processing of livestock. The bill also allows 
the President to suspend in whole or in part the quota granted to any particular 
livestock processor who violates OPS regulations. 

While we have no specific opposition to any of the language contained in this 
bill, the fact that this bill is written as a provision in title IV while the current 
Butler-Hope amendment is included in title I, may cause some difficulties in 
interpretation and enforcement. It would seem to us far simpler for the Con- 
gress, instead of passing this rather technical amendment, to repeal the Butler- 
Hope amendment, thus removing any possible doubt regarding its intention. 
We are confident that if this committee clearly explained the issues involved in 
this step, the Senate will approve a repeal of the Butler-Hope amendment. 


AMERICANS FOR Democratic AcTION, 
Washington, D. C., September 19, 1951. 
Hon. Burnet MAYBANK, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 


My Dear SENATOR MayBAnk: I am writing you on behalf of Americans for 
Democratic Action with reference to the current hearings on 8S. 1928. ADA 
would appreciate it if you allow this letter to be included in the hearings. 

Americans for Democratic Action urges your subcommittee and the Senate to 
repeal the prohibition against the fixing of slaughter quotas under section 101 of 
the Defense Production Act of 1950, as amended. 

We base this request on our belief that the primary purposes of the DPA 
should be to provide the legal base for an effective inflation-control program. 
The slaughter quota prohibition makes meat price control virtually impossible 
and may well cause the collapse of the over-all price-wage control program. 

Those in Congress who oppose price controls should openly vote against them; 
however, past experience indicates that the opponents of controls are inclined to 
use the more subtle method of killing controls by voting for amendments which 
will make effective control impossible. During World War II we learned that 
slaughter controls were necessary to control the price of meat, to protect the 
legitimate slaughterer, to keep down the black market, and to insure a steady 
flow of meat to the consuming public. 

ADA believes that there is no basis to the charge that slaughter quotas limit 
production. The quotas on cattle set by OPS during April, May, June, and July of 
this year averaged 6 percent above the actual volume of cattle marketed in this 
period, and the OPS quota was in excess of the actual volume marketed in any one 
of these months. The question reised in the Congress as to what would happen to 
the cattle above the number allowed by this quota must have been asked out of 
ignorence of the ectuel situstion, or in en effort to build a straw man around which 
to rally anticontrol support. The OPS bas consistently stated that if it were 
permitted to use quotas, all quotas would allow the marketing of all available 
cattle. Therefore the oft-asked question of ‘“‘What will happen to the other 
20 percent?” is ridiculous on its face. 
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ADA calls upon Congress to enact 8. 1928 to (1) permit inflation control, 
(2) permit price ceilings on meat, (3) assure adequate meat supply to the Armed 
Forces, (4) assure limitations on black-market operations, and (5) facilitate the 
channeling of livestock into legitimate slaughtering channels. 

Very truly yours, 
Joun J. GuNTHER, 
Legislative Representative. 


STATEMENT OF AMERICAN Meat INSTITUTE 


The American Meat Institute, a trade, educational, and research organization 
of the meat-packing industry, in presenting this statement wishes to call to the 
attention of this committee certain facts which may be of assistance in an ap- 
praisal of the OPS price-control program as it applies to meat and meat products. 
It is hoped that these facts may be helpful in determining the merits of the pro 
posals which are now before the committee for its consideration. 

The institute, composed of more than 525 members who account for approx- 
imately 85 percent of the country’s commercial production, opposes price controls 
on livestock and meat for the reason that they will not work. Nor do we believe 
that-the Maybank amendment will tend to make price controls of meat and meat 
products any more workable. If anything, it will tend to place the industry in 
more of a strait-jacket, when flexibility is needed. 

Specifically, the Maybank amendment provides, in part, that nothing contained 
therein shall prohibit establishment or maintenance of a ceiling-price regulation 
“established under a regulation issued prior to enactment of this paragraph.’’ 
While the meaning of this provision is a little uncertain inasmuch as it refers to 
a ‘“‘ceiling-price regulation * * * established under a regulation,’’ neverthe- 
less it seems to state that there is no right of relief from inequitable regulations 
presently in effect. 

Under these regulations, the meat industry is in an extremely critical situation, 
which appears to be getting worse. For example, one of the first regulations 
was the general ceiling price regulation, a general freeze of prices. It froze the 
price of meat at wholesale and retail without any control being placed on the 
price which might be paid for livestock. Some companies with high base-period 
prices were in a relatively advantageous position, and could afford to pay higher 
prices for livestock. Many others found themselves in a squeeze between fixed 
prices for meat and advancing livestock costs and other costs of doing business 
including increased wage rates. 

At the time the general freeze order was issued, an official of OPS urged business 
men not to bombard the agency for relief from inequities of the regulation. If 
the inequity were slight, he said, businessmen were requested to bear with it 
for the next 30 to 90 days while tailored regulations were being worked out 
Today, almost 8 months later, processors of pork are still under the genera! 
ceiling price regulation and are still trying to bear with the inequities of that 
order. ‘Lhe only changes of any consequence which have been made with respect 
to pork are a price roll-back and a regulation covering one specific item—pork 
loins, 

The situation with respect to beef also is most critical. Under the general 
price freeze, the squeeze on beef processors became worse and worse until finally 
at the end of April, a set of tailored regulations was issued. These regulations 
established ceiling prices on beef at retail and wholesale. The meat packer was 
placed under restrictions of the amount he could pay for live cattle, but no limita- 
tions were placed on sellers of live cattle. In explaining the method of determining 
maximum permissible prices on live cattle, OPS said “use of this method is due to 
the fact that the grade and yield of the individual animal can only be determined 
accurately after slaughter.’’ Yet the regulation requires the packer to make ar 
accurate judgment as to both grade and yield at the time he purchases cattle 
If either is overestimated at the time of purchase, the packer is “out of compli- 
ance.’”’ That means other animals must be purchased at prices below ceilings or 
the packer is in violation of the regulation. Many packers have been unable to 
buy enough animals below ceilings because most all classes and grades have beer 
selling above ceilings. 

The compliance feature of the regulation has been a major factor in the closing 
of a number of slaughtering plants, and the temporary relaxation of compliance 
requirements by amendment 2 to CPR 23 is a recognition on the part of OPS that 
many honest slaughterers are being put out of business, or are being faced with the 
prospect of closing. 
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The OPS stated that the temporary relaxation of compliance requirements was 
“an emergency measure made necessary by abolition of cattle slaughter quotas. 

‘‘As a matter of fact, many companies found it difficult to buy normal quantities 
of cattle in compliance while quotas were in effect and that condition has con- 
tinued as the following table shows (see attached table).’’ The table shows that 
95 plants, normally accounting for more than 50 percent of the country’s federally 
inspected cattle slaughter, experienced a substantial decline in volume at the 
very beginning of the price-control program and that their volume has continued 
to dwindle. For example, during the month of June, total federally inspected 
cattle slaughter was down 25 percent from last vear, and the slaughter of the 
95 plants referred to was down 44 percent. This was during a month when quotas 
were in effect. <A similar situation continues to prevail during July when quotas 
also were in effect and it likewise continued in August when quotas were not in 
effect. 

Under the Capehart amendment, individuals are given the right to make 
applications and, on a proper showing of prices and costs, adjustments in ceiling 
prices must be made. The Maybank amendment, on the other hand, contains 
no such provision, but merely states that the President is to make ‘“‘appropriate 
provision” for hardship cases. In our opinion, this places too much discretion 
in the hands of price administrators, since experience has shown that much 
discretion is not always used to prevent inequities, or to provide relief in real 
hardship cases. For example, one of the first orders issued by OPS rolled back 
the prices of hides, cutting across existing contracts. The effect of this regulation 
was to take $5,000,000 away from the meat packers without reducing the price 
of shoes to the consumer. The futility of it is demonstrated by the well-known 
fact that hides and tallow have been selling at prices considerably below the 
established ceilings. 

Since the Maybank amendment does not grant to individuals the right to 
obtain adjustments in ceiling prices on application and a proper showing of prices 
and costs, it is to be presumed that relief might be obtained only upon proof that 
an entire industry was suffering hardship under a regulation, or regulations. One 
of the deficiencies of the price-control system under OPA arose from an interpre- 
tation of the law which required a showing of hardship to the meat industry as a 
whole. The law in effect at that time contained a provision similar to one adopted 
in the Defense Production Act. Under it there was a requirement that in 
establishing and maintaining ceilings on products resulting from the processing 
of agricultural commodities, including livestock, a generally fair and equitable 
margin should be allowed for such processing. It was rather generally assumed 
that margins would be provided which would permit a meat packer to recover 
all of his costs and a reasonable margin of profit in each division of his business. 
However, OPA adopted what was termed an “over-all industry profit test.” 
Under this test, there was no relief for the individual unit so long as the industry 
as a whole was making normal profits (as determined by the OPA). In a case 
decided in 1945, this test, supplemented by the secondary products standards 
test, was upheld. This would permit a company to recover only out-of-pocket 
costs, as long as.the industry as a whole was making so-called normal earnings. 
The out-of-pocket costs which might be recovered were not those of the individual 
but those of the industry generally. The court also approved the exclusion of 
general overhead, such as administrative and selling expenses, in determining what 
were out-of-pocket costs. 

The interpretation, however, resulted in severe losses to various companies 
within the meat-packing industry, caused a severe maldistribution of meat, 
encouraged black markets, resulted in a shortage of meat for the Armed Forces 
and forced many civilian consumers to go without meat, or pay exorbitant black- 
market prices. 

In determining whether over-all industry profits were normal, the earnings 
from many products and byproducts not usually associated with the processing 
of meat were included. This, however, offered no means of relief to the small 
processor who did not manufacture such products, and who found himself in a 
squeeze between rising operating costs and ceiling prices on his products that 
were too low. The “over-all industry profits test’? was especially hard on the 
small company processing only one species of livestock. One segment of the 
industry or another was constantly in trouble because its results did not neces- 
sarily coincide with those of the entire meat-packing industry. 

Even in the case of large diversified companies, it was found that certain 
departments could not be operated profitably even though the industry as a 


as 


whole, according to OPA standards, was making normal profits. In certain 
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years, pork departments incurred severe losses and, at other times, beef depart- 
ments had to operate at a loss. 

Eventually the situation became so critical that the country’s entire meat 
supply was threatened. Numerous investigations were conducted and resulted 
in passage of the Barkley-Bates amendment, which provided for a reasonable 
margin of profit to the processing industry as a group on each species of livestock. 
At the time this amendment was passed it was considered essential so that the 
Armed Forces might obtain their necessary meat requirements, so that black 
markets might be controlled more readily, and so that the civilian population 
might be enabled to obtain meat in the regular channels of trade. Even though 
many individual meat packers were suffering extreme financial hardship, the prime 
consideration in passage of the Barkley-Bates amendment was the public interest. 

A similar measure was defeated when the Defense Production Act was originally 
passed, and when proposed as the Wherry amendment was rejected by Congress 
at the time the act was extended. These defeats may be attributed, in part at 
least, to the fact that the purpose of such an amendment was widely misunder- 
stood and misrepresented. Other industries misconstrued it as a profit guaranty, 
and sought to obtain equal treatment for themselves. A provision of this type 
is not designed to guarantee a profit to anyone, but rather to insure that in any 
period of emergency the meat-packing industry as a whole will be able to continue 
to supply the country’s meat requirements. It provides a degree of flexibility 
under a rigid price-control system. 

The Capehart amendment, now a part of the Defense Production Act, has 
not been construed by the courts nor has OPS issued any procedural regulation 
which would give an indication of how it is to be interpreted. If the provision 
requiring an adjustment of a ceiling price upon application by any person and 
on a proper showing of prices and costs is construed to mean that the meat- 
packing industry is entitled to a fair and equitable margin under each regulation, 
then certainly this industry would advocate the retention of the Capehart amend- 
ment in the present act. The Maybank amendment appears to make no pro- 
vision for the flexibility which was the most desirable feature of the old Barkley- 
Bates amendment. It is reported that OPS officials have interpreted the May- 
bank amendment to mean that the pricing formula contained therein might or 
might not be used at the discretion of the agency administrators. Apparently, 
OPS would consider itself bound only by the first sentence of the amendment, 
which provides that no new price regulations may roll prices back below the 
lower of (a) the level of sales on the day before the order is issued, or (b) the 
level prevailing during the period from January 25 to February 24, 1951. 

Despite our conviction that it is impossible to write workable regulations, we 
believe that a provision similar to the old Barkley-Bates amendment is essential 
to prevent collapse of the meat supply system. While the exact meaning of the 
Capehart amendment is not yet known, and probably will not be known for 
several vears, until the meaning has been adjudicated by the courts, we believe 
it comes closer to providing this industry with the flexibility it needs than any 
other proposal curreatly before Congress with the exception of the Dirksen 
amenament, which would permit prices of meat, meat products and byproducts 
to adjust themselves in accordance with prevailing market conditions, and which 
would control inflation by attacking the causes rather than the symptoms. 
Perhaps one thought in the minds of the drafters of the Capehart amendment was 
that inequities and bardships are more likely to be suffered by individuals than 
by entire industries. This may have been the reason for granting to individuals 
the tight to apply for and receive adjustments in ceiling prices. Whether or not 
this was considered, it is true that certain companies in the meat packing industry 
have been hit harder than others, and to those companies which have been forced 
to close, the right of individual application and the ability to demand proper 
adjustments as a matter of right are important. 

Certainly, the Maybank amendment, even though it is liberally construed, 
would be of no assistance whatever in enabling the meat packing industry to 
preserve its integrity and to continue its function of supplving meat to con- 
sumers in all parts of the country in an efficient manner. The difficulties now 
being experienced by the industry are symptoms of a developing black market, 
which will mean maldistribution, a diminishing supply of meat and hardship to 
a large number of consumers who can least afford to go without meat. 

The plain facts are that this meat and livestock industry is faced with a rapidly 
developing impossible situation. The prevailing situation cannot continue. 
Something must be done to make it possible for this industry to survive. 
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The matter of having in effect—slaughter quotas for livestock—has had special 
consideration by our board of directors, our membership in meetings and numerous 
individual contacts. Up to this date we have found no livestock producer, nor any 
feeder of livestock, or livestock marketing interest that favor slaughtering quotas. 
Decided opposition to reestablishing quotas is common on every hand. The entire 
producing and marketing segments of the livestock industry are definitely opposed 
to quotas. 

Slaughter quotas for livestock are: 

1. Not desired by livestock market interests. 

2. Not advisable or necessary to assure slaughterers of livestock getting reason- 
able adequate supplies. Increasing numbers of hogs, beef eattle and market 
lambs are providing more and more slaughter livestock each year. 

3. Confusing to all marketing interests and when employed are factors causing 
numerous difficulties in marketing operations. 

(a) Quotas unset the usual marketing procedures of having available 
daily our open competitive markets. Too frequently markets under the 
quota system are without outlets and stockmen must be advised not to bring 
their animals to market that day. 

(b) Quotas limit buying unnecessarily and cause market operators untold 
grief in securing outlets of the expense of carrying over livestock from day 
to day—sizeable volume that can not be sold. 

(c) Quotas materially increase the costs of securing outlets. The usual 
established trade requires more effort and expense and endeavoring to find 
new outlets is definitely expensive. 

(d) Quotas tend to stymie normal movement and this in turn tends to 
limit production through regular channels. 

(e) Quotas then favor and encourage easier movement of animals for 
slaughter through black market channels. 

(f) Quotas directly relieve essential health products provided from live- 
stock lost through black marketing getting into the channels of trade. 

(g) Quotas thus restrict income and result in less savings or earnings of 
regular operating, open, competitive markets and in time such procedures 
mean less and less returns to owners of livestock. 

Restrictive slaughter quotas placed by OPS and as practiced prior to August 1, 
1951, were tremendously harmful and very expensive for owners of livestock and 
livestock-marketing interests. These restrictions hampered the flow from 
producers to markets and the flow from markets to slaughterers. 

Quotas are not essential for adequate supplies for all Armed Forces. In fact, 
recent imposed quotas, prior to August 1, 1951, somewhat hindered certain killers 
providing meat. Restrictions and preferences placed with limited numbers of 
killers tended to discriminate against many small killers. Outlets to Government 
sources were not applicable to many small killers. Likewise price advantages 
tended to discriminate against numerous small killers that kept within compliance. 

Our entire membership is of the opinion that quotas for slaughter are a tremen- 
dous burden, they upset regular normal procedures, they increase handling and 
marketing expense, and in time reflect less returns to livestock owners. Quotas 
play into the hands of black-market operations and gradually break down estab- 
lished markets. All this in time may well result in less livestock, instead of 
increasing production of livestock which the industry is striving to secure. 


STATEMENT OF ELLARD PFAELZER, NATIONAL ASSOCIATION OF HOTEL AND 
RESTAURANT Meat PURVEYORS 


Mr. Chairman, my name is Fllard Pfaelzer, and I am vice president of Pfaelzer 
Bros., Inc., a meat hotel supply house located in Chicago, Ill., and I am in charge 
of production, operations, purchasing, and personnel. 

| appear before you today to speak in favor of the slaughter-control program 
that program which is designed to insure a fair sharing of live animals among 
established legitimate slaughterers. 

This statement is made on my own behalf, as well as on behalf of the National 
Association of Hotel and Restaurant Meat Purveyors, of which I was formerly 
president, and later chairman of the board, and today I am a member of that 
association’s Washington committee. Our association consists of approximately 
250 members, all who are hotel supply houses as defined under the present Ceiling 
Price Regulation No. 24, known as the beef regulation, and our members are 
located throughout the country from Massachusetts to California. 
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Neither Pfaelzer Bros., Ine., nor any member of our association are slaughterers. 
Our businesses consist mainly of purchasing beef, veal, lamb, pork, sausage, 
variety meats, and so forth, from slaughterers, processors, and/or wholesalers, for 
the purpose of supplying, preparing, or selecting these various items for purchase 
and use by hotels, restaurants, institutional feeding establishments, as. well as 
Army and Navy installations. Wholesale cuts of beef, pork, lamb, and veal are 
prepared by us so that purveyors of meals may have the particular cut which 
they require, when they require them, and in the quantity, size and quality that 
their individual menus prescribe. Ours is a highly specialized branch of the 
meat industry—the main ingredient of which is a necessary service to purveyors 
of meals. 

As such the existence of the hotel supply house business depends on the orderly 
distribution of meat at prices that will reflect our necessary margin in order to 
continue to render our type of service. Unless meat moves in regular legitimate 
channels of trade, we cannot exist, and that portion of the public which depends 
upon food or meats for the continuation of their businesses as feeding establish- 
ments will be badly injured. Further, the consuming public that may be classified 
as those who buy their meals in restaurants or other eating establishments, the 
workers in huge defense plants who eat at the factory cafeteria, as well as those 
who are given meals gratis in many of our local community, State, and Govern- 
ment institutions will also be. badly affected because of the maldistribution of 
meats. 

The use of the quota system is necessary where a constant increasing demand 
for meat exceeds the supply available. Without quotas, slaughterers who are our 
source of supply will be engaged in frenzied competition for livestock, and will 
endeavor to outbid one another. Undoubtedly this will force established slaugh- 
terers into selling meat at ceiling prices resulting in their operating at a loss, or 
else discontinue operations altogether. The quota system is based on giving each 
slaughterer that proportion of live animals being marketed which he secured in 
1950. That type of allocation is a recognition of the slaughterer’s competitive 
position in 1950. It will tend to approach a far more normal pattern of distribu- 
tion than that resulting from the unbridled competition for livestock. 

The second element of the slaughter control program is the registration of all 
slaughterers. This element is necessary in order to avoid the unfortunate experi- 
ence which we had during World War II. Numerous small fly-by-night operators 
established slaughtering plants in the hope of securing exorbitant profits. They 
engaged in many devious practices, which resulted in diverting meat from legiti- 
mate operators. Their activities helped to foster the black market. By regis- 
tering slaughterers, a closer check can be maintained of slaughtering activities, 
and undesirable operators can be denied entry into the industry. 

There are stories in the trade today, and I believe they can be substantiated, 
about slaughterers who, during 1950—were slaughtering between 100 and 200 
head of cattle per week, while today—because there are no quotas, they are 
slaughtering close to 1,000 head per week. This type of person does not seem to 
care what he pays for cattle, and the only inference that can be drawn from their 
activities is that present meat ceiling prices present no problem, or present no 
limit to them for what they receive for their meat. 

Legitimate slaughterers are faced with the alternative of shutting down their 
plants, or purchasing live cattle at ever-increasing prices, which would result in 
an actual dollar-and-cent loss if the beef derived from these cattle were sold at 
ceiling prices. Because of a recent change in an OPS regulation, whereby a 
slaughterer who has slaughtered less than 50 percent of the amount of beef he 
slaughtered in the corresponding period @ year ago is not required to be in com- 
pliance, as is prescribed by OPS, in this case some slaughters are willing to pay in- 
creased prices for livestock and sell their beef legitimately at ceiling prices in 
order to maintain their position in the field, and by so doing feel that their returns 
from their other operations might offset some of their losses. 

A program of slaughter control with quotas properly enforced (and emphasis 
must be made on enforcement) is essential and will help us to stay in business so 
that we may continue to serve our customers as we have done in the past. The 
only way in which we can hope to continue to stay in business is to put our sup- 
pliers (the legitimate slaughterers) in a position so that they can provide us with 
our share of the available meat as they have done in the past. 

As has been proven during normal times, there is enough legitimate slaughtering 
capacity in this country to process the available supply of live cattle, but without 
slaughter quotas the legitimate slaughterer has his hands tied behind his back 
by price ceilings, While others proceed merrily to wreck a normal market, or normal 
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distribution. The hotel supply house industry supports the position that the 
legitimate slaughterer is taking—that is, that slaughter quotas or slaughter con- 
trols are an absolutely necessary companion to meat controls. Without slaughter 
controls, normal and legitimate distribution cannot possibly be obtained. A sa 
parallel to slaughter controls, we of the National Association of Hotel and Res- 
taurant’ Meat Purveyors advocate quotas on all sellers to purveyors of meals, 
based on the amount that each seller at every distributive level sold to purveyors 
of meals during 1950. The same logic as is used for slaughter controls applies 
to a quota for hotel supply houses; and as the law states today, the Office of Price 
Stabilization is not prohibited by statute from ordering such quotas. Since the 
inception of the Office of Price Stabilization it has been the unanimous recom- 
mendation of all parties on the advisory committees and others that such quotas 
should be embodied in all meat regulations. Recently the Office of Price Stabiliza- 
tion has given us to understand that they would include such a restriction in an 
amendment to the present beef regulation, and would include such restrictions in 
all future meat regulations. However, the day before yesterday an amendment 
was issued to CPR 24 which should have included this restriction, but I am sorry 
to say that there was no action taken. ‘Lhe statement that I have just made 
reflects the feeling of the members of our national association, and I am sure that 
it reflects the feeling of the meat industry in general. 

In conclusion, I would like to repeat again that we feel that slaughter control 
and quotas are a necessity if we are to have normal, regular, and historical dis- 
tribution of our available meat supplies. 

I thank the committee for giving me this opportunity to appear before them, 
and I shall attempt to answer any questions which the committee may have. 


NATIONAL Woout GrRoweERs ASSOCIATION, 
Salt Lake City 1, Utah, September 14, 1951, 
Hon. BurNEetT R. MayBAnk, 
United States Senate, Washington, D. C. 


DEAR SENATOR MayBANK: We appreciate the opportunity you have afforded 
us to present our position on 8. 1928, a bill to provide for equitable allocation of 
livestock available for slaughter. 

It is not possible, because of other work and the expense involved, for us to 
make a personal appearance before your committee on Tuesday, September 18, 
as granted in your telegram of September 11. 

It would be appreciated if our views on this question could be brought to the 
attention of the members of the Senate Banking and Currency Committee and 
made a part of the record. 

The position of the National Wool Growers Association on the enactment of 
S. 1928 is as follows: 

We are unalterably opposed to livestock slaughter quotas as expressed in our 
letter of August 8, 1951, to Chairman Maybank and Senator Capehart, which 
was as follows: 

“Our industry viewed with much concern your introduction of S. 1928, a bill 
to provide for equitable allocation of livestock available for slaughter. We had 
felt because of the decisive action taken in the Senate (yeas 47, nays 33) on the 
Butler amendment and also in the House (veas 249, nays 167) on a similar Hope 
amendment, that this question at least had been settled in the extension of the 
Defense Production Act of 1951. 

‘“‘We realize that we as an industry have taken much time of both the Senafe 
and the House Banking and Currency Committees on the subject of price con- 
trols. We ourselves have spent much time and money in an effort to place 
before our Representatives in the Congress the position of an actual raw materials 
industry relative to this matter. 

“Tt is most discouraging after the issue has been settled to learn that further 
consideration on the desirability or undesirability of livestock slaughter quotas 
is being contemplated. Unfortunately for us, it is not possible for a representative 
of the National Wool Growers Association to be present at the hearings on §. 
1928, which I understand are to begin next week, in opposition to this bill. 

“The primary object or goal for which we are striving is increased production 
of lambs and wool in the United States. There is little need for my burdening 
you with an explanation of the need for this increased production, as it was 
thoroughly covered in our statement to your committee on May 25. 


. 
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“In that, we outlined the objectives in increasing production and also the fac- 
tors which were necessary to encourage this increase. 

“From the standpoint of the livestock producer, the only purpose of establishing 
slaughter quotas is to break the price at the market place and to use the threat 
of slaughter limitations when purchasing livestock in the field. 

“Let us take for example a small producer who ships one carload of lambs a 
year (his entire output) to the central market. When he arrives at the market 
the story goes out that the slaughter quota for the packer buyers at that market 
has been entirely used. Therefore, regardless of demand there is no ‘home’ for 
these lambs and one of two things must take place: either the lambs must be 
returned to the place from which they originated, but which they would not have 
left had they not been in prime condition to go to market, or to be shipped to a 
market where slaughter quotas have not been met, resulting in further increased 
expense, shrinkage in the lambs and loss of meat, and perhaps a poorer distribu- 
tion than otherwise would have happened had they had a market at their original 
destination. 

“It has been readily admitted, even by the officials of OPS, that production of 
raw material is an essential part in the stabilization of the economy. How in 
the world can anyone expect increased production of raw materials when such 
a threat hangs over them? The result is that increased production will not take 
place. 

“It is a rather odd thing in this country of ours when the military requirements 
will only consume 3% percent of the total production of soft goods (including 
meat), that such stringent controls should be placed upon the producing elements 
of our country. 

“There are many factors which enter into the production of livestock. Drought 
this year has taken a considerable toll in the greatest sheep-producing State of 
our Nation (Texas), whereby the great livestock markets of Texas will not have 
‘100 percent of the volume of that specie of livestock available for slaughter for 
civilian consumption.’ In other areas there is a considerable increase in lambs 
available for slaughter. In other words, there just isn’t any formula that can 
be applied by man that will meet such a situation. 

“We sincerely urge that S. 1928 be defeated just as soon as possible so that 
those trying to produce for the emergency will not be threatened with this un- 
democratic procedure being imposed upon the sheep industry.” 

May we reemphasize that slaughter quotas as applied by the Office of Price 
Stabilization are unworkable, discourage production, create unnecessary expense, 
and result in loss of meat for the consumer. 

Certainly the present powers granted OPS are sufficient if they wanted to make 
them work, but they want complete authority to strangle industry and play 
“politics” at the same time. 

This industry is not satisfied with Public Law 96, Eighty-second Congress, 
chapter 275, first session, but when approved July 31, 1951, it was the best that 
could be attained. The question of livestock slaughter quotas was decided at 
that time, presumably upon the merits of the case, and surely it should not be 
necessary to cover the same ground in the short space of 6 weeks. 

It seems to us that the honor and prestige of the Congress is at stake when this 
body after months of deliberation and under conditions which are less pressing, 
makes an effort to reverse itself in such a short period of time. 

Again, we are opposed to the reopening of this question of reimposition of 
livestock slaughter quotas. 

Sincerely yours, 
J. M. JONEs. 


O 





